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In Japan, the world’s second largest 
pharmaceutical market, more than 
95% of pharmaceutical products are 
distributed via money to distribu-

tion and margins.1

While manufacturers operate with re-
bate and allowance schemes, in general, 
all prices in the Japanese distribution 
chain are up for negotiation. This refers 
to price negotiations between manufac-
turers and wholesalers and those between 
wholesalers and hospitals or pharmacies. 
In this environment, it is difficult for 
manufacturers to control hospital and 
pharmacy purchase prices. 

While not all challenges associated with 
indirect distribution are unique to Ja-
pan, overspend in distribution here 
harms manufacturers twice: first, as a 
direct impact on the bottom line, and 

second, due to the larger resulting list 
price cuts at the biennial NHI price re-
vision, which take into account hospi-
tal/pharmacy purchase prices.2

The impact on manufacturers’ top 
and bottom lines should make whole-
saler management a priority for execu-
tives of healthcare companies in Japan. 
Most pharmaceutical companies, how-
ever, have not seriously evaluated their 
wholesaler management strategies. “Our 
wholesaler management is a black hole, I 
have no idea how it’s supposed to work,” 
one company explained. 

Pharmaceutical companies typically face 
a lack of internal transparency, knowl-
edge-sharing among different depart-
ments and stakeholders, and awareness 
of wholesaler management, pricing, and 
negotiations. Contracts with wholesalers 
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Figure 1: Prices and margins in Japanese distribution

as well as existing rebate and allowance 
schemes are often historically grown and 
not aligned with company strategies and 
goals. Controlling and monitoring pro-
cesses for wholesaler management are 
barely developed.

A well-planned and well-executed re-
bate and allowance scheme would inject 
transparency, structure, and leverage into 
negotiations with wholesalers. The result-
ing trade terms for wholesalers, ones that 
are linked to the pharmaceutical compa-
nies’ strategic goals, can result in a major 
improvement in profitability.

External Challenges
The wholesaler departments at pharma-
ceutical and medical technology manu-
facturers in Japan face an extended set 
of challenges stemming from the en-
vironment in which they operate. The 
Japanese distribution system is uniquely 
complex, with a large number of layered 
national, regional, and local wholesalers. 
Extensive mergers and acquisitions fre-
quently reconfigure this already complex 
environment. Following consolidation 
among the close to 200 pharmaceuti-

cal wholesalers five years ago, the Japa-
nese market now contains only 903, and 
merger and acquisitions are likely to con-
tinue as a result of the saturated market 
place. This market consolidation poses a 
risk for pharmaceutical companies’ busi-
ness relations with wholesalers because of 
the transparency it creates. Wholesalers 
who realize different trade terms before 
a merger may perceive the inconsistent 
rebate and allowance schemes as illogical 
and unfair. As a result, after the merger, 
wholesalers may demand the higher re-
bates of their former competitors.

In addition to a complex wholesaler 
landscape, mandatory price cuts make 
manufacturers particularly vulnerable 
to wholesalers’ discounting practices in 
Japan. The list prices of pharmaceuti-
cal and medical technology products are 
subject to cuts at the biennial NHI price 
revision process. The rate is determined 
by the Ministry of Health Labor and 
Welfare (MHLW) based on the differ-
ence between list prices and hospital/
pharmacy purchase prices (In 2012, the 
average price cut rate was 6%). Conse-
quently, overspend in wholesaler trade 

terms can result in larger list price cuts. 
While manufacturers have countermea-
sures to avoid or reduce list price cuts 
in place, such as setting artificially high 
invoice prices to wholesalers, these mea-
sures appear to be relatively ineffective, 
as the average price cut rate has remained 
largely unchanged in the past decade. 

Serving approximately 10,000 hospitals 
and 300,000 GPs, wholesaler sales rep-
resentatives play a crucial role in ensur-
ing good geographic coverage of health-
care products in the decentralized and 
fragmented Japanese market. Naturally, 
wholesalers should be rewarded for their 
distribution support and promotional 
activities. However, wholesalers com-
pete on prices to hospitals and pharma-
cies against other wholesalers. Therefore, 
incentive levels to wholesalers have to be 
designed to limit price competition and 
avoid price erosion.

