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In the current economic crisis, mas-
sive discounting of software is 
bound to happen, just as it did in 
2001-2003. You are unlikely to 

have much success reining in your sales-
people. They are simply not used to be-
ing controlled. But that doesn’t mean 
pricing professionals should sit out the 
crisis. Here are 9 pricing tips for 2009:

1. Do not overreact to 
reports of your competitors’ 
discounting 
In most cases, your competitors have just 

as little control over their salespeople as 
you do. So do not assume that heavy dis-
counting by competitors is a declaration 
of war. Fight any attempts to plan and ex-
ecute across-the-board retaliation. 

Almost all our software clients blame 
competitors for price aggression. They 
are in a state of denial. “We are ratio-
nal and profit-oriented,” they inevitably 
tell us. “Our competitors are to blame.” 
“Barbarians.” “Guerillas.” “Ankle-bit-
ers.” “*!@#&**!” We have heard it all. 
It would be funny if price wars were not 

http://www.pricingsociety.com/Page/5764/2009_Online_Pricing_Workshops.aspx
http://www.pricingsociety.com/Page/6077/Online_Recorded_Pricing_Workshops.aspx
http://www.pricingsociety.com
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so damaging to the health of the entire 
industry.

2. Unbundle your solution to 
offer a low price entry point  
Many potential customers have seen 
their IT budgets slashed and burned. 
Small to medium-sized businesses 
(SMBs) are struggling to gain access 
to capital. In this environment, SAP’s 
recent move to unbundle its Business 
Suite makes perfect sense. SAP has 
created pre-packaged, industry-specific 
bundles that have logical groupings, 
making it easier and quicker 
for SMBs to understand, 
install, and deploy them. SAP 
is also developing role-based 
user experiences, with specific 
set of features for specific 
types of users.

Create stripped-down ver-
sions of your solutions, with 
a clear upgrade path. This 
will give your salespeople the 
opportunity to force tradeoffs 
on customers and should help 
stem some of the rampant 
discounting of full-featured 
solutions.

3. Clean up your 
price lists 
The typical software pricing 
list is full of legacy incon-
sistencies and deficiencies. 
If your list prices have any 
meaning, it makes sense to overhaul 
the most important dimensions. 

When it comes to maintenance, for ex-
ample: Are your maintenance fees lower 
than industry norms? Do you increase 
maintenance fees for discontinued ver-
sions of your software? Do you include 
one year of free maintenance in the li-
cense fee, so that subsequent years of 
maintenance are tied to a higher base? 
Do you exclude important upgrades 
from the maintenance charge?

When it comes to services: Do you 
charge support fees per minute, once the 
support time per ticket exceeds a certain 
amount? Do you charge different hourly 

rates for different kinds of services — i.e., 
a higher rate for customization services 
than for installation / integration services 
or domain expertise like training?

When was the last time you really 
looked at bundled discounts? Activation 
fees? Renewal fees? Price tiers? Etc.

4. Revisit your international 
price uplifts and downlifts
Customer willingness-to-pay for your 
software is likely to be eerily similar 
across regions, unless certain regions 

have exceptionally strong local competi-
tors that drive down price levels. We dis-
covered this while working for US and 
European software companies. The US 
firms typically impose an uplift on the 
European prices. The European firms 
typically impose an uplift on the US 
prices. Look for opportunities to raise 
prices and capture full willingness-to-
pay, plus opportunities to simplify man-
agement of international prices.

Many of our software clients are now 
seeking help managing international 
prices in the face of currency fluctua-
tions. Frequent updates to regional prices 
are damaging to their business, yet they 
do not want too much currency exposure. 

Besides foreign exchange hedging, it often 
makes sense to define a currency corridor. 
You would only adjust local prices if they 
— when converted back into your base 
currency — moved outside of the corridor 
(+/- x%). When determining the optimal 
width of the currency corridor, you might 
want to consider such factors as: the de-
gree of price contamination across regions 
at different widths; the degree to which 
regional prices — when converted back 
into your base currency — reflect differ-
ences in customer willingness-to-pay and 
competitive dynamics across regions; the 

total amount of exposure to 
currency fluctuations (before 
/ after forward contracting), 
etc.

