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PPS Happenings 1984-2007, Now in its 24th year

Two Day Workshops in San Diego, Feb. 22-23, 2007: Two Days, Two 
Credits, One Location! Topics include: Making Profitable Decisions; Price 
Negotiations for Pricers; Pricing Organization Transformation; Pricing, Bun-
dling and Tiering; and Best Practices.

18th Annual PPS Spring Conference 2007, April 18-20, Sheraton Atlanta 
Hotel, Atlanta, Ga. (The Home of PPS). April 18: Five Workshops. April 19-
20: Full Conference.

Two Day Workshops in Chicago, July 13-14, 2007: Chicago Westin 
O’Hare Hotel, Chicago. Two Days, Two Credits, One Location! 

We will soon announce the dates and location of the 18th Annual Fall Confer-
ence. The Professional Pricing Society Web site, www.pricingsociety.com, is the 
best location to keep up to date on PPS happenings such as webinars, work-
shops, and conferences. 

Don’t Miss Our Upcoming Events

Big Company Pricing Experts Give  
Small Business Pricing ‘How-To’ Advice  

For the Winter 2006 edition of 
BusinessWeek SmallBiz, a writer 
asked two leading pricing consultants 
and me (as Professional Pricing So-
ciety President) for our guidance on 
how smaller businesses should ap-
proach pricing. The consultants quot-
ed are Thomas Nagle (tom_nagle@
monitor.com) and Rafi Mohammed 
(rafi@cultureofprofit.com). Here are 
some key excerpts from the Business-
Week article. 

— Eric Mitchell  
(mitchell@pricingsociety.com)

Lisa Pierce sets her company’s 
prices using a technique best 
described as advanced back-of-
the-envelope. The founder of 

eight-employee Alpha & Omega Deliv-
ery, a courier service in Springfield, Ill., 
simply adds up her costs and estimates 
how much she needs to charge to cover 
that amount. But her $500,000 com-
pany has seen the edge of bankruptcy in 
five of its eight years, and Pierce’s pricing 
strategy — or lack thereof — isn’t help-
ing. “That’s going to change,” she says. 

Any of this sound familiar? The 
“charge based on what the other guys 
are charging and hope to squeeze out 

a profit” method of pricing, otherwise 
known as “cost and competition,” is 
used by plenty of companies, both large 
and small. It’s intuitive and can be rela-
tively easy to work out. But it often 
leaves a lot of money on the table. 

As Thomas Nagle, a partner at Moni-
tor Group in Cambridge, Mass., puts 
it, sticking to the cost-and-competition 
paradigm “is an almost certain way to 
lose.” That’s because the cost-and-com-
petition method has little to do with 
how your customers value your products 
or services. For all you know, your pric-
ing may be steering people away from 
your company.
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GM May Be Learning  
Price Discipline

Can You Have the Highest Price 
and the Largest Market Share? 
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Pierce knows she needs to find a new ap-
proach. It may be time for you to do the 
same. 

While both cost and competition are 
important, they shouldn’t be your focus. 
Consultants agree that there is a cor-
rect price for everything — often a band 
of prices for different combinations of 
products and different customers. 

That price brings satisfactory returns, 
sure, but it also helps strengthen sales 
and accurately reflects the value you’re 
delivering to customers. Not surprising-
ly, that ideal price isn’t going to be found 
by just looking at the cost of doing busi-
ness or what your competitors are charg-
ing.

Developing a pricing strategy begins 
with determining the true value of your 
offerings to customers. If you doubt 
that different people place different val-
ues on the exact same product or ser-
vice, just go to an auction, where a sin-
gle item can bring wildly varying bids. 

For entrepreneurs, the key is to segment 
customers and charge a corresponding 
range of prices. That will take some re-
search. 

Say, for example, you charge a flat fee for 
telephone technical support. To deter-
mine demand and how much you should 
charge, you’ll need to track the number 
of calls that come in and how long they 
last. 

You may find that you can charge a vari-
ety of prices, with customers who stay on 
the line longer paying more than those 
with simple questions that need only fast 
answers.

