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Two products with similar functional purposes can sell at very different prices because buyers do not
evaluate factory cost alone. They evaluate expected benefits, risk, experience and the intangible
meanings associated with a brand. Premium pricing is sustained when superior product performance
consistently fulfils a promise that customers value: confidence, reassurance, beauty, power or another
meaningful outcome.

IDEA IN BRIEF

The problem: Cost-plus pricing can ignore the value customers perceive.

The insight: Repeated delivery of functional value can create an intangible brand association and
greater preference.

The action: Test willingness to pay and manage lifetime contribution, not just first-order margin.

Abstract

Customers do not pay according to a producer's cost alone. They pay according to perceived value,
alternatives and their willingness to pay. This article explains how superior functional performance,
when consistently delivered, can support intangible brand positioning and durable pricing power.

1. Perceived value exists in the customer's mind

A producer sees raw materials, processing cost and yield. A customer evaluates expected benefits,
risk, effort, reputation and monetary sacrifice. Perceived value is the customer's judgment of what is
received relative to what is given (Zeithaml, 1988). Superior laboratory performance has little pricing
value unless the buyer understands and believes the benefit.

2. From product attribute to intangible meaning

The value ladder runs from technical attribute to functional outcome, demonstrated customer benefit,
fulfilled brand promise, trust and finally intangible association. Intangibles may include confidence,
beauty, reassurance, security, freedom, status or power. They do not replace product performance:
they become credible through repeated delivery.
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3. Why intangibles may sustain premiums

Functional attributes can be copied or compared. Distinctive brand meaning can be more difficult to
imitate because it accumulates through experience, consistency, communication and customer
relationships. Such associations can reduce perceived risk and increase willingness to pay, but a
premium is not automatic and may weaken if the promise is broken.

4. Visa: confidence in transactions

A payment network provides functional transaction utility. Visa's broader brand association includes
acceptance, trust and confidence in paying. The teaching point is that reassurance becomes
meaningful only when the payment experience supports it. A specific consumer price premium
caused by the Visa brand cannot be inferred without separate pricing evidence.

5. Power as an intangible

Power can be an intangible promise in automobiles, sports equipment or technology. The buyer may
seek control, capability or confidence rather than only a measured specification. This is a general
positioning illustration, not a claim about one specific brand. Students should validate whether their
chosen segment genuinely values the association.

6. Soap, beauty and confidence: Dove

A cleansing bar provides functional cleaning and skin-care benefits. Dove built a broader positioning
around real beauty, care and self-confidence. Unilever describes its purpose as making beauty a
source of confidence rather than anxiety. Kantar links the brand's consistent functional and emotional
positioning to differentiation and a premium over private-label alternatives. The premium is earned
through performance and consistency, not by simply declaring an emotional promise.

7. Value-based price calculation

For B2B markets, compare the customer's economic outcomes against the next-best alternative. If a
new additive creates X70 of defect-reduction savings per finished unit but imposes 320 of incremental
cost, its net customer benefit is I50 per finished unit. This provides a basis for negotiating how value
is shared; it is not automatically the supplier's price premium. The buyer's switching risk and
verification costs must also be considered.

8. Brand promise and lifetime profitability

Pricing power must be maintained through reliable quality, customer experience and clear
differentiation. A premium may improve contribution margin, while trust can support repeat
purchasing and reduce the cost of reacquiring customers. Long-term profitability depends on the
lifetime contribution of customers, not simply a high initial selling price. Excessive pricing or
exaggerated emotional claims can destroy that lifetime value.
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9. A disciplined pricing method
Identify the next-best alternative; quantify functional economic benefits; test perceived and
emotional benefits through customer research; establish a willingness-to-pay range; calculate
contribution and break-even economics; test price and positioning in pilots; monitor repeat
purchases, complaints, realized margins and competitive response. For regulated products,
substantiate all efficacy and safety claims.

Student application

Develop two price proposals for your product: cost-plus and value-based. Quantify one functional
benefit, select a credible intangible positioning territory, define the evidence needed to fulfill that
promise and forecast five-year contribution under alternative pricing and retention assumptions.

1. The psychology of perceived value

Buyers evaluate not only the functional result but also the risk of disappointment, the confidence
associated with the choice and the social or personal meaning of the brand. The same product
attribute can carry different value for different segments. Research must therefore identify the
outcome the buyer cares about rather than presume that technical superiority is self-explanatory.