5. Simplify and 
speed up your 
quoting process 
Some software firms use an 
excessive number of pric-
ing drivers, and therefore 
ask prospective customers 
a painful number of ques-
tions, before generating a 
quote. Perhaps it takes your 
firm 5 days or even 10 days 
to generate a quote, and the 
process directly impacts your 
win rate. 

 “Voice of customer” feed-
back showed that a certain 
firm lost an unacceptable 
number of bids because 

their quotes took too long and were too 
complicated to understand. Further-
more, the quoting process was so com-
plicated that it could not be automated. 
The firm required a large staff to manu-
ally plug answers into Excel spreadsheets, 
resulting in frequent errors, inconsistent 
quoting to the channel, and significant 
personnel costs.

By moving those questions that did not 
have a big impact on price back to the 
configuration stage (after the quoting 
process), the number of pricing drivers 
and the time to quote were reduced by 
more than 50%. The new process was 
simple enough to allow for automated 
quoting, resulting in lower staff costs 

When was the last time you really 
looked at bundled discounts? Activation 
fees? Renewal fees? Price tiers? Etc.
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and more pricing consistency.

6. Offer multiple  
pricing models 
The traditional software pricing model 
— perpetual license plus maintenance 
— has been declared dead many times 
by now, but it is still alive and kick-
ing. Why? Because the key Independent 
Software Vendors (ISVs) hold on to it 
and are not foolish enough to throw it 
out the window. And because many soft-
ware customers themselves still prefer to 
fully invest and own upfront. In multiple 
research studies, customers state a prefer-
ence for subscription models; but when 
they are forced to make real tradeoffs 
(e.g., card sort conjoint measurement), 
perpetual license prevails.

SaaS / cloud computing models are re-
ceiving a lot of hype and steadily grow-
ing, but it should never become your 
exclusive deployment model, since it re-
mains unacceptable to a sizeable portion 
of the market. Even many small custom-
ers have substantial concerns about SaaS 
that can not be shaken: concerns about 
security, integration, application perfor-
mance, lack of customization, etc.

The best strategy is to offer multiple 
pricing models and use these models to 
force tradeoffs on customers. When cus-
tomers press for discounts on perpetual 
license, point them to subscription and 
SaaS models but point out the drawbacks 
too. Many software firms now successful-
ly offer multiple models in parallel: Oracle 
offers many of its software products “on 
demand” and touts itself as the leader in 
this pricing model, with 4.5 million end 
users on demand. In e-mail / web secu-
rity, companies like Cisco and ClearSwift 
offer both appliances as well as hosted ser-
vices. Sage, the UK-based leader in ERP 
and CRM for SMBs, offers both perpetu-
al and subscription pricing models.

7. Use pricing metrics that 
are clearly tied to value 
Software firms have become very creative 
with pricing metrics. Be careful. You have 
a lot less flexibility than you think. Often 
the more innovative the metric, the less 
it is tied to the actual value of the soft-

ware, and the more difficult it is to sell. 

Many customers will fight you if you im-
plement a usage-based model and custom-
ers can not easily forecast usage during a 
period. Customers like predictability; they 
want to budget for total spend. You may 
want to use an adaptive flat rate pricing 
model (i.e., flat rate for the initial period, 
based on expected usage, and adjusted pe-
riodically based on actual prior usage) so 
that you do not deliver any surprises. 

Make sure you even have the systems to ex-
ecute new metrics. You may not be able to 
easily measure them and monitor compli-
ance, or you may simply not have the sys-
tems to bill customers using these metrics. 

