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Countering Price Deflation  
with Innovative Sales Strategies

Airline passengers represent a huge 
potential market for food, insurance, 
package tours,and other products that 
are adjacent to the core product of 
an aircraft seat. Carriers in search 
of high-margin growth can cultivate 
this market by building awareness, 
generating traffic, closing transac-
tions, and filling the “shopping bas-
ket” — in short, by learning how 
to think like a retailer. This article 
was contributed by Andrew Watter-
son, a Dallas-based director and Raj 
Lalsare, a Dallas-based principal of 
Oliver Wyman. They can be reached 
at andrew.watterson@oliverwyman.
com and raj.lalsare@oliverwyman.
com.

Despite recent successes in 
raising fares, the airline in-
dustry continues to experi-
ence long-term price defla-

tion on its primary product: a seat on an 
airplane. It has proved difficult for air-
lines to break through this “yield barri-
er” to increase revenues (see Figure 1 on 
next page).

The problem is that for most custom-
ers air travel has become a commodity 
based primarily on ticket price and a 
convenient flight. Some airlines, such as 
Virgin Atlantic, have tried to offer a dif-
ferent travel experience, and some cus-

tomers seem willing to pay a bit more for 
that. For most other companies, how-
ever, yield and the profitability of a ticket 
will continue to decline. 

Over the past five years, airlines have ag-
gressively reduced costs only to see soar-
ing fuel prices eat away much of their 
savings. Even Southwest Airlines, which 
has one of the lowest cost structures in 
the business, realizes that revenues have 
to grow and raised its top fares in March 
and July of 2006. This is a sure sign that 
cost reduction, while imperative, is not 
sufficient to achieve financial stability. 
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All industries face the threat of com-
moditization of their core products at 
one point or another. Demand curves 
shift and drive innovation for better 
products and services. Pharmaceutical 
firms, for example, confront the chal-
lenge by developing derivatives of exist-
ing drugs or medicines for adjacent dis-
ease areas. The good news is that, as in 
other industries, airlines can achieve 
new levels of growth by addressing cus-
tomer demand that is adjacent to the 
core product of an airplane seat. 

When purchasing their tickets, Internet-
enabled passengers are notoriously ad-
ept at finding the lowest price. But once 
travel has begun, passengers may be far 
more willing to trade price for conve-
nience, just as people who buy a 2-liter 
bottle of soda at a discount retailer for 
99 cents will pay the same price for a 
.35-liter can at a vending machine. 

Several industries have been particu-
larly adept at capitalizing on customers’ 
different demand elasticities for vari-
ous purchase occasions. Gas stations are 
a well-known example. In a perpetual 
price war for their basic product of fuel, 
they looked for new sources of revenue 

and profits and began offering food, 
beverages, tobacco, and other items that 
didn’t warrant a trip to the supermarket 
and could easily be combined with a fill-
up. Hence the term “convenience store.” 

A decade ago, non-fuel sales contributed 
less than one-fifth of the gross margin at 
gas stations, whereas today almost half 
of the margin comes from non-fuel sales, 
according to the National Association of 
Convenience Stores. British Petroleum, 
after merging with Amoco in 1998, em-
barked on a major marketing campaign 
to re-brand itself and remodel its gas sta-
tions into a welcoming place under the 
slogan “beyond petroleum.” 

In the movie theater business, over 
90% of profits now come from conces-
sion stands and advertising. The aver-
age movie ticket in the U.S. costs about 
$6.50, while in most theaters, a medi-
um-size drink and bag of popcorn cost 
$7.50. Two major theater chains, AMC 
and Regal Cinemas, report that they 
barely break even on films; it is the 
ancillary products that contribute to 
the movie experience and keep them in 
business.

Many hotels, casinos, and theme parks 
have also dealt with the commoditiza-
tion of their core product by cultivating 
adjacent demand. Host Hotels and Re-
sorts, for instance, reported that 38% of 
its revenue for the first quarter of 2006 
came from non-room sources. In Las 
Vegas, casinos have added three million 
square feet of new retail space over the 
past five years, with many of these shops, 
restaurants, and spas becoming some of 
the most profitable retail real estate in 
the country. 