Similarly, allowances to wholesalers to 
promote specific products and achieve 
additional sales are subject to several po-
tential pitfalls. Wholesalers may stock 
up on products in anticipation of future 

Simon-Kucher program - <Client> - Wholesaler Commercial Excellence - <Date>

Source: Simon-Kucher & Partners. Official website of Japan Pharmaceutical Wholesaler Association (JPWA). Note:1Invoice and net price are 2010 data 
published by JPWA. 2Other rebates include debt collection rebate, rebate on accounts in designated regions, etc. 3For example, information exchange 
allowance. *HPP=Hospital Purchase Price; PPP=Pharmacy Purchase Price.

Figure 1: In Japan, 18% of the list price is 
spent on distribution, tax and margins
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Figure 2: Quick check: Where is your improvement potential?

demand only, which does not increase 
total sales. They can also pass savings 
onto their customers, which contributes 
to price erosion and ultimately list price 
cuts. Finally, wholesalers are rarely spe-
cialized on particular product lines, and 
the vast majority act indiscriminately on 
behalf of all manufacturers.

Solutions
A robust framework for enhanc-
ing wholesaler trade terms and rebate 
schemes involves several critical parts 
that begin with internally aligning the 
wholesaler management strategy with 
the overall product commercial strategy 
and end with successfully implementing 
that strategy during negotiations with 
wholesalers.

Assess the  
commercial strategy
The need for innovation in wholesal-
er management is often articulated by 
stakeholders within pharmaceutical and 
medical technologies companies in Ja-
pan, but discussions tend to oversimplify 
the issues at stake: namely, “Do we need 
wholesalers? Yes or No?” Unfortunately, 
this does not lead to solutions, because in 

a large and fragmented market, dealing 
without wholesalers is extremely chal-
lenging and nuanced. Despite the chal-
lenges they create, wholesalers provide 
pharmaceutical manufacturers with criti-
cal services in a competitive market. As 
such, the underlying fundamental ques-
tion that companies should be asking is 
how to define the right commercial poli-
cy. In other words, “Which products do 
we want to sell at which prices to which 
customers via which wholesalers?” 

Addressing that question requires an as-
sessment of the role wholesalers are cur-
rently playing and the functions whole-
salers could perform. In which areas can 
wholesalers support manufacturers best? 
Which services can they provide? Are 
they able to effectively support sales ac-
tivities, or do they only provide pure lo-
gistics support? 

A wholesaler strategy should take into 
account the diverse interests and roles of 
different wholesalers and can be adapt-
ed to play on the strengths of particu-
lar wholesalers. For instance, there are 
wholesalers willing and capable of a more 
intensive collaboration, which would al-

low introducing a tiered-partnership pro-
gram. This and other opportunities for a 
commercial strategy should be assessed 
with regard to both cost reduction in 
sales and administration due to more ef-
fective wholesaler management, and also 
the potential sales and revenue increase. 

Overall, the status quo assessment pro-
vides full transparency on the current 
practice, a clear picture of the market re-
quirements, and an understanding of the 
impact of the current incentive scheme 
on wholesaler performance.

Enhance the  
trade term scheme
Owing partly to legal obligations, phar-
maceutical manufacturers in Japan al-
ready have rebate and allowance schemes 
for wholesalers in place. Therefore, most 
companies are in need of an evolution in 
their schemes, rather than a revolution. 

The goal of this step is to (re-)define 
the structure and levels of a new rebate 
and allowance scheme in a way that is 
aligned with the commercial strategy 
(Step 1). 

Although this idea 
sounds intuitive, 
many pharmaceu-
tical companies 
do not currently 
incentivize whole-
salers on optimal 
outcomes. Instead, 
they rely on his-
torically grown 
schemes that are 
inconsistent with 
their commercial 
strategies. Incen-
tives are mainly 
based on sales vol-
ume, rebates are 
not directly tied 
to conditions, and 
the effectiveness of 
allowances in im-
pacting the whole-
saler behavior and 
sales increase re-
mains unclear. 