Use a set of criteria to evaluate alterna-
tive pricing metrics. Most importantly, 
you should select metrics that tie to per-
ceived value delivered to customer. This 
means metrics that correlate customer 
spend with level of usage, correlate cus-
tomer spend with size of impact on cus-
tomer economics (i.e., reduction in costs, 
additional revenues), tie customer spend 
to improvements in customer’s key per-
formance indicators (i.e., the metrics 
customers use to track their own per-
formance), make it easier for customers 
to understand the value of the product, 
etc. Other key criteria may include: scale 
with the customer over time, differen-
tiate pricing between segments, align 
revenue with cost and risk, synchronize 
payment with consumption, bypass psy-
chological price thresholds…

8. Implement price-based 
incentives like peer pricing 
As written earlier, salespeople will strong-
ly resist the attempts of pricing profes-
sionals to exert control over discounting 

during the crisis. However, price-based in-
centives may have some impact on behav-
ior. One way to encourage price defense 
is to institute peer pricing schemes. In 
this case, assign salespeople to tiers based 
on how they price relative to their peers. 
The 20% of salespeople who perform 
better than the remaining 80% receive a 
bonus. Those in the bottom 20% may be 
penalized. Note that salespeople are not 
simply coin-operated machines. They are 
highly competitive, and appeals to their 
pride can be highly effective. Sometimes 
it can be enough to simply provide all 
salespeople with visibility into their price 
performance versus peers.

9. Give salespeople the tools 
and confidence to sell value
Create a spreadsheet model for estimat-
ing the economic value created for your 
customers. How do your software solu-
tions help your customers make more 
money? To what extent do they reduce 
labor expense, churn, time-to-market, 
inventories…? To what degree do they 
help customers increase their own pric-
ing by improving service quality, devel-
oping more innovative products…? 

Build assumptions into your model and 
quantify the impact. Calculate the TCO 
and ROI for customers. Make sure you put 
competitive alternatives in there too. How 
much more money will customers make 
with your solution than with alternatives? 

We recently built such a model for an 
innovative fraud-detection software so-
lution sold to banks. The model incor-
porated labor cost savings and fraud cost 
savings for bank customers, as well as the 
expected improvement in consumer re-
tention and spending from having safer 
debit cards. 

We made the model flexible, so sales-
people could correct and customize the 
assumptions for individual customers as 
part of their selling process. Even after 
these changes to the inputs, the model 
showed our client generated consider-
able value for its customers. The tool gave 
salespeople the confidence they needed to 
sell on value and defend prices.

Build assumptions into 
your model and quantify 
the impact. Calculate 
the TCO and ROI for 
customers. 



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

4 May 2009

It is no secret that our global econ-
omy is in a downward funk. When 
will we get our groove back? A de-
bate I will leave to the politicians. 

But for now, durable goods companies 
such as Hovnanian and other hous-
ing suppliers, Corning and other home 
appliance suppliers, or GM, Ford, and 
Chrysler and other auto suppliers must 
manage the rapid shift towards lower 
demand. 

The effect of shifting demand on price 
and quantity sold is covered in every 
first year economics course. In Figure 1 
on the next page, a plot of price against 
quantity sold, represents the prior state 
of the economy in red and the future 
state of the economy in green.  For nor-
mal markets, the quantity consumers de-
mand decreases as price increase, result-

ing in downward sloping demand curves. 
In contrast, the willingness of producers 
to supply increases as price increase, re-
sulting in upward sloping supply curves. 

In the old state of the economy (red 
curves), supply fulfilled demand at a 
market clearing price, PO. Presumably 
the market clearing price was higher 
than the marginal cost to produce and 
companies maintained a level of profit-
ability. 

Recently consumer demand decreased 
precipitously, something economists 
would call a “shock to the system”. On 
the new demand curve (green downward 
sloping curve), the quantity sold at any 
price is less than that which would have 
been sold on the old demand curve. 