The European Experience
Among airlines, it is the innovative car-
riers in Europe that are leading the way 
in capturing high-margin revenue from 
adjacent demand. For instance, easyJet’s 
2006 earnings forecast projects that pas-
senger revenues per seat will increase 
between 3% and 4%, driven largely by 
ancillary revenues, which are projected 
to grow 30%.

European low-cost carriers have devel-
oped three types of non-transport rev-
enue models:

• Partnership deals, in which co-branded 
partners pitch their services and prod-
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Exhibit 1  The long-term decline of airline yields
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Figure 1: The Long-Term Decline of Airline Yields
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ucts across the carriers’ travel chain as if 
it were a real estate property or a market-
ing channel. 

These carriers have cultivated strong 
brands in order to draw customers di-
rectly to their websites, and partners 
have been willing to pay for the brand 
association and channel leverage. Ry-
anair promotes packages for events such 
as the Grand Prix and wine-tasting 
tours. EasyJet markets car rentals for Eu-
ropcar, ski packages for several resorts, 
lodging for many hotel chains, and has 
even co-branded air sickness bags on 
board with photo developer Klick Pho-
topoint. 

• Retail sales, where the carriers sell add-
ons such as trip insurance and in-flight 
food, beverages, and merchandise. Here 
again, easyJet has been aggressive, co-
marketing lounges on a per-use basis 
with Servisair operators at select airports. 
Via easyJet’s website, customers can pur-
chase entry to use in conjunction with 
their trips.

• Service fees and penalties related to 
luggage, seat assignment, and other as-
pects of travel. Flybe, which has a rap-
idly expanding network of European 
and domestic flights from regional U.K. 
airports, has been charging customers 
£4 a bag per one-way flight for checked-
in luggage since February, 2006. The 
fee drops to £2 if customers pay via the 
website up to two hours before the flight 
departs. Other U.K. airlines are charging 
extra for an exit row seating assignment. 
To be sure, there is an implicit risk in 
charging customers for something they 
may perceive as part of their travel pur-
chase; nonetheless, service fees are a new 
source of revenue. 

North American airlines, particularly 
the legacy hub-and-spoke carriers, have 
been slower to harvest adjacent demand. 
Most of U.S. carriers’ non-ticket rev-
enue comes from loyalty-program-re-
lated partnerships and is stagnating. In 
contrast, most of the European low-cost 
carriers’ generate their non-ticket rev-
enue via retail sales and brand partner-

ships, and are seeing it grow rapidly 
(see Figure 2).

The U.S. carriers’ experience in this area 
has emerged primarily through frequent 
flyer programs, which they have mone-
tized through partnership deals and con-
sumer product selections. In 2005, Air 
Canada raised $200 million by selling 
12.5% of its loyalty program, Aeroplan, 
into an income trust; this implied a total 
valuation of $1.6 billion for the program 
overall.

The top three North American airlines 
derived 8% to 10% of their 2005 rev-
enue from non-transport sources, mostly 
business partnerships. They have also 
turned to penalty-based sources of rev-
enue, charging for ticket changes, exces-
sive baggage weight, or talking with a 
reservation agent. However, such service 
fees may undermine customer loyalty, no 
matter how clear the fine print.

At the same time, these carriers have 
been slow to cultivate other non-ticket 

Figure 2: European Low-Cost Carriers Are Aggressively Growing Non-Ticket Revenues
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Exhibit 2  European low-cost carriers are aggressively growing non-ticket 
revenues

0

5

10

15

2000 2001 2002 2003 2004 2005

Non-ticket 
revenue,

$ per 
passenger

Ryanair

easyJet

Source: Company annual reports, The Airline Monitor

CAGR

Delta

United

11%

15%

3%

2%



 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

� September �007

revenues. They have not made customers 
aware of the few products that do ex-
ist, such as buy-on-board food, and they 
lack robust transaction systems at the 
point of sale. As a result, customers still 
perceive the travel experience as one, all-
inclusive product, which remains a hur-
dle to selling add-ons. 