Simon-Kucher program - <Client> - Wholesaler Commercial Excellence - <Date>

Figure 2: Quick check: Where is your pricing 
improvement potential?
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Are the commercial distribution strategy and processes transparent 
within your organization?1

How recently have you last modified your distribution model 
and/or the rebate and allowance scheme?2

Are your invoice prices, net prices, rebates and allowances aligned 
with your product strategies?3

When paying wholesalers, what share of the incentives steers their 
performance?4

Do you control and monitor rebates, allowances invoice prices and 
net prices on product and portfolio levels?5

6 How well does your monitoring system, processes and tools work?

7 How well prepared are your wholesaler targets and how well 
executed are your wholesaler negotiations? 

How are
you faring?
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Designing an effective rebate and 
allowance scheme involves guiding 
principles such as “pay for service” 
and “pay for performance.” That is, 
reward wholesalers for the service 
they are providing and according to 
the performance they are achieving.

Designing an effective rebate and allow-
ance scheme involves guiding principles 
such as “pay for service” and “pay for 
performance.” That is, reward wholesal-
ers for the service they are providing and 
according to the performance they are 
achieving. But don’t forget about fair-
ness. Performance targets for wholesalers 
should be achievable; otherwise, they are 
not meaningful incentives. 
 
In practical terms, manufac-
turers can employ several tools 
when designing a rebate and 
allowance scheme. Make use 
of product or product category 
differentiation, wholesaler seg-
mentation and target customer 
setting. 

Overall, it is essential that the 
rebate and allowance scheme is 
embedded in the product strate-
gies including pricing and mar-
keting strategies. List price, invoice pric-
es and net prices have to be considered 
when scenario simulations are run and 
incentive levels are optimized.

Improve monitoring, 
process, and tools
“Transparency, transparency, transparen-
cy.” While it is an obvious requirement 
to operation and processes, especially 
those with significant financial impact, 
the wholesaler commercial process of 
many healthcare companies in Japan is 
not fulfilling it. The good news is that 
this can be the first area of improve-
ment, because it is easy to address and 
can identify and eliminate overspend in 
distribution. 

The wholesaler commercial process is 
linked to corporate, commercial, and 
financial planning and controlling. 
The entire process has to be clearly de-
fined, including roles and responsibili-
ties of each stakeholder involved, from 
senior management to commercial head, 
wholesaler department, marketing, and 

sales. Governance and rules for decision 
making have to be made clear, and rel-
evant tools and data infrastructure must 
be in place.

An enhanced monitoring system will 
not only ensure effective controlling, but 
also serve as a decision making tools to 
support negotiations with the wholesal-

ers. The wholesaler department has to be 
equipped with the necessary information 
and tools to enable developing negotia-
tion strategies and tactics and ensure the 
negotiation are successful.

Prepare for negotiations and 
implementation
“Dear friend, all theory is gray” are the 
words of Mephistopheles in Goethe’s 
Faust. Maybe every new strategy is gray, 
and only becomes colorful if it is imple-
mented and the results are visible. This is 
the same with a wholesaler management 
strategy. If not implemented, meaning 
accepted by wholesalers, even the most 
carefully developed strategies will lead to 
no financial gains for manufacturers. 

Manufacturers must carefully prepare for 
and execute wholesaler negotiations. A 
new system cannot be started at the flip 
of a switch. Any change of a system will 
create “losers” and “winners.” Usually it 
is necessary to develop a plan outlining 
the migration of each account from the 
old to the new system. Especially for big 

accounts it might be worth to consider a 
transition period to allow for a smooth 
implementation. 

Preparation for the implementation also 
involves training for the negotiations, 
which in Japan can be very emotional. 
Beyond analytics, there needs to be a 
storyline to help sell the new scheme to 

the key accounts. Negotiators 
should be well-informed and 
confident to successfully imple-
ment the system change.