Cultural 
Shift 
Needed
Changing a 
company’s prices 
often demands a 
shift in a compa-
ny’s culture, says 
Nagle. Sales-
people will need 

to shake the habit of selling at the lowest 
price to close a deal, and any employee 
who works directly with customers must 
be able to explain the value of your prod-
uct. 

“Getting the 
price 100% cor-
rect is obviously 
a great goal,” 
says Rafi Mo-
hammed, a Bat-
ten Fellow at the 
University of 
Virginia’s Darden 
Graduate School 
of Business. “Few 
firms do it, but 
there’s a lot of 
room to be bet-
ter in pricing today than you were yes-
terday.”

Don’t Sell Yourself Short
It may be counterintuitive, but the 
lowest price will not always reel in the 
most customers. Eric Mitchell, Found-
er and President of the Professional 
Pricing Society in Marietta, Ga., sug-
gests plotting a simple graph that 
shows your actual historical sales by 
volume and price, or by volume and 
discount, or volume and profit. You 
may find that lower prices really do 
not drive volume. 

If the graph looks as scattered as a shot-
gun blast, you’re pricing haphazardly 
and probably giving discounts that aren’t 
driving sales. Sometimes that’s the result 
of bidding low to win a job, then being 
stuck with that number.

People pay for what they value, and that 
translates into a willingness to pay a pre-
mium for higher-quality, greater exper-
tise or faster service. 

There often is a gap between what cus-
tomers will pay and what a business 
charges. The first step toward closing it, 
Mohammed suggests, is for entrepre-
neurs to ask, “How much do my cus-
tomers value me, and what’s their next-
best option?”

If you have the budget, you can try the 
big-company tactic of employing re-
searchers to perform so-called discrete 
choice analysis. In this scenario, custom-
ers view different products with different 
features and are asked to judge the vary-
ing prices researchers attach to them. 
Those findings help a company settle on 
an attractive mix of features and price 
them accordingly.

Perform Price-Acceptance 
Research
As you may suspect, there’s also a sim-
pler, cheaper way to get good pricing in-
formation: Just ask the right questions of 
employees and customers. 

“Your people on the front line have a 
really good idea about what customers 
want and need, and you should tap them 
for insight,” says Mohammed. “Your 
sales force knows a lot about what people 
think about value, but they don’t have an 
avenue to get it out.” 

Then there are 
your custom-
ers. “You don’t 
have to do big 
research,” says 
Mitchell. “If 
you have five or 
10 people who 
are 50% of your 
sales, just ask 
them, ‘Where 
do I fit into your 
system?’ If your 
customer says he 
is saving $100,000 a year because you 
cut his turnaround time, or because 
your service is so fast, that’s a hint to 
charge more for faster delivery.”

Keep conversations friendly, and ask 
customers what they would substitute 
for your product if it did not exist. That 
will tell you if they have other options 
and how good those options are, which 
reveals the true value of your product or 
service.

Alpha & Omega’s Pierce discovered she 
had a number of customers who don’t 

Eric Mitchell

Thomas Nagle

Rafi Mohammed
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have a viable alternative to her courier 
service. 

She charges $50 to pick up and deliver 
legal documents, such as traffic-court 
decisions, to attorneys who can then get 
a client’s driver’s license restored in a 
matter of days rather than weeks. 

She thinks the lawyers might pay twice 
as much and is thinking about how 
she could speed things up further and 
charge even more. 

Pierce also charges a flat fee for phar-
maceutical deliveries, even though ship-
ments that include narcotics have to be 
accompanied by a special tracking form 
that means more time and responsibility 
for her drivers. The narcotics deliveries 
should be commanding a premium over 
other drug deliveries.

Selling versions of the same product 
at different prices to different custom-
ers often means listing separate rates for 
students, senior citizens, educational in-
stitutions, corporations or other groups 
of customers. A subtle change in what 
a product is or how it is packaged can 
mean a significant leap in value. 

Think of it as offering good, better and 
best choices. Restaurants often exploit 
this technique by offering early-bird dis-
counts, normal dinner-hour prices and 
a chef ’s table, where special attention is 
lavished on patrons for a premium price. 

