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Better Methods to 
Estimate Pricing Power 

Every business wants to achieve pric-
ing power, but many do not have a 
clear understanding of what pricing 
power actually is or how to calcu-
late it. In fact, many definitions of 
pricing power simply describe price 
elasticity. In this article, the author 
explores the numerous elements that 
contribute to pricing power and pres-
ents two methods for determining 
the pricing power of your company.  
Frederico Zornig is Founder and 
Managing Partner at Quantiz Pric-
ing Solutions in Brazil since 2006. 
He has more than 25 years of profes-
sional experience in pricing, market-
ing and sales. He can be reached at 
fzornig@quantiz.com.br.
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A 2014 Forbes article from jour-
nalist Greg Petro referenced 
a quote from Warren Buffet, 
CEO of Berkshire Hathaway, 

in which he said “The single most impor-
tant decision in evaluating a business is 
pricing power. If you’ve got the power to 
raise prices without losing business to a 
competitor, you’ve got a very good busi-
ness.” 

Buffett is talking about a very selective 
type of companies, those with strong 
enough brands and business models to 
capture more value out of the products 
they are selling. By doing so, they are 
enhancing their profitability and even-
tually dominating the profit share of 
the market.

In fact, it is common to read in text-
books and articles the following defini-
tion, or similar definitions, of pricing 
power: “The extent to which a company 
can raise prices without reducing de-
mand for its products. A company that 
offers a unique product or has few com-
petitors typically has strong pricing pow-
er. It may raise prices without reducing 
demand.”

This definition outlines the concept of 
price elasticity of demand, which can be 
calculated, in a simplistic way, by divid-
ing the variation of quantity demanded 
given any variation in price. As easy as 
this equation is to calculate, it is rarely 
used in pricing because we know that 
elasticity may have many different fac-
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Pricing power is something that takes time or money to 
be developed, maybe years of product development, 
such as patented drugs or differentiated electronic 
devices or a new brand of a consumer product that will 
receive massive investment in media and distribution.

tors that can influence it. Moreover, to 
have a reasonable demand curve, we 
must use predictive models, as some of 
these impacting factors are due to com-
petitors’ price or supply moves and other 
unstable variables.

Hence, due to its variability, we believe 
that elasticity is not the best metric to 
evaluate a company, product, or a brand 
pricing power. Pricing power is not 
something that changes with the same 
speed as price elasticity does. Nor it is 
as volatile.

Pricing power is something that takes 
time or money to be developed, maybe 
years of product development, such as 
patented drugs or differentiated electron-
ic devices or a new brand of a consumer 
product that will receive massive invest-
ment in media and distribution. As such, 
we have been developing alternatives to 
determine the pricing power a company, 
product or brand has by using other cri-
teria. Elasticity is still one of them, but 
not the only one.

In fact, the most important metric, 
which we found has the highest correla-
tion with pricing power, is a company or 
brand profit share. Sometimes this in-
formation is hard to get, but in difficult 
cases we can still develop a pricing pow-
er equation using the value share of the 
item we are studying. So, when we do 
not have any information on competitive 
costs, which would give us the ability to 
estimate profit share, the value share, is 
the best alternative metric. 

Companies can buy value share data, 
based on revenues, from independent 
sources such as Nielsen for consumer 
goods or other research institutes for 
B-to-B businesses. In the lack of an in-
dependent alternative, an ad-hoc price 
x volume survey from the internal sales 
team is usually the best solution.   

Market information is also the source 
for the second element of our equation. 
We estimate the average market price 
of the good or service that is being ana-
lyzed to determine how many standard 
deviation(s) we are from the market aver-

age. Since we are talking about pricing 
power, it is common that our customers’ 
items will be above the market average. 
Nevertheless, you may find situations 
where the item is below average. This 
means that you do not have any pricing 
power. 

In highly fragmented, segmented and 
competitive markets, such as beer for an 
example, it is sometimes useful to seg-
ment the market into low price, aver-
age price and premium price beers to 
compare your brand with competitors 
in your segment, rather than against the 
total market. 

