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Pricing as the Glue for Effective 
Product Combinations, Part II

Bundles must be razor sharp in 
purpose and pinpoint targeted. There 
are four marketing missteps, however, 
that lead to bungled bundling. In the 
previous issue of   Pricing Advisor, we 
explored two missteps. In this article, 
we look at the other two: using 
tiering instead of bundles and failing 
to innovate on bundle definition. 
The authors are Rob Docters 
(robdocters@abbeyroadassociates.
com), Bert Schefers, Christine 
Durman and Martijn Gieskes, 
all from Abbey Road Associates 
(www.abbeyroadassociates.com), 
a consulting firm specializing in 
pricing strategy. NOTE: Docters 
and Schefers will present “Pricing, 
Bundles and Tiering” at the 
PPS Workshops in San Diego on 
Feb. 22-23, 2007.

As we described in the first in-
stallment of these two articles 
on bundling, to stay competi-
tive, companies must meet 

customer demand for bundles. Compa-
nies also must build bundles so they are 
responsive to the market, priced so they 
offer a cogent value proposition, yet are 
profitable. Pricing is the most impor-
tant “glue” that holds together effective 
bundles. 

In helping clients with their bundles, we 
find there are four marketing mistakes 
that typically lead to mismatches and 
mispricing: 
§	Using tiering instead of bundles.
§	Failing to innovate on bundle defini-

tion.
§	Failing to create bundles for special 

purposes.
§	Making bundles too big.

In this article, we’ll examine the first 
two issues listed above, the previous ar-
ticle having treated the latter two poten-
tial missteps. 

Sometimes mistakes are obvious, but of-
ten, the more successful the component 
products, the more related bundles fall 
short of their potential. 

Tiering, Not Bundling
Tiering of offers is a popular pricing 
technique. It’s actually a form of 
bundling, but differs from most 
bundling initiatives in this respect: 
Rather than build from the ground 
up, tiering begins with an existing 
offer, then adds or strips out features 
to achieve the end result. Sadly, such 
additions or subtractions tend to be done 
blindly. 

The value principles in tiering are the 
same as any bundle — try to build a 
compelling value price proposition. (Or 
at least the context for such a proposi-
tion, as sometimes the purpose of tier-
ing is not to sell all the tiers, but to show 
consumers that one of the tiers is a good 
deal.) 
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Tiering works quite well when consum-
ers feel they have discretionary spending 
ability — that is, they can spend more 
on the features they find appealing. Tier-
ing works less well with buyers faced 
with highly constrained budgets, who 
want the lowest price to meet their essen-
tial needs. 

When customers are reluctant to spend 
more, a second technique is worth inves-
tigating: linking bundles so the purchase 
of one bundle must lead to the purchase 
of a second bundle. Up-tiering in this 
manner is a good way to increase reve-
nues at the time of the initial purchase or 
later on. The underlying rationale is two-
fold: First, customers will likely experi-
ence moments after the initial purchase 
when added features or bundle elements 
seem more appealing; and second, cus-
tomers’ price sensitivities will vary over 
time. Linked bundles directly help sell-
ers profit from the happy moment when 
needs are high or price sensitivities are 
low (see figure 1).

For linked bundles to work, what we 
call “hooks” are necessary to encourage 
customers to voluntarily upgrade. The 
principle is not new: A classic example 
is an amusement park. A low price gets 
visitors into the park, but then they find 
the best rides cost extra. While a high 
price might deter park entrants, once the 
children are lined up at the most exciting 
rides, few parents can resist the higher 
expenditure.

We have found this principle to apply to 
tough, mature markets. Here are two ex-
amples of hooks: 

t LexisNexis sells legal libraries by geo-
graphic region — yet its search mecha-
nism highlights relevant cases in the 
total legal database, not just by region. 
Even if an attorney steadfastly refuses 
to buy more than the library of his own 
state’s decisions, he will keep seeing 
searches that show all cases, from any 
tribunal. On the eve of an important 
trial, even a very stubborn buyer may de-
cide to expand his purchase if the search 
engine now shows a case outside his li-
brary that appears highly relevant. This 
factor has led many users of LexisNexis 
to buy new libraries or buy specific cases 
at several times the normal price.

t In the construction industry, many 
building contractors price their initial 
bids low, but charge high mark-ups for 
change orders in the midst of construc-
tion — when owners have little choice 
but to pay higher prices.

Migration paths prompted by custom-
ers’ key needs — the hooks — can be 
far more effective than price structures 
founded only on a hierarchy of “good,” 
“better” and “best.”

Linked bundles are under used. This 
may be because developing a set of 
linked bundles (to force the customer to 
upgrade over time) can be complex. It 
requires coordination of products and 

pricing, guidance to the sales force, cus-
tomer support systems and billing. Even 
more importantly, companies need to 
understand their markets, which often is 
not the case. However, the effort can pay 
significant dividends, especially where 
there is extreme price pressure. 

We often find that if the benefits can 
be articulated, obstacles can be over-
come. Where there is a will, there is a 
way. For instance, specialized customer 
service groups can be given latitude to 
address issues that may arise from linked 
bundles, and thereby leapfrog the devel-
opment of comprehensive customer sup-
port systems. Similarly, simplifications 
and workarounds to the billing system 
can often speed the launch of linked 
bundles. 