While there is no magic formula, Mo-
hammed says two or three price levels 
usually are sufficient. “You don’t want 
to make it too complex,” he says.

A Case Study
President Erika Mangrum and Chief Fi-
nancial Officer David Mangrum of the 
63-employee, $2.2 million Latria Spa 
& Health Center in Raleigh, N.C., of-
fer patrons a variety of spa packages with 
different mixes of services and themes. 

Erika Mangrum says the three-hour 
“Teen Queen” for $175 is more “educa-
tional,” and includes a deep cleansing 
facial and cosmetics makeover, while 
“Tranquil Destinations,” a three-hour 
package that includes massages and body 
wraps, is geared to groups of women or 
couples and costs $304 per person. 

The spa has 
four locations, 
and the Man-
grums add 5% 
to 10% for 
services at the 
downtown spa. 

“A couple of 
people, in the 
beginning, 
said, ‘Why 
does it cost more at your downtown lo-
cation?’ because they wanted the pric-
ing to be the same everywhere. We just 
can’t. It has to be more in the downtown 
area,” she says, noting that leasing space 
in a city’s center is more expensive than 
in the suburbs. 

The different prices do create minor has-
sles: If a customer receives a gift certifi-
cate bought at a suburban location and 
redeems it at the downtown spa, she will 
have to pay the difference.

Nagle says even businesses that initially 
argue they can’t add options can usu-
ally find a way. Often, the key is to un-
bundle services currently sold together. 

“You see this at bike stores where you 
can buy a bike unassembled or assem-
bled, and you can buy additional parts 
and put them on yourself or have the 
store do it for an additional price,” says 
Nagle.

Sell It To The Salespeople
A new pricing strategy won’t pay off if 
customers don’t understand the logic be-
hind it. But before your customers can 
understand it, your employees have to. 

Erika Man-
grum says be-
cause her pric-
es are slightly 
higher than 
most other 
spas in the 
area, her em-
ployees know 
how to discuss 
the services so 

that potential customers understand the 
difference. When a customer calls and 
asks for the price of a massage, the re-
ceptionist is sure to outline the amenities 
included.

If your salespeople are compensated 
solely on volume, says Mohammed, 
they have no incentive to maximize 
profits. Ideally, reconsidering your pric-
ing will force you to think more about 
your customers’ needs and wants. And 
that’s priceless.

One key to changing pricing 
culture: Convince your sales 
team that low prices aren’t 
always the answer to closing 
sales. 
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Most of Us Are Not Thinking About  
Mixed Bundling Correctly

I have been a student of mixed bun-
dling for the last 17 years and just 
recently, I realized the way most of 
us have been taught to think about 

mixed bundling is not particularly rele-
vant to the real world. A startling epiph-
any, I know, so let me make my case to 
you. 

First off, let’s define mixed bundling. 
Mixed bundling is the practice of sell-
ing products both individually as well as 
in a bundle. The bundle price is almost 
always lower than the sum of the indi-
vidual product prices. 

A common mixed bundling example can 
be found at your local McDonald’s. The 
fast-food giant offers a Big Mac Value 
Meal that is typically priced 20% below 
the cost of the individual components 
(Big Mac, fries and soda). 

Those of us who study mixed bundling 
often think about the concepts laid out 
by the seminal article written by Adams 
and Yellen (“Commodity Bundling and 
the Burden of Monopoly,” Quarterly 
Journal of Economics, 1976). Adams 
and Yellen assume price discrimination 
(some customers pay more than others) 
is the primary driver of mixed bundling, 
and customers value each product of-
fered independently of whether they buy 
any other product the seller offers. 

The authors’ most questionable assump-
tion: Demands for products by those 
who purchase the bundle must be nega-
tively correlated (meaning that when 
a customer purchases a bundle, they 
highly value one product and have a low 
valuation for the other product). Virtu-
ally every pricing book cites this Adams 
and Yellen explanation as the primary 
motivator for offering a mixed bundling 
strategy. 

To give you an example of Adams and 
Yellen’s thinking, let’s return to the Val-
ue Meal example. For simplicity, let’s 
assume the Value Meal only contains a 
Big Mac and fries. Adams and Yellen as-
sume the discounted value meal bundle 
is targeted toward two primary customer 
types: Big Mac lovers (high-value Big 
Mac, low-value fries) and fries lovers 
(high-value fries, low-value Big Mac). 