2. From features to emotional consequences

A technical feature creates value only through a consequence. A gentle cleanser may create comfort,
which may support confidence in personal appearance. A reliable industrial reagent may reduce
process variability, which may support professional confidence for the production manager. The
intangible must be linked to an authentic functional experience.

3. Brand promise as a repeated contract

A brand promise is a set of expectations formed through communication and experience. It becomes
an asset when fulfilled repeatedly across product quality, packaging, service and complaint
resolution. Advertising can create an initial expectation, but experience determines whether
customers retain the belief.

4. Differentiation versus empty premium language

Words such as premium, safe, natural, powerful or scientific are not persuasive without relevant
evidence. A strong position is distinctive, credible and important to a defined segment. Claims must
respect applicable advertising, labelling and product regulations. Unsupported emotional claims can
damage the very trust on which a premium depends.

5. Visa and reassurance

Payment infrastructure offers transaction utility, but trust and confidence are meaningful because
payments involve uncertainty. Visa illustrates how reliable underlying service and recognizable brand
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signals can reinforce a reassuring association. It would be incorrect, however, to attribute a specific
consumer price premium to that association without transaction-level evidence.

6. Power as an intangible territory

Power may mean acceleration to a driver, control to a professional, resilience to an athlete or
autonomy to a technology user. A brand should not assume the word has the same appeal in every
market. Interviews and concept tests must determine whether the intended association changes
preference and willingness to pay.

7. Dove and the association with beauty and confidence

Dove shows how a personal-care brand can connect functional care with an enduring position around
real beauty and confidence. Unilever describes the purpose, while Kantar discusses meaningful,
different and salient brand associations and a premium over own-label alternatives. The commercial
lesson is the integration of product experience, communication and long-term consistency, not
emotional advertising alone.

8. Value-based pricing in industrial markets

For an industrial input, start with the next-best alternative and quantify incremental output, energy
savings, lower rejects, downtime avoided and operating risks. Deduct additional customer costs such
as training, qualification and equipment changes. The resulting economic value is a basis for
negotiation, not an automatic entitlement to capture every rupee of benefit.

9. Willingness-to-pay research

Pricing research should combine customer interviews, choice experiments, controlled pilots and
observation of actual purchases where possible. Stated willingness to pay often differs from
purchasing behaviour. Segment the findings by use case and decision maker, and distinguish a one-
time trial premium from sustainable repeat-order pricing.

10. Pricing architecture and channel discipline

A strong brand position can be weakened by inconsistent discounts, uncontrolled channel margins
and conflicting international prices. Pricing architecture should specify customer segments, pack
sizes, service levels, trade terms and conditions for concessions. The goal is coherent value delivery,
not indiscriminate price maximization.

11. Lifetime profit and retention

The financial objective is lifetime contribution after customer acquisition, service, returns and
retention costs. A higher initial price may reduce conversion or increase churn, while a credible
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premium can improve margins and support continued innovation. Long-run profitability therefore
depends on the interaction of price, volume, repeat purchase and customer trust.

12. An integrated positioning and pricing experiment

Students should compare cost-plus and value-based prices, quantify functional benefit, choose one
authentic intangible territory and test both message comprehension and willingness to pay. The pilot
should monitor purchase conversion, realized margin, repeat orders, complaints and perceived
promise fulfilment. A premium is earned only when these outcomes support it.

A Decision Framework for Practitioners

The first pricing task is to identify the next-best alternative and the measurable customer outcome.
For industrial buyers, calculate avoided defects, lower energy use, extra throughput, reduced
downtime and switching cost. For consumer buyers, test the product experience and the meaning of
the brand. A cost-plus price is a useful financial control, but it cannot establish the full willingness-to-
pay range.

Visa illustrates how payment functionality can acquire the intangible association of confidence and
reassurance. Visa's brand materials explicitly emphasize trust and peace of mind; this does not by
itself establish a measurable consumer fee premium. Dove offers a different example: its Real Beauty
positioning links personal care to confidence. Kantar reports that the brand’s equity supports a
premium over own-label alternatives.

Power is a third possible intangible territory: it can mean capability, control, freedom or status
depending on the category. A marketer should not select the word merely because it sounds
compelling. The relevant association must be researched with actual buyers, supported by product
experience and tested through realized prices and retention. The ultimate goal is lifetime
contribution, not an impressive introductory price.

Questions for Discussion

1. What intangible benefit is most relevant to your customer, and why?
2. How would you distinguish brand trust from objectively measured product performance?
3. Why might emotional positioning fail despite strong advertising?

4. What evidence would establish that a price premium increases lifetime profit?
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