Conclusions
Disorganized and poorly ex-
ecuted wholesaler management 
represents a missed opportunity 
for pharmaceutical and medi-
cal technology manufacturers 
in Japan. The potential impact 
at a well-developed wholesale 
strategy on both top and bot-
tom lines should make it a 

priority for executives. The challenges in 
Japanese distribution are well-known, 
and solutions are available. It is the time 
to start wholesaler management innova-
tion in Japan.
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There are many things Pricing can do 

to shape prices that Sales will actually 

use.  In this article, the author outlines 

four things that Pricing can influence 

and fix. Nelson Hyde is the Director of 

Sales Effectiveness at Holden Advisors. 

Nelson is an expert in sales negotiations, 

deal pricing and field execution. He has 

25 years’ experience in marketing, sales, 

pricing, new product introductions and 

business strategy. He leads sales effec-

tiveness workshops around the world, 

has been a frequent speaker at Philips 

Healthcare sales conventions, and is a 

sought-after speaker at the Professional 

Pricing Society. He can be reached at 

nhyde@holdenadvisors.com. 

4 Action Steps to Champion Value

A s pricing professionals up their 
game and use increasingly so-
phisticated techniques to de-
velop the right price, why is 

it so common for Sales to never actually 
use those prices? 

Even when Pricing does all the right 
things to set the price – competitive 
benchmarking, identification of dif-
ferentiators, quantification of value 
and impact – and proudly rolls out the 
results, Sales often pushes back and 
claims that Pricing doesn’t understand 
the market and that the prices are na-
ive.

It doesn’t have to be that way.  There are 
many things Pricing can do to shape 
prices that Sales will actually use.  

Here are four things that 
Pricing can influence and fix:

• Sales is not involved in the price 
setting.  When I walked into my 
first meeting to begin setting prices 
for a new medical imaging product, 
I met everyone and then had to ask, 
“So where is Sales?”  Sales was absent.  
Pricing needs Sales’ seasoned input 
into value and competition; and it 
needs Sales’ buy-in.  You can’t get ei-
ther if Sales is not at the table.

• Sales is not given tools to commu-
nicate value.  Even if Pricing knows 
the value propositions and can defend 
and quantify them – can Sales?  The 
field needs tools to defend the price 
when customers push back.  Sales 
needs to be confident in the rationale 
for the price and the value the offer-
ing creates, and that means it needs 
tools that can quantify the offering’s 
impacts.  So that when 
pressed, rather than 
caving on price Sales 
can say to the custom-
er – look at all the val-
ue we create for you, 
that’s why this price is 
what it is.

• Sales is outflanked 
in negotiations.  It is 
the easiest thing in the 
world to use price to 
close a deal.  It’s harder 
to know how to hold 
the line and defend the 
price and value.  Sales 
needs to understand 
the negotiations game 
and begin to catch up 
with Procurement’s 
huge lead in negotia-

tions training.  Sales needs practice 
in how to spot when the customer is 
bluffing, when Sales is just being used 
as a foil for business it will never get, 
and when to walk away.  Sales doesn’t 
just need confidence in the price and 
the value, but also in how to play the 
negotiations game.

• Sales management cannot see the 
impacts of discounting.  At one 
company, the simple fact of creating 
dashboards to track price performance 
on deals – even down to the sales rep 
level - increased revenues in various 
regions around the world by 2-5%.  
That was just from shining a light on 
the opportunity.  And that’s just the 
start - there are even more gains to be 
had by institutionalizing a strong sys-
tem to manage deal pricing.

Sales can be on board with well-thought 
pricing, and it can defend those prices, 
but only if it is given the opportunity 
and tools to influence and communicate 
them.

Sales needs to understand the 
negotiations game and begin to 
catch up with Procurement’s huge 
lead in negotiations training.
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Value is not defined by the seller. It is 

perceived by the buyer. As such, the 

first rule of sales proposal pricing is 

that you accurately convey the value of 

what you’re offering. Regardless of the 

details of your pricing and its presenta-

tion, the single most important thing 

is that you present it after you have 

presented the value, as the author ex-

plains. Reuben Swartz is President of 

Mimiran, LLC, a PPS CPP Faculty 

member, and a frequent PPS contrib-

utor and conference presenter. His on-

line pricing training courses can be ac-

cessed at www.PricingSociety.com and 

he can be reached via www.miriman.

com or at reuben@mimiran.com.