After the definition of the average price 
of the market is determined, we compare 
our current average prices. If the market 
has a high price dispersion, the standard 
deviation will probably be high, making 
it easier to capture value. On the other 
hand, if prices are more similar among 
competitors, almost like a commodity 
market, it becomes more difficult to re-
ceive a high standard deviation score in 
your brand or product limiting the op-
portunities to capture value. You may 

still have some price power, but this will 
come mostly from your size and volume 
rather than premium prices. This will 
also limit the capacity to have a high 
pricing power, as price has more impact 
than volume is this equation. 

Elasticity, as mentioned before, is also a 
factor and we use it in our equation in 
order to define pricing power. Since it is 
not the only factor, it has much less im-
pact in the way we estimate pricing pow-
er when compared to the textbook defi-
nitions. However, as explained earlier, it 
is the most volatile factor in our model 

and certainly, a company or brand pric-
ing power does not change significantly 
on a daily basis as elasticity can. In addi-
tion, elasticity may have different values 
depending if you are increasing price or 
decreasing it. It also depends on psycho-
logical price barriers. Pricing power, may 
also be reduced when you lower your 
price, but not instantly; it may take a 
while before the market adjusts the value 
perception to your changes. In addition, 
it has nothing, or very little, to do with 
psychological price barriers. 

Finally, the contribution margin gener-
ated by your product or brand is another 
component of our pricing power estima-
tive. The higher the margins the higher 
the index you obtain. For obvious rea-
sons, the margin you can capture in the 
market has high degree of correlation 
with pricing power as well. 

In a simplified equation, we may esti-
mate pricing power of a company, good 
or brand by combining indexes of profit 
(or value) share, contribution margins 
in percentage, average pricing standard 
deviation from average market price and 

elasticity. The combination of those fac-
tors provide us with a much better indi-
cation of how much pricing power your 
company or product has than simply 
measuring elasticity. 

Sometimes, unfortunately, we may not 
be able to have all the information nec-
essary (as shown above) for a more pre-
cise calculation. When we face situations 
in which not all data is widely available 
or we must assume premises that may 
not give us reasonable confidence in the 
numbers to use in our model, we decide 
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Figure 1

to work with another method to estimate 
pricing power.

We developed a simpler and more direct 
method to address project circumstances 
related to lack of proper data to estimate 
some of the indexes needed to complete 
the entire pricing power equation. This 
method (based on Figure 1) is the ratio 
between Value Share and Volume Share 
(both in percentages). There is an equiv-
alent line where this ratio is one. This 
means that you do not have pricing pow-
er, but your competition is at about the 
same level as you. On the other hand, if 
you find yourself in the “red zone” of the 
table, this means that your competition 
has pricing power and you are probably 

just a pricing follower. 

The best place to be is above the equiva-
lent line, when you can see the “green 
zone” with pricing power ranging from 
1.1 to 4.9. This is where most companies 
with pricing power are. Notice that the 
pricing power equation is an exponential. 
Aligned with the concept that value is 
perceived exponentially, the pricing pow-
er equation also shows that your pricing 
power index grows exponentially. 

Therefore, the aim of any differentiated 
company, brand or product should be to 
become a pricing power company with 
values of five or higher using this meth-
od. This is hard to achieve, but as you 

can imagine, it is also highly profitable. 

In conclusion, pricing power is much 
more than elasticity. Other factors con-
tribute to fully understanding your com-
pany, brand or product pricing power. 
We presented two methods projects that 
use some of those factors to help your or-
ganization better evaluate its capacity of 
value capture in the market. While the 
first method is more complete, it is also 
more complex and requires more data. 
The second method, even though it is 
not as complete as the first, is certainly 
more accurate than elasticity as an alter-
native to estimate pricing power. 