The notion of price discrimination 
comes from the idea that Big Mac lovers 
who purchase the bundle implicitly pay 
more for a Big Mac relative to fries lovers 
(who value a Big Mac less than Big Mac 
lovers) who buy the same Value Meal. 
The key driver of Adams and Yellen’s ex-
planation is the notion of demands being 
negatively correlated: The Big Mac lover 
has to be not fond of fries and the fries 
lover has to be less enamored with a Big 
Mac. 

Explanation Not Practical
While the Adams and Yellen mixed 
bundling explanation may make sense 
theoretically, I don’t think it’s realistic. 
Do you really think that targeting Big 
Mac lovers and fries lovers is the primary 
reason why McDonald’s offers a Value 
Meal? … I don’t. 

How about the hotel that in addition to 
offering each product individually, of-
fers a “Relaxation Weekend” package 
that includes Champagne and strawber-
ries at turndown and breakfast? Do you 
think this bundle is targeted to Cham-
pagne and strawberry enthusiasts (who 
also happen to not highly value break-
fast) and breakfast enthusiasts (who love 
breakfast but don’t highly value Cham-
pagne and strawberries)? … I don’t. 

Do you think Randy’s Car Wash in Wa-
tertown, Mass., offers a Premiere Pack-
age (wash, undercarriage wash/rust in-
hibitor, triple foam protectant sealer 
wash, Wheel Brite and tire wash – a $28 
value for $18) to target wash/rust inhibi-
tor lovers (who don’t value Wheel Brite) 
and Wheel Brite lovers (who coinciden-
tally don’t value wash/rust inhibitor)? … 
I don’t. 

In fact, I’m hard-pressed to think of 
any mixed bundling strategy in the real 
world that was implemented for the rea-
sons that Adams and Yellen assert is a 
basis for mixed bundling. 

The truth of the matter is that Adams 
and Yellen’s explanation does not make 
sense – at least in terms of being a pri-
mary driver of mixed bundling in the 
real world. Does the Adams and Yellen 
explanation play a minor role in the real 
world? Well … possibly. 

I imagine many Big Mac lovers and 
fries lovers purchase McDonald’s Value 
Meals, but negative demand correlation 
and price discrimination aren’t the pri-

Everything you know about mixed 
bundling may not necessarily work 
in the real world. In reality, price 
discrimination has less to do with 
why pricers use mixed bundling than 
competition, volume discounts and 
information. This article was written 
by Rafi Mohammed, author of  The 

Art of Pricing: How to Find the 

Hidden Profits to Grow Your Busi-

ness. Rafi completed his doctorate 
on pricing and bundling at Cornell 
University. His bundling dissertation 
was published in the leading aca-
demic journal, The Rand Journal of 

Economics. His pricing blog can be 
found at www.pricingforprofit.com. 
And his direct e-mail is rafi@ 
cultureofprofit.com.
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mary reasons why McDonald’s 
offers these meals. 

Reasons for Mixed 
Bundles
In my experience, here are 
some reasons why, in the real 
world, companies offer mixed 
bundles: 

1. Competition. If every-
one else offers a bundle dis-
count, perhaps you ought to 
also. Since most fast-food res-
taurants offer bundled meals, 
McDonald’s really ought to 
consider doing so also. 

2. Volume discount to cap-
ture diminishing value. Pur-
chase a large volume of our re-
lated products, and we’ll give a 
volume discount. The All-Clad 
Stainless 9-Piece Cooking Set 
is priced at $550, a $300 sav-
ings compared to purchasing 
each piece individually. I really 
don’t need both a 2-quart and 
3-quart saucepan, or a grill 
pan set for my cooking needs 
– but if the price is right, why 
not buy the bundle?

3. Provide information. Bun-
dles can provide information to con-
sumers. Check out the myriad of services 
offered at your local car wash – there are 
too many for me to understand! What 
services should you buy? Service bun-
dles typically offered at car washes (e.g., 
bronze, silver and gold packages) offer 
information on what services constitute a 
good, better and best car wash. 