The First Rule of  
Sales Proposal Pricing

I’m not going to talk about the strat-
egy and tactics of your pricing—
that’s a whole separate issue. This 
article is about presenting that pric-

ing in your proposal.

Regardless of the details of your pric-
ing and its presentation, the single most 
important thing is that you present it 
after you have presented the value. You 
want the prospect to compare your price 
to the value they get by selecting you. If 
they feel confident of the value, you can 
avoid a lot of painful price concessions. 
If they don’t feel confident in the value, 
or don’t really understand the value, they 
will compare your price to the competi-
tion, almost inevitably including cheaper 
options, one of which is the status quo. 

If you don’t offer good value compared 
to the current situation, your price will 
look too high.

“But we offer tremendous value, the 
prospect just doesn’t see it,” you may ob-
ject. This is a common refrain in sales. A 
customer in a workshop was complain-
ing about customers not understanding 
the value in a piece of electronics that 
was literally gold-plated. This feature 
was much more expensive to produce, of 
course, and some customers were happy 
to pay a profitable premium. Other cus-
tomers compared it to non-gold-plated 
options and refused to pay extra. Why 
didn’t they see the value? Because in 
their applications, the gold 
didn’t add any value.

Value is not defined by the 
seller. It is perceived by the 
buyer. As a seller, you can 
help the buyer see value in 
unexpected places, mention 
how other customers have 
benefited from your offer-
ing, or provide frameworks 
to help them calculate value. 
Ultimately, however, the cus-
tomer decides what is valu-
able, and they do it in com-
parison to something else. 

What we often term “value” 
is really “perceived differen-
tial value” and understanding 
the distinction is important. 
It’s not what we think the 
value is. It’s what the customer perceives 
compared to alternatives.

Assuming you have made a compelling 
case for the (perceived differential) value 
of your offering, it’s time to tell the pros-
pect how much it will cost. Don’t be shy, 
just tell them. You have probably experi-
enced this moment as a buyer. There are 
sellers who are confident in their value, 

who present a price (often a premium 
price) simply and clearly. And there are 
other sellers who are not confident, who 
hem and haw and apologize for the price 
(which is often lower). 

As a buyer, you sense the lack of confi-
dence, which translates to a lack of con-
fidence for you in the offering, making 
you less likely to buy, not more. If you 
do still want to buy, you sense an op-
portunity to negotiate for a further dis-
count.

Don’t play on your heels, play on your 
toes.

Clearly state what the customer is paying 
for, and how much it will cost. The actu-
al pricing and its presentation are impor-
tant (and we will discuss more in future 
posts), but the most important thing is 
making sure the prospect understands 
the value.

Value!

What we often term “value” is 
really “perceived differential 
value” and understanding the 
distinction is important.
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Amazon’s Ever-Changing Price Appeal 
Constant price changes can play into 

the psychology behind pricing.  Lower 

prices make people feel special, and 

when we feel special we are more likely 

to purchase, as the author explains. 

Mary DeBoni is a Senior Pricing 

Analyst at Wiglaf Pricing. Before com-

ing to Wiglaf Pricing, Mary spent her 

post-graduate-school years working as 

a data analyst and as an adjunct in-

structor of Economics and Statistics at 

Moraine Valley Community College 

and Richard J. Daley College. Mary is 

a member of the Professional Pricing 

Society. She holds a BA in Economics 

from Michigan State University and 

an MA in Economics from The Uni-

versity of Detroit Mercy.

With many large online re-
tailers using algorithms 
to manage pricing, we 
see items change their 

prices multiple times over the course of a 
month, week, or even in one single day. 
Are these constant price changes good 

for consumers, or are they ultimately 
confusing, or harmful? Are they signal-
ing us to buy? Are constant price chang-
es communicating to consumers that 
these items are less valuable?

My Amazon Cart
As a frequent shopper on Amazon.com, I 
will often browse the site and leave items 
in my cart without making a purchase. 
I believe that this practice is quite com-
mon in the online retail world, as many 
shoppers select things that they like and 
then come back later to actually make 
a purchase or never end up making the 
purchase at all. 

