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Reuben Swartz, founder and presi-
dent of Mimiran, a top pricing con-
sultancy, takes issue with a recent 
Wired article which suggests that 
“ free products” (particularly on the 
net) reflect a new approach to pric-
ing. In fact, Reuben argues,“ free” of-
ferings never reflect a pricing strategy. 
Rather, they are used by savvy com-
panies to support advertising, product 
testing or promotional campaigns. 
Bottomline: every successful seller 
must find a way to generate revenues 
from the products it offers and that 
revenue must always exceed the costs 
incurred by the firm providing them. 
This article is taken from Mimiran’s 
blog: Dollars and Sense. For more 
information, please contact: reuben@
mimiran.com.

Celebrating  

25 years of publication!

W ired editor-in-chief Chris 
Anderson recently wrote 
a provocatively-titled 
article called Free! Why 

$0.00 Is the Future of Business. Anderson 
argues that the economics of computing 
on the net, where storage and bandwidth 
costs fall even faster than the cost of 
processing power, will drive the price of 
many services to the marginal cost—in 
other words, $0.00.

Anderson starts by recounting the story 
of King Gillette, whose disposal razors 
laid the foundation for a multi-billion 
dollar industry. Now some companies 
have adopted similar “razor blade” strat-
egies. Think Hewlett-Packard printers 

and cartridges, commoditized industrial 
products and high-margin services, Xbox 
video game consoles and games. The loss 
leader products in these examples have 
substantial marginal cost, which, along 
with antidumping laws, prevents compa-
nies from giving them away for free.

On the web, however, marginal costs 
are often close enough to zero to be zero 
for practical purposes. Anderson notes: 
Not too cheap to meter, as Atomic Energy 
Commission chief Lewis Strauss said in a 
different context, but too cheap to matter. 
 
From the consumer’s perspective, though, 
a huge difference exists between cheap 
and free. Give a product away, and it 

Not Free! Why $0.00 Is 
Not the Future of Business

t 19th Annual PPS Fall Conference: InterContinental Hotel – Miami, Florida; 
October 28-30, 2008. Workshops offered on October 28 include:

 1. Putting Pricing into Practice – The Process, the Math, the Politics – Frank
  Luby & Andre Weber
 2. The Pricing Strategy Playbook – Paul Hunt
 3. Pricing on Purpose for Manufacturers and Service Providers – Ron Baker
 4. From Pricing Management to Value Management: The Next Big Leap 
  – Brian Sharp & Kevin Lemke
 5. Pricing for Latin America Symposium – Frederico Zornig, Manuel 
  Osorio, Dr. Romulo Gonzalez, Rodrigo Brumana, Leandro Dalle Mule, 
  and Ricardo Rubi

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.
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can go viral. Charge a single cent for it, 
and you’re in an entirely different busi-
ness, one of clawing and scratching for 
every customer. The psychology of “free” 
is powerful indeed, as any marketer will 
tell you.

This difference between cheap and free 
is what venture capi-
talist Josh Kopelman 
calls the “penny gap.” 
People think demand 
is elastic and that vol-
ume falls in a straight 
line as price rises, but 
the truth is that zero 
is one market, and any 
other price is another. 
In many cases, that’s 
the difference between 
a great market and 
none at all.

This concept is not so 
powerful if you need 
a giant locomotive to 
move goods across the 
country. However, if 
information can replace 
the physical goods, or 
the problems are ame-
nable to web-based 
solutions, then prepare 
for disruption.

Microsoft, whose Windows and Office 
software programs generate billions of 
dollars in profit every quarter, thought 
it was immune to the web-based threat. 
The corporate giant thought that the 
web could never provide rich enough 
functionality for users, who would never 
accept a solution that required a live in-
ternet connection. Funny thing. Google 
just introduced technology that allows 
people to use its Office-like applications 
offline. Meanwhile, when connected to 
the internet, users can share documents 
and work collaboratively more easily 
than with the more fully-featured Micro-
soft version. Cost for Microsoft Office? 
About $300 for an upgrade. Cost for 
Google’s version? $0.00.

So where does the money come from? 
After all, a business is a business, and 

if it is to remain so, a fundamental in-
equality must hold true:

Value Provided to Customers > Price Paid 
by Customers > Cost to Provide Value

Leaving aside questions of value, the 
only way for a price really to be zero is 

if the cost is less than zero. While this 
may seem absurd, it’s the magic behind 
Google. Instead of serving customers 
for free, the company serves an audi-
ence to advertisers for high margins. 
Anderson would like us to think that 
this is a fundamental change in the na-
ture of business, but it’s really as old as 
newspapers.

Free is not a pricing strategy. It’s an ad-
vertising strategy (gather as large and 
valuable an audience as possible); it’s a 
promotional strategy (offer free services 
to cross-sell or up-sell other offerings); 
it’s a testing strategy (allow users to test 
your software for free, so that the premi-
um version is more reliable).

Companies that take part in the “free” 
economy need to have a good strategy 
for monetizing what they give away at 

some point. And, as Anderson points 
out, while we have more and more abun-
dance in many aspects of our lives, our 
time and attention are scarcer than ever. 
The ability to offer something for noth-
ing, even if the offering is valuable, is 
worthless if no one notices. 

Along with the abun-
dance of the web, 
comes a strong net-
work effect that Rob-
ert Frank and Philip 
Cook explored in The 
Winner Take All So-
ciety. In this global 
age, benefits accrue 
disproportionately to 
the “winners.” Google 
makes billions by of-
fering “free” searches. 
A small group of oth-
er search companies 
combined makes less 
money than Google. 
But offering this free 
search service is un-
likely to generate sig-
nificant profits, unless 
one can find a valu-
able and underserved 
niche. Similarly, a 
handful of popular 
bloggers make good 

money by giving away their ideas for 
free, and charging for ads. Don’t hold 
your breath for this strategy to work for 
pricing blogs.

Companies still have to provide value 
to customers (whether they are users or 
advertisers). These firms better be able to 
charge more for this value than it costs 
them to provide it. Otherwise they will 
go out of business. Anderson is right that 
the cost side of inequality is changing 
rapidly and that this can have a disrup-
tive effect on markets. But while $0.00 
may make for a catchy headline, it is not 
the future of business.

(Anderson, who previously wrote The 
Long Tail, is developing a book based on 
this concept, titled FREE, which will ar-
rive in 2009.)