Depth Versus Breadth
A common problem in the bundles of 
established players is that the bundle 
definitions no longer effectively 
communicate value, especially when 
compared to competitors’ offerings: 
everyone is now claiming the same 
benefits. Worse yet, bundle definitions 
sometimes can be turned around and 
used against the market leader. 

For example, a company in the medical 
testing markets initially grew to promi-
nence by offering services in more cit-
ies than its competitors. This claim was 
backed by well-equipped facilities in 
more than 40 states. 

When competitors arrived on the scene, 
however, they laid claim to all 50 states 
through reciprocal agreements! Even 
though the competitors’ capabilities and 
quality were inconsistent, customers 
found the pitch convincing — after all, 
they had been trained by the incumbent 
itself to believe that geographic cover-
age was an important part of the buying 
decision. 

The solution for the incumbent was to 
redefine its product, using service bun-
dles and pricing to highlight its superior 
capabilities. This underscored the low 
value of mere geographic presence with-
out appropriate equipment and quality.

Figure 1: Linked Bundles Versus Tiers
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One way of describing this idea is that 
it focuses on depth rather than breadth. 
Breadth is how customers assess the ini-
tial value of an offer; depth comprises 
the ineffable attributes that customers 
discover only after experience with the 
product. This notion applies to any in-
dustry: There are always attributes that 
can’t be easily proven or sold up-front, 
but must instead be experienced to be 
believed. 

As an example, television advertisers gen-
erally demand evidence or direct expe-
rience to pay above-average advertising 
rates per thousand (CPM). While ad-
vertising rates should relate to the actual 
buying propensity of different audiences, 
the initial presumption is that propensi-
ties to buy are roughly equal. This pre-
sumption is overcome only after trial 
or after observing others’ results. Then 
advertisers will pay premium CPM rates, 
if warranted. In this case, the charac-
teristics of depth versus breadth work in 
favor of incumbents with proven pro-
gramming who can collect the appropri-
ate premium.

Depth versus breadth is key in fights 
between incumbents and challengers. 
Challengers are typically more innova-
tive — partly because they need to be 
creative to succeed, and partly because 
they are unconstrained by tradition, 
contracts or older computer systems. An 
example comes from the battle between 
voice-over-Internet (VoIP) providers and 
traditional telephone companies. In this 
battle, calling features are important, 
particularly the ability to call 911. Both 
appear to offer this feature, but actually 
the two services are different. The 911 
call over VoIP pulls up the billing ad-
dress — not the calling location. There-
fore, a 911 call placed via VoIP will send 
fire trucks to the billing address — not 
necessarily the actual call location. This 
is a subtle difference to those buyers 
whose homes are not on fire and one that 
does not impact buyer decisions — no 
matter how much incumbent telephone 
companies wish it would.

Differences in depth place a big burden 
of explanation on the company with the 

greater depth — usually the incumbent. 
Often this burden is insurmountable: 
for one thing, customers don’t care 
about long technical explanations. It 
may be better for the incumbent not to 
acknowledge the upstart at all.

The other reason bundling tends to ob-
scure depth is that bundling can muddy 
price comparison. Often, the bundle 
makes it difficult to compare pricing, 
or it highlights price differences that do 
not tell the entire story. For instance, in 
the contest between telephone compa-
nies and cable companies, price levels 
are roughly even or telephone companies 
may even be underpricing cable compa-
nies. Yet the most obvious comparison 
point between the two bundles happens 
to be telephony, and that (limited) com-
parison shows cable as cheaper (see fig-
ure 2).

Thus, looking at depth versus breadth 
may also require a consideration of com-
parability of components’ prices.

Different Strategies Matter
There are two reasons to understand and 
differentiate between bundle strategies. 
The obvious one is that if the bundle 
is wrong, or if the wrong bundle price 
is presented to the market, the market 

won’t buy. For example, customers have 
consistently shown that they exact a 
disproportionate penalty on bundles 
that contain substitutes rather than 
complements. Customers are similarly 
punitive if the bundle contains too 
many elements, making it too hard 
to understand the total value they’re 
obtaining. Bundles must be razor sharp 
in purpose and pinpoint targeted. 

The other reason is that different types 
of bundles drive very different operation-
al costs. On the low end of the spectrum, 
all-you-can-eat bundles are typically 
used only with a few very large accounts, 
with the price calculated by judgment 
and use of standard financial reports. 
And because the bill is a single number, 
it is only a slight exaggeration to say that 
anyone with a typewriter can render the 
bill. It is relatively inexpensive to imple-
ment.

On the other hand, the building and 
launch of a linked set of bundles may 
be quite expensive. Therefore, different 
market conditions, objectives and eco-
nomics may make one bundle strategy 
feasible and another undesirable. The 
starting point for that decision, however, 
is always the same: to know that there 
are many alternatives in bundle strategy.

Price Comparison of Current  Bundles 
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Figure 2: Price Comparisons of Current Bundles