As managers at legacy carriers and other 
airlines start to experiment with develop-
ing ancillary revenues, they can benefit 
by studying some powerful principles 
from the retail sector. As we have seen, 
well-run retailers are adept at developing 
products and services around their core 
offerings.

A retailer’s management of the shopper’s 
experience and the firm’s method of cap-
turing value can be simplified into five 
steps (see Figure 3):

Build Awareness. Retailers spend enor-
mous resources to build a brand and 
secure consumers’ attention. Wal-Mart’s 
entry into groceries and fresh produce 
is a great example. Just a few years ago, 

Wal-Mart was a discount store. Then it 
ran a steady campaign to create aware-
ness of its Supercenter grocery concept. 
Awareness grew in just a few years as 
Wal-Mart effectively expanded its “al-
ways low prices” guarantee to groceries. 
In many regions, it has become the pre-
ferred destination for grocery and fresh 
produce shopping.

As they sell seats, airlines promote their 
brands, prices, and sometimes their 
products, so that customer awareness of 
travel choices is generally high. Aware-
ness of new purchase opportunities could 
be created for far less money, as the tar-
get segment has been reduced to those 
already planning and buying travel.

Generate Traffic. Based on a perceived 
need and brand awareness, consumers 
come to the retailer’s store or website to 
assess the products’ attributes and val-
ue. While the Internet may have rein-
forced the commoditization of many 
products, including the aircraft seat, it 
has also generated a lot of traffic to the 
virtual store window. At Amazon.com, 

throughout the book browsing and buy-
ing process, customers are informed of 
related titles and authors, which increas-
es Amazon’s chance of making an add-
on sale.

For airlines, sales of a seat generate traffic 
for the ancillary store. Not all passengers 
will buy, of course; but as each one goes 
through the travel experience, he or she 
becomes more willing to pay a premium 
for certain products. Some airlines have 
realized that this dynamic exists, and 
their agents ask at the end of the reserva-
tion process whether a rental car or hotel 
booking is needed. The propensity and 
capability to sell ancillary products and 
services need to be embedded in airlines’ 
entire value chain.

Create a Transaction. Many retailers 
try to get consumers to make a purchase 
through “loss leader” products or every-
day low prices. In selling seats, airlines 
and travel resellers have put a lot of effort 
into improving the “look to book” ratio, 
and like retailers, their tactics often cen-
ter on price. For ancillary products and 

Figure 3: Thinking Like a Retailer
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Exhibit 3  Thinking like a retailer
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Examples

 Cultivate demand: 
make customers 
aware of the 
value-added 
products and 
services across 
their travel 
experience

 easyJet’s website 
offers an airport 
parking space 
reservation 
service to address 
the growing 
shortage of 
parking spaces; 
customers get a 
discount for 
reserving early - 
an attractive 
proposition for 
time and cost-
conscious
customers

 Invite and channel 
customers to try 
the products and 
services

 At Lufthansa 
boarding gates, 
marketing reps 
typically offer an 
hour of free 
onboard Internet 
access on 
international 
flights; beyond the 
hour, customers 
pay for continued 
access

 Develop the   
organizational and 
technical 
capability to 
convert traffic into 
transactions

 Carriers such as 
Air Europa and 
easyJet have 
been successfully 
selling food on 
board, but U.S. 
airlines have 
struggled because 
they lacked point-
of-sale transaction 
capabilities

 Develop ways – 
product and 
service 
extensions,  to 
capture 
incremental share 
of wallet

 In it’s buy-on-
board offering, 
Hapag-Lloyd 
Express has 
“virtual” combo 
deals, which are 
assembled from 
the a la carte 
choices. This 
increases the 
value of the 
transaction, 
without the need 
for pre-assembled 
boxes.