In a brick-and-mortar store, you have 
the ability to see and touch the items 
and gain that sense of ownership before 
you’ve even made your purchase. Plac-
ing objects in an online imaginary cart 
doesn’t have that same magical effect 
over our psyche. We place items in our 
cart, but can get distracted by a banner 
ad, new email, text message, dog bark-
ing, doorbell, et cetera, and move on to 
the next thing without making a pur-
chase. If the item wasn’t a necessity, we 
may never go back and purchase. In a 
brick-and-mortar store, when we put 
items in the cart, they more often than 
not make their way to the register with 
us where we purchase them and make 
them ours.

How do online retailers combat this 
unpurchased items in the cart phenom-
enon? Well at Amazon, when I go back 
to my cart at a later date, often the price 
of at least one of my items has changed. I 
always found this odd, but have since re-

alized that I am more enticed to make a 
purchase because I find myself question-
ing how long this new lower price will 
be in effect for and how bad I will feel if 
I miss out on the lower price. Oh, Ama-
zon, you sneaky pricing guru.

My Value Perception
Now that I have made my purchase and 
it is on its way to my front porch, I can 
sit back and relax and start to ponder 
what that item is actually worth. When 
it was priced at $25 I did not proceed to 
the checkout but a week later when I re-
turned to Amazon and looked at my cart 
(see Figure 1), I noticed that the item 
was still waiting for me and it now had 
a price tag of only $24.48. At this lower 
price I was moved to make the purchase. 
Why did I not buy this item last week 
when it was only 52 cents more than it is 
today? Well when I logged in and clicked 
on my cart, Amazon made sure to alert 
me of the lowered price with a banner 
across the top of the page. Ah-ha…now I 
feel like I am getting a deal on said item, 
and I wanted to buy it before this deal 
went away.

Constant price changes can play into 
the psychology behind pricing. Lower 
prices make people feel special, and 
when we feel special we are more likely 
to purchase. 

Did I really only value this item at any-
thing lower than the $25 mark? Probably 
not, seeing as I had moved it into my 
cart when it was priced at $25 and I am 
not generally moving things I have ab-
solutely no intention of ever purchasing 
into my cart. 

Figure 1: Amazon shopping cart
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I might browse for things I cannot afford 
or do not plan on buying but the likeli-
hood of those items making their way 
into my imaginary shopping cart is slim. 
It might not be exactly like walking into 
a store where tossing things into an ac-
tual cart means those items will probably 
find their way into your home, but when 
shopping online we still make rational 
purchasing decisions. 

Perhaps our online purchases are even 
more rational because we are in front of 
the computer, our portal to price com-
parisons and product reviews, so when 
we are contemplating making an online 
purchase the research needed to come to 
the final conclusion is just a few clicks 
away.

There is not an implied loss of value 
when the prices in my cart go down, but 
there is now that sense that I am getting 
a deal. And deals make me happy, and 
when I am happy I want to buy more 
things…

Next Time You Shop Online…
Amazon and other online retailers might 
be playing with pricing to stay one step 
ahead of their competitors, but they are 

also playing with pricing psychology and 
encouraging (and in some instances of 
price increases, discouraging) customers 
to purchase.

Next time you throw some questionable 
items into your imaginary online shop-
ping cart, keep an eye on the prices. Ask 
yourself “Would I purchase this item at 
the current price?” and you might see 
yourself in the same predicament as I of-
ten find myself in: one where the answer 

is yes, but I don’t know if I really need 
this item. Maybe you want to do a little 
bit more research before you commit to 
buying. If you keep the item in the cart 

and it doesn’t sell out (this is true for 
Amazon, but not all online retailers will 
remember items in your cart once you 
leave the website), you will more than 
likely notice some price fluctuation over 
time. This lowered price may or may not 
decrease the overall perceived value over 
time, so Amazon may want to make sure 
to not be making those fluctuations too 
large as to discourage customers from 
purchasing at higher prices in the future.

Amazon and other online retailers might be playing 
with pricing to stay one step ahead of their competitors, 
but they are also playing with pricing psychology and 
encouraging (and in some instances of price increases, 
discouraging) customers to purchase.