It takes time for suppliers to react to the 
new demand curve. How much time? 
This is subject to both the wisdom of 
the management of producing firms to 
reduce supply and the rate in which it 
takes to clear inventory. While econom-
ics fails to predict timing, it succeeds in 
predicting market behavior.

The transitory term is the period during 
which demand has assumed its new low-
er position (green demand curve) while 
supply is still being held at its old, higher 
position (red supply curve) and the mar-
ket temporarily rests in a transitory equi-
librium. Two disastrous effects plague 
producing firms during this transitory 
term. First, the market clearing prices 
for their output will drop to PT damag-
ing profits. Second, the unit sales vol-
umes will drop aggravating the need to 
clear inventory.  

With falling prices and decreased de-
mand, producing firms are temporar-
ily facing expensive and idle production 
capacity that outstrips demand and the 
lack of pricing power to cover costs. 

The rational managerial tactics to ad-
dress this challenge are two-fold. One, 
they must reduce production and pro-
duction capacity sharply in order to re-
duce costs and adjust to the new supply 
curve (green curve). And two, they may 
need to temporarily reduce prices to clear 
the market of excess inventory, perhaps 
even clearing it below its sunk marginal 
cost to produce in order to lower inven-
tory carrying costs. 

We see these actions within the market. 

• Between October 2005 and October 
2008, US new home sales volume fell 
from approximately 1.1 million units to 
below 500 thousand units in seasonally 
adjusted annual rates. The “fire sales” 
by Hovnanian Homes in the fall of 
2007 can be understood as a rational 
approach to reducing inventory and 
curtailing further financial losses that 
would have resulted from the costs of 
financing and holding large stocks of 
unsold homes. 

• iSupply, a market research firm, has re-
duced its forecast for shipments of LCD 
TVs for 2008 from 99 million units to 
93.4 million units. The capacity reduc-
tion by Corning in the fall of 2008 can 
be understood as a rational approach 
to reducing the supply of glass for the 
LCD television market as consumers are 
“delaying” purchases of non-essential 
items. 

We have also seen the failure of some 
firms to respond sufficiently. 

• Between 2000 and 2007 the yearly 
average of new car sales rested near 17 
million units per year prior to plunging 
to below 12 M units annually for Sep-
tember 2008. GM, Ford, and Chrysler 
have been brought to their knees with 
an unmanageable 30% drop in industry 
wide demand. 

In this down economy, producers must 
be able to react quickly to decreased 
consumer demand and maintain pric-
ing strategies that will help them re-
duce inventory, production and costs 
while avoiding an unnecessary and 
industry destructive price war. This 
article was contributed by Tim Smith, 
PhD, Chief Editor of the Wiglaf 
Journal, Adjunct Professor of Mar-
keting at DePaul University, Chi-
cago USA, and Managing Principal 
of Wiglaf Pricing. He can be reached 
by e-mail at tsmith@wiglafpricing.
com. Smith has also recorded an on-
line course entitled “Bundling’s Im-
pact on Profits” that is now available 
through PPS: http://pricingsociety.com/
Page/6075/2009_Online_Pricing_
Workshops_-_Archive.aspx#Smith.

From Homes to Appliances and Autos: 
Managing Lower Demand
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Firms in industries that adjust their de-
mand rapidly and sufficiently will soon 
find themselves on a new supply curve 
(green upward sloping curve). In the 
absence of technological or productiv-
ity advances, the willingness to supply 
at any quantity on the new supply curve 
will require the extraction of a higher 
price from the market. Once firms ad-
just to the new supply curve, the market 
clearing price will re-establish itself at 
a new level which is likely to be higher 
than the old market clearing price.

While the laws of economics deliver a 
predictable trajectory for the market, 
economics neither foretells the duration 
of the transitory and recessionary mar-
ket, nor does it indicate which compa-
nies will disappear during the transition 

and which will 
flourish in the 
future. Both of 
these issues are 
subject to mana-
gerial wisdom 
and restrained 
actions by indus-
try cohorts. 