 Ensure repeat 
behavior: make 
the retail 
experience into a 
proposition that 
customers would 
consider again

 Ryanair’s average 
fare is $53 and it 
has a cult-like 
following of  
customers who 
repeatedly spend 
an average of $10 
per trip on 
Ryanair’s car 
rental, hotel and 
apartment finder, 
on-board food, car 
insurance, and 
even an online 
lender
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services, there are several points in the 
customer experience where transactions 
can be created:

• At the time of booking (suitable for 
travel “add-on” and partner sales, which 
do not drive up costs by adding a com-
plex delivery chain); 

• At the airport, where price sensitivities 
generally decline (appropriate for prod-
uct enhancements such as club entry, 
exit row seating, and cabin upselling);

• On board the aircraft, where products 
are often consumables such as food and 
offer a purchase point akin to a conve-
nience store.

Increase the Value of the Trans-
action. Once the consumer has 
put an item in the basket, enor-
mous leverage can be gained from 
filling the basket with other prod-
ucts. Retailers are becoming in-
creasingly sophisticated at using 
in-store advertising and displays 
to expand their share of wallet at 
each touchpoint. Supermarkets 
place impulse-buy products with 
high margins at the checkout. 

Here, airlines must walk a fine 
line of promoting additional products 
and services without bombarding the 
customer with too many offers. At each 
transaction point, the messaging and 
mechanisms should match the type of 
sale—“meal deal” pricing on board the 
aircraft and product images at the air-
port.

Build Loyalty. Just as there is leverage 
in filling the basket, it is also valuable to 
know the profitability of each existing 
customer and, for them, skip the aware-

ness and traffic steps. Instead, reinforce 
their loyalty via targeted promotions, an 
activity that airlines know well. Once 
customers grow accustomed to buying 
additional products and services around 
the seat purchase, airlines can use loy-
alty programs’ offer and reward systems 
to deepen the relationship and increase 
marketing ROI.

Learning How to 
Merchandise
To execute effectively on this approach, 
airlines need to develop capabilities in 
two areas of retailing, among both head-
quarters executives and the front-line 
staff. 

The first area, merchandising, involves 
the analytical approach that retailers use 
to help them gain insights into customer 
behavior and decide which products to 
stock and how to array them. Given the 
expensive real estate on a website, at an 
airport, or on an aircraft, it is critical to 
maximize cash margin per unit of space.

The second area for development, op-
erations, addresses the fact that even the 
best products with the best placement 
don’t sell themselves. Airlines need to 

deploy the right point-of-sale devices and 
give front-line staff the appropriate train-
ing for high-volume and non-routine 
transactions.

Just as airlines have been evaluating 
which aviation activities should be out-
sourced and which kept in-house, carri-
ers may not want to develop all the skills 
needed to create ancillary revenues. Even 
retailers do not perform all these activi-
ties in-house, as evidenced by the famous 
collaboration between P&G and Wal-
Mart, where the supplier manages levels, 
stocking, and product selection within 
certain categories. A similar partnership 
can be arranged with airline suppliers.

Airlines cannot count on the cur-
rent temporary firmness in ticket 
prices to lead them to sustainable 
profitability and revenue growth; 
the commoditization of travel 
will continue. Capturing adjacent 
demand through ancillary prod-
ucts and services is the most fea-
sible alternative. North American 
network carriers started the pro-
cess with their loyalty programs, 
but European low-cost carriers 
have taken the lead in this area. 

Non-ticket sales can create new 
revenue streams at attractive margins, 
while addressing customers’ needs and 
improving their flying experience. To 
expand them, airlines must adopt a mer-
chandising mindset. 

This doesn’t necessarily mean investing 
large sums in new capabilities or depart-
ments. Rather, it involves incorporating 
a retail element into the strategy, selec-
tively building capabilities, and above all 
understanding what passengers want and 
are willing to pay for.

Once customers grow accustomed 
to buying additional products 
and services around the seat 
purchase, airlines can use loyalty 
programs’ offer and reward 
systems to deepen the relationship 
and increase marketing ROI.
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Latest Pricing Lessons from the Software Sector

How Price-Per-Application 
Can Lead to Mutual Self-
Destruction

Selling software as a service and 
pricing it on a per-application 
basis has become the vogue for 
many good reasons. Yet, oc-

casionally, it serves neither buyer nor 
seller. In fact, it can lead to mutual self-
destruction. Sometimes software mer-
chants should transfer reseller rights to 
the direct customer.