4. Price discriminate between buyers 
of individual products and bundles. 
Suppose McDonald’s finds that its cus-
tomers who only purchase sodas (e.g., to 
quench the thirst of a hot day) are will-
ing to pay more than customers who 
purchase sandwiches and fries. A dis-
counted bundle price will implicitly sell 
that soda at a lower price relative to cus-
tomers who only purchase a large Diet 
Coke.

5. From a behavioral pricing perspec-
tive, the notion of providing extra 
“value” to customers. I hear this expla-
nation all of the time from senior man-
agement of Fortune 100 companies to 
CEOs of mom-and-pop shops. Let’s face 
it, a discount often compels us to pur-
chase products that we otherwise would 
not buy. Still don’t believe me? Think 
of your shopping trips to Costco. How 
many of you purchased the exact prod-
ucts you had planned to buy when you 
entered the store? If you did, you have 
more pricing will power than I do! I 
can’t resist the temptation of a great deal 
(how can you say “no” to 10 mangos for 
$5.99?).

As pricing strategists, these five reasons 
are the fundamental drivers for offering 
mixed bundles.

How much of a 
discount?
After deciding to offer mixed 
bundles, the key question 
becomes how much of a dis-
count should be offered to ac-
complish your mixed bundling 
goal. For example, In-N-Out 
Burger (my favorite fast-food 
chain) offers three bundles. 
What’s interesting about In-
N-Out’s bundles is that the 
restaurant does not feel com-
pelled to offer a discount as 
their competitors do – the 
bundles are listed simply as a 
convenient way to order and 
cue customers on what items 
to order. 

An example of using bundling 
to provide a volume discount 
is Cincinnati Bell’s 40% dis-
count to customers who pur-
chase a land line, cell and In-
ternet bundle. Would a 25% 
discount have attracted the 
same customers? 

In terms of bundling to pro-
vide information, does Ran-
dy’s Car Wash really have to 
offer a 36% discount to cue 
me that his Premiere Wash 

package includes top-of-the-line services? 
Perhaps he does not even have to offer a 
discount. Instead, Randy could simply 
convey that the best car wash involves 
those particular services. 

Bottom Line
Mixed bundling is one of the most pop-
ular pricing strategies in today’s market-
place. I think it’s time for practitioners 
to step back and re-evaluate why they are 
offering their mixed bundling strategy. 

In my opinion, the Adams and Yellen 
price discrimination/negatively corre-
lated demands reasoning doesn’t cut it 
in the real world. Ensuring that you are 
using mixed bundling strategies for the 
right reason(s) and at the right prices is 
key to pricing for profits and growth.

I imagine many Big Mac lovers and 
fries lovers purchase McDonald’s 
Value Meals, but negative demand 
correlation and price discrimination 
aren’t the primary reasons why 
McDonald’s offers these meals.
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GM May Be Learning Price Discipline

W   hen a marketer wants to signify it is selling a 
high-quality item, it can raise the price. This 
tactic of raising prices to signal higher quality 
leverages the learned consumer behavior of “you 

get what you pay for.” 

Likewise, when a marketer wants to encourage purchases, 
it can provide buyer discounts. This second tactic of stimu-
lating behavior through financial incentives leverages a sec-
ond learned consumer behavior: to “hunt for sales and better 
deals.”

Combined, these two tactics lead to a classic pricing ploy: Set 
the standard price high, and provide deep discounts to com-
municate value yet stimulate demand. 

Left unchecked, this classic pricing ploy can get out of whack 
leading to the old pricing joke of “We offer a premium prod-
uct at $1,000, on which we currently provide a $999 rebate 
to qualified buyers.” Outside of raising a chuckle, such an ap-
proach also trains consumers to ignore list prices and wait for 
deep financial incentives.

To counter this spiral, pricing strategists should examine their 
price waterfalls to determine the true pocket price.

Recently, General Motors (GM) announced a change in its 
pricing strategy that forms a simple example of tilting the price 
waterfall vector in its favor to drive an increase in its pocket 
price. We will use this case study to illustrate these principles. 

