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Can Sellers Make More by Renting or 
Leasing Their Products?

Why Certain Publishers 
Should Adopt the NetFlix 
Pricing Model 

The age-old problem for pub-
lishers is that once a student 
buys a textbook, he can later 
resell it, used. This resale pre-

vents the publisher from earning prof-
its on the sale of a new book to a future 
student. A professor friend of mine esti-
mates that roughly 40% of his popular 
economics class purchases used texts. 

I did a little research on the used book 
market, and the numbers were surpris-
ing. A popular textbook retailing for 
$100 is being bought back by used 
bookstores for $�1. So, in essence, a stu-
dent who paid $100 for the book pays 
$�9 to “rent” it for the semester. The 
used bookstore in turn resells the text 
for $��. 

The fact that there’s a thriving resale 
textbook market out there clearly dem-
onstrates that some students prefer to 
rent their books. Instead of ignoring 
this market, publishers need to em-
brace their customers’ pricing pref-
erences. There’s profit to be made by 

serving both the rental and purchase 
market. 

Publishers ought to consider adopting 
the Netflix pricing model for their text-
books. For, say, 50% of the list price, 
students can rent a book. At the end of 
the semester, they simply return it to the 
publisher on campus or via mail. 

This is a win-win proposition for both 
students and publishers. For books with 
a $100 price tag, students can rent their 
texts for $50 (which is less than it costs 
to buy a new copy) and resell it to a used 
bookstore (net cost = $69), or purchase a 
used copy ($55). Publishers win by con-
tinuing to profit from the value of their 
textbooks. 

Just to be clear, I’m not advocating that 
publishers stop selling books—many 
students want to keep the copies they 
have learned on. I’m suggesting the pub-
lishers offer the option 

to buy or rent. This new pricing mecha-
nism would enable them to benefit from 
the resale market. 

Additionally, publishers could offer a 
variety of other options such as renting 
a new hardcover, a used hardcover, or a 
(new) one-time-use paperback (which 
would be destroyed when returned) at 
various prices. Offering these alterna-
tives could also be a selling point to en-
tice professors to select a particular com-
pany’s titles—“we offer your students a 
variety of pricing options that are bet-
ter than what rival publishers provide.” 
The only firms that would lose with this 
strategy are those buying used books 
from students at a paltry 31% of list 
price. 

My thanks to economist Patrick De-
Graba for contributing his ideas to this 
discussion. 

Rafi Mohammed, the founder of Cul-

ture of Profit, a business consulting 

company, looks at the publishing and 

automobile industries to examine why 

firms have made the critical decision 

to sell rather than lease or rent their 

products. For more information, you 

can contact Rafi at: rafi@cultureof 

profit.com or visit his website: www.

pricingforprofit.com.
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Memo to the Big Three 
Automakers: Don’t  
Abandon Leasing 
In July Chrysler LLC announced it 
would stop offering leases through its 
lending arm, Chrysler Financial. Soon 
after, the Wall Street Journal reported 
that both GM and 
Ford were scaling back 
their leasing efforts. 
Once considered a 
key driver of growth, 
leasing is now on the 
endangered species list 
at the Big 3 U.S. auto-
makers. 

Leasing is the pric-
ing concept of renting 
a vehicle for a fixed 
time period (e.g., 36 
months). At the end 
of the lease period, 
you simply turn in 
your vehicle or pur-
chase it at a pre-nego-
tiated price. Leasing 
companies forecast 
what the value of the 
car will be at the end 
of the lease, and your 
payments cover this 
depreciation cost. 

This is what’s so interesting about leas-
es…payments have little to do with 
a vehicle’s selling price. Instead, they 
are based on how much a vehicle de-
preciates over the lease term. This is 
why Honda can lease a $25K CR-V for 
$199 a month, while Ford has to charge 
roughly double that amount for a simi-
larly priced Taurus. Since you aren’t 
buying a car, leasing payments are usu-

ally lower than loan payments. (One 
web site claims 30% - 60% less).

The crinkle to leasing, of course, is 
forecasting a vehicle’s residual value–
there’s a great deal of uncertainty. I 
mean, who could have imagined that 

gas would reach $4 a gallon when a 
SUV lease was signed three years ago? 
The Power Information Network re-
ports that last year, higher gas prices 
depressed the resale value of pick up 
trucks and large SUVs by 12% and 
11% respectively. In part due to these 
lower residual values, Ford announced 
that its financing division had to write 
down $2.1 billion in Q2/08. 

If I were a U.S. automaker, I wouldn’t 
be so quick to abandon leasing (note: 
no foreign car makers are scaling back 
their lease programs). A large segment 
of customers prefer to lease (�0% of 
Ford and Chrysler vehicles are leased 
compared to 40% of GM’s retail sales). 

Who amongst us is 
willing to risk losing 
�0% - 40% of our 
customer base?

So what’s a Detroit 
automaker to do? 
They need to hire 
econometric special-
ists to improve their 
vehicle forecasting 
models. Economists 
use sophisticated sta-
tistical tools to fore-
cast our economy, in-
surance liabilities, and 
Wall Street futures 
prices…I bet they can 
handle residual car 
values. 

Lease prices will in-
evitably go up. Ok…
so instead of being 
30% - 60% lower 
than monthly pay-
ments, perhaps they 

are now 20% - 40% cheaper. And yes, 
some customers will switch to foreign 
car leases because of these price in-
creases. But if the alternative is losing 
a significant chunk of current custom-
ers, if I were the Big 3 ... I’d brush up 
on my vehicle depreciation forecasting 
skills.

Conventional wisdom suggests that 
companies can’t afford the risk to 
operations or balance sheet dilution by 
acquisitions during times of stress. 

Once considered a key driver of growth, leasing 
is now on the endangered species list at the Big 3 
U.S. automakers. 