Profit Share (%)                         
99 99,00 19,80 9,90 4,95 3,30 2,48 1,98 1,65 1,41 1,24 1,10 1,00 
90 90,00 18,00 9,00 4,50 3,00 2,25 1,80 1,50 1,29 1,13 1,00 0,91 
80 80,00 16,00 8,00 4,00 2,67 2,00 1,60 1,33 1,14 1,00 0,89 0,81 
70 70,00 14,00 7,00 3,50 2,33 1,75 1,40 1,17 1,00 0,88 0,78 0,71 
60 60,00 12,00 6,00 3,00 2,00 1,50 1,20 1,00 0,86 0,75 0,67 0,61 
50 50,00 10,00 5,00 2,50 1,67 1,25 1,00 0,83 0,71 0,63 0,56 0,51 
40 40,00 8,00 4,00 2,00 1,33 1,00 0,80 0,67 0,57 0,50 0,44 0,40 
30 30,00 6,00 3,00 1,50 1,00 0,75 0,60 0,50 0,43 0,38 0,33 0,30 
20 20,00 4,00 2,00 1,00 0,67 0,50 0,40 0,33 0,29 0,25 0,22 0,20 
10 10,00 2,00 1,00 0,50 0,33 0,25 0,20 0,17 0,14 0,13 0,11 0,10 
5 5,00 1,00 0,50 0,25 0,17 0,13 0,10 0,08 0,07 0,06 0,06 0,05 
1 1,00 0,20 0,10 0,05 0,03 0,03 0,02 0,02 0,01 0,01 0,01 0,01 

Volume Share 
(%) 1 5 10 20 30 40 50 60 70 80 90 99 
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The bottom line: most 
countries play hardball 
on drug prices, while the 
U.S. pays retail.

CONTINUED ON NEXT PAGE �

It’s Time to Rein in  
Exorbitant Pharmaceutical Prices

Recent significant fluctuations in the 

price of certain pharmaceuticals have 

spurned increased scrutiny from the 

American media and vocal backlash 

from the American public. In this ar-

ticle, the author explains why pharma-

ceutical prices are higher in the United 

States than in other developed coun-

tries, and why simply blaming phar-

maceuticals companies for rising costs is 

not the answer. Rafi Mohammed is the 

founder of Culture of Profit LLC, and 

author of the The 1% Windfall: How 

Successful Companies Use Profit to 

Profit and Grow. This article original-

ly appeared on the Harvard Business 

Review web site at HBR.org.

As the ire over high prescrip-
tion drug prices in the United 
States escalates, it’s easy to 
blame pharmaceutical com-

panies. But pharmaceutical companies 
aren’t to blame. They’ve executed well on 
the rules set by the U.S. government as 
well as the “make the most money” dic-
tum set by their stockholders. Over the 
last five years, returns for the S&P Phar-

maceuticals Select Industry Index have 
been virtually double that of the S&P 
500 (roughly 24% vs. 12% annually).

But blaming them for their high prices is 
short-sighted finger pointing. Americans 
need to take some responsibility for de-
ciding how drug prices are set, and they 
need to ask the larger question for the 
future: how should future pharmaceuti-
cal advancements be funded?

American drug prices are among the 
highest in the world. Prices in advanced 
countries are often 50% cheaper than 
what Americans pay for drugs. 

The AARP estimates prices for common-
ly used brand name prescription drugs in 
the U.S. rose by 8 times the general in-
flation rate in 2013. The annual expense 
for a recently developed cancer drug 
cocktail is $295,000. (No wonder health 
insurance expenses are one of the biggest 
costs facing many employers.)

There’s no mystery why prescription 
drug prices are higher in the U.S.: vir-
tually every country regulates prices 
and the U.S. doesn’t. In fact, Congress 
has explicitly prohibited Medicare from 
negotiating drug prices with pharma-
ceutical companies. (Close to 40 million 
people in the U.S. have this prescrip-
tion drug benefit.) Prices in Norway, 
the fourth wealthiest country in the 
world (U.S. is number 6), for instance, 
are amongst the lowest in Western Eu-
rope. The bottom line: most countries 
play hardball on drug prices, while the 
U.S. pays retail. As a result, consum-
ers in the U.S. are stuck footing most of 
the bill for developing new drugs, even 
as consumers throughout the developed 
world reap the benefits.