Price Waterfalls and Pocket Prices
A price waterfall graphically shows the difference between 
the reference, or list, price and the pocket price for an item. 
The pocket price is so named because it is the money left in 

your pocket after all is said and done, is the actual price paid 
less customer discounts, incentives and other costs related to 
customer transactions. The invoice price will lie between the 
reference price and the pocket price. 

Within the price waterfall, each source of discount, incentive 
or customer management cost is identified and delineated. 
Those that appear on the invoice will lie between the list price 
and the invoice price. Those that do not appear on the invoice 
will appear between the invoice price and the pocket price. 

For GM, the manufacturer’s suggested retail price (MSRP) 
represents the reference price. GM sells its vehicles through 
dealerships, which, in turn, pay GM the invoice price, which 
is determined after a number of standard dealer discounts and 
dealer incentives. At times, usually in the summer and fall, 
GM provides extra incentives in the form of cash rebates and 
promotional discounts to consumers to stimulate demand. 
These off-invoice items lower the average pocket price GM re-
ceives for its products, but also clears unsold inventory. Each 
of these discounts and price points are represented in the 2005 
GM price waterfall. See Figure 1.

GM Announces Price Increase
In November, GM announced it will increase prices on 35% 
of its 2007 models. Alone, this does not signify any strategic 
change within GM, but because the price increase arrives on 
the heels of a larger change in pricing strategy, closer inspec-
tion is merited.

What is interesting is that, early in 2006, GM changed its 
pricing strategy from high list prices accompanied with deep 
discounts through rebates and incentives to lower list prices 

General Motors’ recent change in its pricing strategy has 

tilted the price waterfall vector in its favor, thus driving an 

increase in its pocket price and maintaining demand for 

its products. This case study written by Tim Smith, Ph.D., 

Chief Editor of  The Wiglaf Journal and Adjunct Profes-

sor of Marketing at DePaul University, demonstrates how 

to utilize price waterfalls, shows what GM did right with 

its announcement, and cautions what must be done for the 

company to stay on track. This article is reprinted with per-

mission from The Wiglaf Journal, November 2006. 

Grow Margins While Lowering Prices by Tilting the Price Waterfall Vector 

GM Announces Price Increase 

In November, GM announced it will increase prices on 35% of its 2007 models. Alone, this does not signify 
any strategic change within GM, but because the price increase arrives on the heels of a larger change in 
pricing strategy, closer inspection is merited. 

What is interesting is that, early in 2006, GM changed its pricing strategy from high list prices accompanied 
with deep discounts through rebates and incentives to lower list prices and removing incentives. This 
combination is reported to have left some models with a slightly higher average pocket price. We can 
illustrate this though a price waterfall study. 

Change in Pricing Strategy  

Figure 2 represents a potential resulting GM price waterfall for 2007. It shows the size of the standard dealer 
discount has remained the same, but the cash rebates and promotional incentives have decreased 
compared to that drawn for 2005.  

Figure 1: 2005 GM Price Waterfall
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and removing incentives. This combination is reported to 
have left some models with a slightly higher average pocket 
price. We can illustrate this though a price waterfall study.

Change in Pricing Strategy 
Figure 2 represents a potential resulting GM price waterfall 
for 2007. It shows the size of the standard dealer discount has 
remained the same, but the cash rebates and promotional in-
centives have decreased compared to that drawn for 2005. 

Considered alone, the 2007 GM price waterfall does not 
make it obvious that GM lowered the MSRP. Moreover, it is 
difficult to see how the strategic change affected the overall 
pocket price.

To reveal these changes, Figure 3 overlays the 2005 and 2007 
price waterfalls. It clearly shows that it is possible for GM to 
lower the MSRP while simultaneously increasing the pocket 
price simply by reducing the size of cash rebates and promo-
tional incentives.

The overall effect of lowering the MSRP while simultaneously 
lowering off-invoice discounts is a rotation of the price water-
fall vector. 

The price waterfall vector is the line between the list price 
and the pocket price. In general, any counter-clockwise rota-
tions of the price waterfall vector, where the axis of the rota-
tion lies between the initial list price and the initial pocket 
price, will lead to a higher final pocket price. 

