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Design of contracts for pharmaceutical marketing service outsourcing with—

asymmetric information

GAO Jie' > FAN Huivong' > LI Xiao=iao'
1. School of Management Xi’ an Jiaotong University Xi’ an 710049 China;
2. State Key Laboratory for Manufacturing System Engineering Xi’ an 710049 China

Abstract: In order to reduce the marketing cost some pharmaceutical firms outsource their marketing services
to CSO ( contract sales organization) . The pharmaceutical firm pays CSO based on sales volume to incentivize
its non-contractible marketing effort. However the sales volume is affected by the pricing decision of the phar—
maceutical firm which makes CSO face the moral hazard of increasing price by the pharmaceutical firm. In
addition the pharmaceutical marketing difficulty may be the private information of the CSO which will lead to
adverse selection. When the pharmaceutical firm outsources marketing business to multiple CSOs the pricing
decision of the pharmaceutical firm has a common impact on the sales volume of the CSOs as the sales price is
the same in different markets. The incentive contract based on relative performance can filter out the common

shock effect on the output of agents thereby effectively motivating the agents. The different effectiveness be—
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tween incentive contracts based on relative and absolute performance is compared. It is shown that the incen—
tive contract based on relative performance dominates the contract based on absolute performance when the
pharmaceutical marketing difficulty is symmetrical information. Moreover the incentive contract based on rela—
tive performance can achieve the first-best marketing effort and profit. Further neither incentive contract can
obtain the first-best marketing effort and profit when the pharmaceutical marketing difficulty is asymmetrical in—
formation. The numerical analysis further shows that a higher market price sensitivity or a lower difference be—
tween the high-type and low-type pharmaceutical marketing difficulty is more beneficial to the incentive con—
tract based on relative performance.

Key words: service outsourcing; incentive contract; relative-performance; moral hazard; information screening
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