I believe in the free market and rarely 
advocate any type of price regulation. 
There are compelling reasons, however, 

to consider doing so for pharmaceuti-
cals. The biggest expense of a new drug 
is R&D; once developed, the cost of 
producing pills is relatively trivial. Most 
important, everyone in the world can – 
and should – benefit from pharmaceuti-
cal advancements, especially since the 
variable costs are so low. In other words, 
the R&D behind new drugs is a common 
good. 

Typical solutions to the dilemma of high 
drug prices include single payer (e.g., 
U.S. government negotiates “take it or 
leave it” prices for its territory) and price 
regulation (e.g., the government simply 
specifies prices). These tactics will lower 
prices but don’t address the issue of pay-
ing for new pharmaceutical develop-
ments. How can we make sure that the 
cost of developing new drugs is equita-
bly split among the various beneficiaries 
around the world? That high-price-pay-
ing Americans are not essentially subsi-
dizing R&D for pharma multinationals?

A tethered price regulation is the answer. 
Regulators could pass a law that says 
neither American insurers nor govern-
ment agencies would pay more than a 
set percentage above (or below) what 
other developed countries pay for 
drugs. In other words, our prices are 
tethered to theirs. This accomplishes 
two goals. First, drug prices will be low-
ered for Americans. Second and just as 
importantly, pharma companies and oth-
er countries will be on notice that sick 
Americans are no longer going to shoul-
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In utopia, it would be wonderful for 
pharma companies to have unlimited 
R&D budgets. But back here in 
reality, tradeoffs are made.

der a disproportionate share of 
drug development costs. Teth-
ered regulation should apply 
only to new drugs, not existing 
drugs, which were developed 
with the understanding that 
U.S. prices will be as high as 
the market can bear. We made 
a bad deal, but we should keep 
our word.

A common reaction to any 
whiff of price regulation is con-
cern that pharma R&D will be 
reduced. This is a fair concern, 
but it’s not a given that R&D 
will decrease. Pharma compa-
nies may opt to cut sales and 
marketing costs (which 9 out 
the top 10 pharma companies 
spend more on than R&D), ex-
ecutive compensation, or divi-
dends instead, keeping R&D 
budgets healthy. That said, it is very pos-
sible R&D may decrease as a result of 
regulation. In utopia, it would be won-
derful for pharma companies to have 

unlimited R&D budgets. But back here 
in reality, tradeoffs are made. Even to-
day, R&D budgets are not infinite. And 
if budgets are cut by 20%, instead of 

funding 100 initiatives, it may 
be that only the top 80 with the 
highest potential will be green-
lit.

The word “regulation” and 
threats of lower pharma R&D 
can be polarizing. There’s room 
for a more balanced discussion: 
regulation may be appropriate 
for select products, the possibil-
ity of lower R&D may be ac-
ceptable in return for lower 
costs and expanded access to 
important drugs. Now is the 
time to have this crucial discus-
sion. And if the U.S. decides 
to keep the status quo, that’s 
fine. But in that case, Ameri-
cans should recognize that we 
have chosen to keep prices high 
and subsidize drug development 
for the rest of the world, rather 

than pointing the finger at pharmaceuti-
cal executives.

http://www.pricingsociety.com
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The expansion of ecommerce as a 
core business model has exposed 
many companies’ market pricing 
and discount strategies.

Pricing transparency is becoming a 

market reality for companies in most 

every industry. Those that do not pre-

pare for increased pricing transparency 

in their markets will fare far worse 

than those who do. In this article, the 

author presents three recommenda-

tions for business leaders who want to 

successfully manage pricing transpar-

ency and stay ahead of competitors in 

their industries. Author Diana Zuzek 

is the President and CEO of Beanstalk 

Revenue Management, where her 

team works with clients to optimize 

profit performance through strate-

gic pricing and marketing actions. 

She can be reached at dianazuzek@

beanstalkrm.com. Learn more at 

www.beanstalkrm.com.