Figure 4 shows the rotation of the price waterfall vector for 
GM, which results in an overall improvement in the pocket 
price.

Tilt the Price Waterfall Vector in Your Favor
GM long has been the brunt of the joke of “what not to do” 
when it comes to business strategy. However, it might be time 
to take a second look at the company’s strategic prowess. The 
company that created the concept of a brand pyramid may 
now be leading the way in implementing price discipline.

Clearly, GM has tilted the price waterfall vector in its favor, 
thus improving its pocket price while simultaneously main-
taining demand for its products. Someone should be congrat-
ulated. 

Will GM’s new pricing discipline stick? That remains to be 
seen. Managerial discipline is subject to reverting to the mean, 
which in this case would be to move toward volume at any 
cost, not margins. One year of poor model reception might 
drive managerial actions to revert toward higher discounts 
and incentives, countering all gains made through rotating 
the price waterfall vector in its favor. Vigilance, please.

Figure 4: Price Waterfall Vector Rotation

Figure 2: 2007 GM Price Waterfall

Figure 3: Overlay of 2005 vs. 2007 Price Waterfall

Considered alone, the 2007 GM price waterfall does not make it obvious that GM lowered the MSRP. 
Moreover, it is difficult to see how the strategic change affected the overall pocket price. 

To reveal these changes, Figure 3 overlays the 2005 and 2007 price waterfalls. It clearly shows that it is 
possible for GM to lower the MSRP while simultaneously increasing the pocket price simply by reducing the 
size of cash rebates and promotional incentives.  

The overall effect of lowering the MSRP while simultaneously lowering off-invoice discounts is a rotation of 
the price waterfall vector. 

Considered alone, the 2007 GM price waterfall does not make it obvious that GM lowered the MSRP. 
Moreover, it is difficult to see how the strategic change affected the overall pocket price. 

To reveal these changes, Figure 3 overlays the 2005 and 2007 price waterfalls. It clearly shows that it is 
possible for GM to lower the MSRP while simultaneously increasing the pocket price simply by reducing the 
size of cash rebates and promotional incentives.  

The overall effect of lowering the MSRP while simultaneously lowering off-invoice discounts is a rotation of 
the price waterfall vector. 

The price waterfall vector is the line between the list price and the pocket price. In general, any counter-
clockwise rotations of the price waterfall vector, where the axis of the rotation lies between the initial list 
price and the initial pocket price, will lead to a higher final pocket price.  

Figure 4 shows the rotation of the price waterfall vector for GM, which results in an overall improvement in 
the pocket price.  

Tilt the Price Waterfall Vector in Your Favor 

GM long has been the brunt of the joke of “what not to do” when it comes to business strategy. However, it 
might be time to take a second look at the company’s strategic prowess. The company that created the 
concept of a brand pyramid may now be leading the way in implementing price discipline.

Clearly, GM has tilted the price waterfall vector in its favor, thus improving its pocket price while 
simultaneously maintaining demand for its products. Someone should be congratulated.  

Will GM’s new pricing discipline stick? That remains to be seen. Managerial discipline is subject to reverting 
to the mean, which in this case would be to move toward volume at any cost, not margins. One year of poor 
model reception might drive managerial actions to revert toward higher discounts and incentives, countering 
all gains made through rotating the price waterfall vector in its favor. Vigilance, please. 
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Can You Have the Highest Price and the Largest Market Share? 

In the next few months, both Sy-
mantec and Microsoft will have 
released new products aimed at 
improving computer security. Sy-

mantec’s Norton 360, yet-to-be released, 
is slated to sell at $80 per license. Micro-
soft’s existing OneCare has a list price of 
$49 but often sells through retailers at 
a mere $19. In other words, Symantec’s 
Norton 360 is expected to sell at an av-
erage pocket-value price that is three to 
four times greater than Microsoft’s One-
Care. 

As of November 2006, the prior versions 
of its security-software products earned 
Symantec a 62% market share compared 
to Microsoft’s 1.6% market share, ac-
cording to NPD, a market research firm. 