Until we reach 
the new equilib-
rium, there will 
be much gnash-
ing of teeth. 

During this 
transitory pe-
riod, execu-
tive decisions 
to cut prices or 

use price promotions to clear inventory 
should be associated with clear market 
statements of their purpose and clear 
turning points where prices will resume 
to a more healthy position in order to 
avoid tipping off an unnecessary and 
industry destructive price war. (Using 
price promotions to “maintain” volumes 
is likely to be a less than fruitful endeav-
or for durable goods suppliers during 
this tumultuous time.) They should also 
mothball some production capacity and 
start producing in quantities appropriate 
to the new demand curve. (New housing 
starts and chicken production have likely 
not been reduced sufficiently to match 
the next few quarters.)

If executives manage this process with 
thoughtful strategy and restraint, they 

will make it through to the next health-
ier stage of the economy. A stage where 
the pursuit of creating value for custom-
ers and capturing prices in proportion to 
the value delivered once again delivers 
extraordinary results.

Anyone else looking forward to ditching 
this dirge and dancing a polka?
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Case Study Series: Why CPP?

Before CPP:

Stu Schlachter, CPP is the Man-
ager of Pricing Programs and 
Competencies for Rockwell Au-
tomation.

Before entering the Certified Pricing Pro-
fessional program, Schlachter had been 
involved with pricing and pricing man-
agement in varying degrees throughout 
his career. 

“Before taking my CPP certification, 
I was already a pricing manager in the 
projects and pricing group of Rockwell 
automation,” Schlachter says. “I joined 
the Professional Pricing Society and later 
the CPP program because I just wanted 
to continue learning more about the pric-
ing discipline. I still want to learn more.”

A certified Project Management Profes-
sional (PMP) and Professional Engineer 
(PE) in the field of Electrical Engineer-
ing, Schlachter has long been familiar 
with professional certification programs 
and has been a strong supporter of cer-
tifications and continuing education as 
part of professional development.

“I have always believed that certifica-
tions and continuing education pro-

grams are good to have both for profes-
sional recognition and development, as 
well as for recognition within one’s com-
pany,” Schlachter says. “I also strongly 
believe that pricing is a profession and 
discipline that needs to be recognized 
within an organization as more than just 
a function of another position, which is 
one of the main reasons I was excited to 
take part in the CPP certification.”

CPP Experience:
Before gaining his CPP certification, 
Schlachter was facing difficulties in 
structuring the pricing functions within 
his organization. Pricing was seen as an 
element of sales rather than a business 
critical operation.

“I think like a lot of companies, our strat-
egies were really sales directed and fo-
cused,” Schlachter says. “Pricing was not 
seen as a center of excellence, but as more 
a marketing function to be determined 
after a product had launched and custom-
er reaction had been judged. Prices were 
an afterthought to many account manag-
ers. We needed to change that practice.”

Schlachter describes the CPP instructors as 
successful people who both provided valu-
able insight and opinions and who also en-
joyed being challenged with new ideas and 
applications of their theories. 

In particular, Schlachter found the value 
estimation courses to be incredibly help-
ful and applicable to his company’s pric-
ing needs. 

“We are delivering a higher quality prod-
uct than our competition, and by ex-
tension we want our customers to pay 
for the added value of our products,” he 
explains. “The value estimation courses 
demonstrated very good techniques on 
how to persuade the customer that the 
total value to him is much more than 
just the price. We are not low price so-
lution. We are high quality, high price. 
We don’t control competitor prices, only 
relative value of our product to theirs. 
Our pricing structure now is changing 

the mindset of our account managers so 
that they know how to ask for and re-
ceive that added value.”

According to Schlachter, the most impor-
tant thing he took away from the CPP 
program was how to justify and organize a 
pricing function within his organization.