Preparing for Greater  
Pricing Transparency 

CONTINUED ON NEXT PAGE �

Price transparency is a growing 
concern for many businesses. 
Increasingly sophisticated buy-
ers depend on more reliable price 

monitoring tools to build rich pictures of 
market pricing trends. The expansion of 
ecommerce as a core business model has 
exposed many companies’ market pric-
ing and discount strategies. Customers 
merge, often across geographic or other 
segment boundaries, expanding their 

awareness of pricing practices. In short, 
the natural habitat of the obscure pricing 
practice is disappearing at a zippy rate.

It is safe to say that few organizations 
will cheer on the additional account-
ability and apples-to-apples competitive 
comparisons that will come with greater 
transparency. Still, some organizations 
may well benefit from it, and find that 
the playing field is leveled a bit. What 
we can be sure of is this: organizations 
that do not prepare for increased pric-
ing transparency will fare much worse 
than those that do.

So, what can be done to prepare? Here 
are three recommendations for forward 
thinking business leaders who want to 
stay ahead of the pack.

1. Get your value  
story straight 
Newfound transparency will almost 
certainly prompt cus-
tomers to wonder 
whether they are get-
ting the best deal. 
Some customers will 
move beyond simply 
wondering, and do 
some shopping around. 
For those cases, you 
must be ready to ar-
ticulate the value your 
goods or services provide.

Customers pay for value. Generally, cus-
tomers exchange their money for goods 
and services which they perceive to have 
equal or greater value. Do not overlook 
the word “perceive.” People perceive val-
ue differently (try persuading an iPhone 
fanatic to switch to an Android de-
vice, or vice versa). Consider all possible 
sources of value, refine the story, tweak it 
for each customer segment you have, and 
get ready to tell it well. Make sure you 
understand how your value proposition 

stacks up against the value of your com-
petition.

2. Be ready to explain  
your pricing rationale,  
and be disciplined about 
sticking to it
Most of us know that the price passen-
gers pay for the same airplane ticket can 
vary drastically. It bothers me that I can 
endure all the same discomforts of flying 
in coach as my seatmate, and still pay 
more for the privilege. How will your 
customers react when they learn about 
the prices others are paying? 

Customers will respond better to this 
kind of transparency if there is accept-
able reason behind the differences, and 
if your organization consistently adheres 
to that reason. For example, consumers 
generally accept that buying greater vol-
umes will lower prices. Even in the case 
of the airlines, travelers have come to ac-

cept that buying a last minute ticket, or 
one that offers a full refund, will prob-
ably cost a bit more.

Take time to revisit price policies: the 
guidelines you should have for how and 
why you make price decisions. Consider 
them from your customer’s perspective. 
Would a reasonable customer accept 
your pricing practices as consistent and 
justifiable? Make adjustments as needed.

Now is also a good time to reel in trans-
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As much as possible, look to create 
new value, focus more keenly on 
the segments where your value 
proposition is strongest, and equip 
your sales team to sell the value of 
your company, your products, and 
your services.

actional outliers. Make sure that the cus-
tomers receiving the best pricing are ad-
hering to their commitments, too. If you 
have long-term contracts in place, you 
may need several years to regain control, 
so get started sooner rather than later.

3. Resist the urge  
to lower prices
Price transparency will produce price 
pressure. First, a caveat: in some cases, 
you may truly find that a price change 
is warranted. If that decision has arisen 
from careful deliberation and thorough 
assessment, then I commend you. How-
ever, without such consideration, I would 
be skeptical that a price reduction would 
be in your best interest.

Remember that lowering your price is 
the easiest tactic for your competitors 
to mimic. If you lower your price and 
your competitor does the same, the gap 
persists. What is worse is that this new 
competition is now focused on a smaller 
profit pool as the market price point has 
effectively decreased.

As much as possible, look to create 
new value, focus more keenly on the 
segments where your value proposi-
tion is strongest, and equip your sales 
team to sell the value of your com-

pany, your products, 
and your services.