How can Symantec be priced so much 
higher and yet still capture the lion’s 
share of the market? There are two key 
factors that enable Symantec to wield 
both price and market share power over 
Microsoft, both of which are derived 
from the nature of risk-management 
markets.

First: Risk-Management 
Markets Are Driven by Trust 
Customers buying security software are 
participating in a class of markets that 
can best be described as risk-manage-

ment markets. Risk-management mar-
kets encompass insurance markets, safe-
ty-related markets such as first-aid kits 
and child safety products, and many 
other protection-related products.

At the time of purchase, customers are 
making a trust-based decision, one in 
which they know that their product may 
have no use today but will faithfully 
meet their need during a crisis at some 
uncertain time in the future. 

In this respect, Microsoft and Syman-
tec differ largely. 

Over the past decade, some customers 
have learned that their Microsoft operat-
ing system and other Microsoft products 
can and do fail from time to time. Even 
though this failure is often related to 
another problem, such as malicious soft-
ware or faulty hardware, customers have 
a difficult time disentangling the fault 
of the problem and the actual Micro-
soft program being affected. As a result, 
some customers have had enough expe-
rience to impact their trust even in the 
security features of Microsoft.

In contrast, Symantec has built a repu-
tation in the market of identifying and 
mitigating new threats to our productiv-
ity with computers. 

Second: Feature Differentia-
tion is Easy in Risk-Manage-
ment Markets 
Beyond the issue of trust created through 
branding and experience, risk-manage-
ment products can also be differentiated 
in the old-fashioned manner: the actual 
products can be different. 

It is easy to differentiate offerings in 
risk-management markets simply by 
changing the bundle of threats that the 
product is aimed at mitigating. For se-
curity software, there is anti-phishing, 
anti-spam, anti-malware and anti-fraud, 
not to mention old-fashioned anti-virus. 
Moreover, each of these specific threats, 
in whichever risk-management market 
you choose to explore, can be addressed 

in a number of different manners, each 
with a different associated cost and effec-
tiveness in addressing the risk.

It is probable that the fundamental prod-
ucts by Microsoft and Symantec will dif-
fer in terms of their features and result-
ing benefits, as well.

Microsoft is the Odd Man 
Out, But for How Long?
The above analysis clearly indicates Mi-
crosoft has been the odd man out in 
the security software market and that 
there are some significant hurdles for it 
to overcome before it can begin to lead. 
Can it overcome these hurdles? Maybe.

On both issues of trust and differentia-
tion, patience and continued product 
development can prove to be Micro-
soft’s savior and Symantec’s threat. If 
Microsoft is able to encourage trial by 
offering its product at a lower price, and 
if Microsoft is able to produce a product 
with similar or better features at mitigat-
ing risks, then it will be possible to turn 
the tide of public opinion in Microsoft’s 
favor. Why, because trust is a learned 
behavior built through experience. Low 
prices encourage trial, and a good prod-
uct delivers the kind of experience that 
builds customer trust. 

In regard to Microsoft’s intentions for 
positioning in the security-software 
market, Brian Hall, General Manager 
of product management, says, “We cer-
tainly aspire to be No. 1.” Yet, as this 
analysis points out, that is probably just 
talk at this point. After all, no one pays a 
product manager to say, “We are not do-
ing very well in this market and we don’t 
expect to do much better next year.” Yet, 
continued investment and effort can cor-
rect any discrepancies in the Microsoft 
product. But are the rewards worth the 
costs for Microsoft? And, to Symantec, 
Trend Micro and McAfee, how much 
time do you give Microsoft before it ei-
ther figures it out or exits? And, how can 
you accelerate your pace of improvement 
to widen the gap and encourage its exit?

The nature of risk-management mar-
kets has enabled Symantec to wield 
both price and market share power 
over software giant Microsoft in the 
world of computer security. By gener-
ating trust and a truly differentiated 
product, Symantec has handily kept 
Microsoft at bay. That could change 
— but not anytime soon. This article 
was written by Tim Smith (tim_
smith@wiglaf.com), Chief Editor of 
the Wiglaf Journal, and a frequent 
contributor to the Pricing Profession-
al Society. It is being reprinted with 
permission from the December 2006 
issue of that journal.