“The real opportunity of pricing is stra-
tegic sourcing,” Schlachter says. “Pur-
chasing agents perfected the art a while 
ago of getting companies they work for 
to value their services. That has not been 
true in the past for pricing. One of the 
nice things about the CPP courses is that 
it included courses on how to promote 
pricing as a profession and required com-
petency within our organization. Pricing 
was seen as afterthought and function of 
cost or competitor cost. Pricing can be 
the single largest profit lever and source 
of revenue within an organization.”

Results:
Schlachter was the first person in his 
company to achieve his CPP certi-
fication, and he has already recom-
mended the program to employees and 
colleagues. He has used many of his 
experiences and the techniques pre-
sented in the CPP courses to grow and 
strengthen the pricing organization 
within his company.

“I would have taken the courses anyway 
even if there wasn’t a CPP certification,” 
Schlachter says. “The topics are just in-
teresting, and I think PPS and the train-
ing it provides are very much needed 
resources for corporate America. There 
are opposing forces out there to price 
realization. Price realization is tough to 
achieve and important to achieve, es-
pecially in down economy. PPS and its 
tools give pricers the ability to achieve 
those goals. We are going to continue 
promoting pricing within our company 
and making focused pricing training a 
priority because, at the end of the day, it 
will make us more money. Competent 
pricing will make you a lot more money 
than incompetent pricing.”

The PPS Certified Pricing Profession-
al (CPP) designation sets the industry 
standard for advanced pricing knowl-
edge in the business community. Re-
cently, many of our CPP graduates 
took the time to give us their feedback 
concerning the benefits of achieving 
the CPP designation and to explain 
how pursuing professional develop-
ment and continuing education has 
helped them to develop the pricing 
discipline within their organizations. 
This first case study focuses on Stu 
Schlachter, CPP, Manager of Pric-
ing Programs and Competencies for 
Rockwell Automation.



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

May 2009 7

About Best Practice Pricing 

Remember when Microsoft 
launched their new operating 
system — Windows Vista — 
2-3 years ago. Not only did 

the public and media complain about 
how incompatible it was with existing 
hardware but they were also befuddled 
by Microsoft’s decision to have, if my 
memory serves me right, six differ-
ent versions of the product with prices 
ranging from less than $100 all the 
way up past $��0. 

A quick price check today indicates that 
the range has widened, as you can now 
buy versions of Vista from $97 up to 
$800. Today there is Vista Starter, Vis-
ta Home Basic, Vista Home Premium, 
Vista Business and Vista Ultimate. Then 
there are versions of these with or with-
out a Service Pack at an array of different 
prices along with upgrades from older 
Windows operating systems at another 
realm of different prices. Basically, what 
we’re looking at here is a discombobulat-

ed pricing mess.

Now don’t get me wrong, segmenting 
the market and having different versions 
of products to meet different levels of 
customer requirements is paramount in 
Best Practice Pricing, and it’s a strategy 
companies follow every day. But if that’s 
the case, you may be wondering why one 
should complain about what Microsoft 
is doing. 

The answer is simple. When you seg-
ment your market with various ver-
sions of your product or service, at 
different prices, it is crucial that the 
segmentation make sense for your cus-
tomers. If it does not, they will feel 
they are being nickeled-and-dimed into 
paying higher prices for something that 
they do not value. So, for example, Vis-
ta Home Premium does not have the 
“protection of hardware failure” feature 
while the Vista Business edition does 
not have the user-friendly DVD-burn-
ing feature. So if you, the customer, 
want both of these features, you have to 

buy Vista Ultimate—which comes at a 
substantial price premium to either of 
the other two versions. 

In Microsoft’s case, this segmentation 
did not make sense to a large number of 
customers —which led to reams of bad 
press, customer frustration and dissatis-
faction. In fact, Microsoft can only get 
away with doing this because of their 
monopolistic stronghold on the mar-
ket. Any other company facing the same 
outrage Microsoft experienced at the 
Vista launch would have been forced to 
change its product and price practices 
immediately to avoid complete failure.