It is also worth noting 
that most trends have 
a maturity curve. Peo-
ple react to the trend 
strongly at first, and 
then, as time goes by, 
they moderate their 
behavior or opinions. 
Overreacting to price 
transparency by low-
ering prices early on 
might leave you wish-
ing you had held a 
firmer line once the 
dust settles. It is much 
harder to regain pric-
ing than it is to give 
it up.

These three tactics are 
by no means a com-
prehensive list. Still, 
I hope that they of-
fer some solid starting 
points from which to plan out a response 
to the inescapable impacts that price 
transparency will have. 

In short, most organizations would be 
prudent to anticipate that their pricing 

will continue to become more and more 
transparent to their customers. Lead-
ers are smart to recognize the associated 
risks, and can effectively manage this 
trend with sound preparations.

http://www.pricingsociety.com
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Choosing The Best Unit of Measure When Comparing 
The Value of Your Product Versus Alternatives

One of the most critical steps in the 

process of quantifying the economic 

value of your products is defining a 

unit of measure that can be effectively 

used when determining and dem-

onstrating the value of your products 

versus the value of competitive alterna-

tives, as this article explains. Author 

Ed Arnold is VP, Products at Lever-

agePoint. He directs product design 

and development and drives the go-

to-market strategy for LeveragePoint. 

Arnold holds an MBA in Marketing 

from New York University and MA 

and BA degrees in Political Science 

from Boston University. He can be 

reached at info@leveragepoint.com.

The critical step of defining a 
unit of measure – one that can 
be effectively used in com-
municating comparative and 

competitive value to customers – can be 
easily overlooked when determining your 
product’s value versus the value of mar-
ket alternatives.  
 
A best practice is to choose an impor-
tant customer key performance metric 
(KPI) that is relevant when compar-
ing your product’s advantages versus a 
competitive alternative.   

So for example, if you are selling build-
ing materials to a contractor in the con-
struction trade, a standard unit of mea-
sure in that industry is cost per square 
foot. 

A standard unit of measure makes it very 
easy to manage costs. The contractor 
buys concrete by the bag, wood by linear 
foot, laborers by the hour, etc. but these 
and hundreds of other items can all be 
expressed in either total cost per project 
or cost per square foot. 

Quantifying value in terms of a cus-
tomer KPI: “Our offer can save you $10 
per square foot in material” or “Our of-
fer can increase the market value of your 
building by $10 per square foot” effec-
tively communicates 
value in a way that is 
immediately under-
stood.  

Aside from customer 
KPIs, another type of 
unit of measure to use 
is a price metric. So 
for example, if you are 
value modeling a new 
roofing product for the 
construction industry, 
you might use “price 
per roll” because that 
is how the contractor is 
currently buying roof-
ing material. This works 
well if you and your competitor use the 
same price metric (in the case of direct 
competitors) but there is an issue when 
they do not. For example, say your new 
roofing solution comes in boxes instead 
of rolls. In this case, using the standard 
“cost per square foot” makes for a clean-
er comparison. Ideally a value model 
should have multiple units of measure, 
customer KPIs and price metrics on both 
the “per unit” and aggregate level.  

Once the unit of measure(s) is defined, 
then the first piece of quantified data, 
“reference value” is entered into the value 
model. A reference value is defined as the 
cost of purchasing the next best com-
petitive alternative. If using the competi-
tor’s price metric as the unit of measure, 
then this is simply the competitor’s price. 
But if another unit of measure (such as 
a customer KPI) is used, then you just 
convert it.  

Sometimes the best course of action is to 
set the reference to zero. For example, if 
the next best competitive alternative is 
the “status quo;” such as in the case of 
an existing piece of equipment that has 
already been fully paid for (therefore no 
additional outlay to keep it). 

Certainly the status quo may have ad-
ditional operating costs, but these are 
quantified later as value drivers. Similarly 
when comparing a new technology to an 
existing manual process, the reference 
value is often zero (practically speak-
ing) because although there is certainly 
an opportunity cost, the true cost is not 
readily transparent as a reference value; 
again these are shown more clearly as 
value drivers.
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