While Microsoft is still going strong, 
they did not come out of this adventure 
unscathed. What’s amazing, though, is 
that while they are waiting for the bruis-
es to heal from their Vista experience, 
they have gone ahead and developed a 
new version of their operating system 
known as Windows 7. The product will 
be launched later in 2009. Hopefully, it 
will be better technologically than Vista, 

The author examines two hotly debat-
ed issues in the software sector: how 
to segment the market effectively and 
how best to unbundle services to max-
imize sales and increase profits. Ironi-
cally, in the first case Microsoft shows 
the dangers of a confused segmenting 
strategy, while in the latter example 
the global giant has shown the advan-
tages of a more adept approach. The 
article was contributed by Per Sjofors, 
Founder, Managing Partner, Atenga 
Inc, www.atenga.com. Per can be 
reached directly at: per@atenga.com. 
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but when it comes to pricing, has Micro-
soft learned anything from its past mis-
takes? No, not at all. In fact, they have 
indicated they will do the same unneces-
sarily complex pricing again! They will 
launch five or six versions of Windows 7, 
at a bevy of different prices, creating the 
same confusion and the same outrage 
again! 

So, while you should segment your 
marketplace and your offering to meet 
the needs and willingness to pay for 
each segment, you have to do this care-
fully to avoid alienating your custom-
ers—even if you are an industry behe-
moth like Microsoft.

When It Comes to Pricing, 
Tech Writers Are in the Dark 
Earlier this year it was reported that 
Amazon.com dropped the price of a one-
year Microsoft Xbox Live Gold subscrip-
tion from $50 to $30. This subscription 
gives the user 12 months of Xbox Live 
service which includes online multiplayer 
gaming access, video chat, game and vid-
eo downloads, as well as Netflix’s online 
streaming video service (though a Netf-
lix subscription is required for that).

The writer asserted that this was not 
good enough and that the tools should 
be offered for free. Why did he think 
Microsoft should give away a service for 
free? Because a prime competitor, Sony, 
does not charge anything for their simi-
lar on-line game service, so Microsoft 
shouldn’t either. And then the author 
went on to say that the XBox 360 out-
sold the PlayStation3 by 8 million units 

— 28m to 20m.

So why on earth would this journalist 
believe Microsoft should give away their 
on-line game service when they don’t 
need to? Both Microsoft and Sony are 
in business to make money; and, in this 
case, the former found a way to unbundle 
a portion of its product in such a way as 
to increase its revenues. This unbundled 
service can capture a higher portion of 
their customers’ willingness to pay, and, 
especially when compared to a free ser-
vice, bring in much higher revenues.

I assume that Microsoft did not make the 

decision to charge for the on-line service 
by gut feel or winging it — as many com-
panies do. Instead, they must have used 
research, sound analytics and behavioral 
market simulations to test several things:

• Is a charge for the online service accept-
able? 

•· For what percentage of the market is it 
acceptable? 

• What price for that online service will 

maximize revenue while not affecting 
market share? 

With more than 10 million subscrib-
ers to the Xbox Live service, Microsoft 
pockets another half billion dollars a 
year, which, even for such a gigantic 
company like Microsoft, has a signifi-
cant addition to the impact on their 
bottom line. So, if you are a service 
company, for example, what can you 
unbundle from your current offering 
and charge extra for them? How will it 
affect your sales level? Your revenues? 
Your profits? Do you know how your 
customers will react? Have you tried it? 

If you have not tried it, it is probably 
because you are worried it may back-
fire. That’s where research and market 
simulations come in to play. If you can-
not conduct these yourselves, then an 
independent, third party firm can do it 
for you. But engaging in these exercises 
can help you determine exactly what 
will happen in the marketplace without 
taking on any of the risk that a price 
change may cause. 

So you can have your cake and eat it too.

With more than 10 million subscribers to the Xbox Live 
service, Microsoft pockets another half billion dollars 
a year, which, even for such a gigantic company like 
Microsoft, has a significant addition to the impact on 
their bottom line.