In most markets the business case for 
selling software as a service is strong. 
Software requires frequent updates as 
business processes evolve. Critical ap-
plications require back-up and restore 
procedures to ensure reliability and data 
safety. 

The upgrade process is also more eco-
nomically efficient when handled by the 
software service provider rather than IT 
departments and end-users. But in some 
markets, selling software as a service, 
or worse buying it as one, kills the val-
ue chain.

In a few markets software is not the end-
product but rather a component of an 

overall system solution required to de-
liver the full value to an end customer. 
When software is a component within 
a larger, well defined solution, it should 
not be sold as a service; but rather as a 
reseller’s license. 

Where are these markets? In business. 
Companies developing even simple ma-
chinery require software drivers for their 
microprocessors. More complex solu-
tions, such as remote machine opera-
tions, require software to match their 
specific communication protocols and 
machine commands. 

Likewise, robotics assembly line provid-
ers must connect communications, ma-
chines, and operating software to deliver 
a solution. 

In these rare sectors software should be 
sold with reseller’s rights, not on a per-
application basis. Why? A competitive 
analysis using multi-player and multi-
round game theory provides an explana-
tion. 

Reseller’s License
When software is sold with a reseller’s 
license, the software company gives the 
direct customer the right to resell the 
software to any end-customer as long as 
it is one component within a more com-
plex and well-defined solution. The di-
rect customer purchases the code, the 
data models, and the freedom to sell 
installations to end customers without 
any further licensing when incorporated 
within the larger product. 

Future improvements to the software are 
contracted to the original seller, which 
also maintains the right to seek other di-
rect customers for its product. 

Pricing Models
Clearly, pricing software per-application 
and with a reseller’s license are very dif-
ferent. 

Pricing per-application creates a business 
model which ensures future revenues as 

long as the direct customer’s end-solu-
tion uses the software. It requires un-
derstanding the value that the software 
provides to individual applications. Since 
it is software, there are negligible mar-
ginal costs per application, however fu-
ture sales must recoup the initial devel-
opment costs. 

Pricing a reseller’s license creates a busi-
ness model where the future revenues are 
dependent upon uncertain upgrade fees. 
Reseller’s pricing is limited only by the 
potential for the direct customer to de-
velop its own software component or pay 
someone else to do so. The full costs of 
developing the software must be entirely 
recouped in the first sale. 

Model Attractiveness 
Comparison
While a reseller’s license sounds much 
less attractive than a per-application one, 
and even worse when compared to an 
application-service-provider model, it has 
its own positive attributes. 

Even the best software needs upgrades 
as long as the buyer uses it. In fact, the 
greater the usage, the more upgrades will 
be needed. So, it is not as if all future 
revenue is eliminated.

Why would a company seek to sell a 
reseller’s license when it could go for a 
per-application license? Because it en-
sures the future competitiveness of the 
firm’s direct customers. These clients 
will be more apt to return with future 
projects and less likely to look elsewhere 
for a replacement in the future. In other 
words, it avoids potential mutual self-de-
struction and locks-in the seller’s posi-
tion within the value chain. 

Where does mutual destruction come 
from? Your competitors’ value chain, of 
course. 

As a simplistic argument, consider a 
“price-per-application” model to be a tax 
imposed on your direct customers every 
time they seek to sell the solution that 

Tim Smith, PhD, author of Hawks, 
Seagulls, and Mice: Paradigms for 
Systematically Growing Revenue in 
Business Markets examines the soft-
ware sector in these two essays offered 
here from The Wiglaf Journal. Tim, 
who will lead a workshop at PPS’s 
November 2007 Brussels conference 
titled “Pricing Strategies that Rapid-
ly Change Profitability,” is also chief 
editor of The Journal from which 
these pieces are reprinted with per-
mission. For more information you 
can contact him at: tsmith@wiglaf 
journal.com.
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uses your software to an end customer. 
Taxes should be applied to discourage 
activities, not as a penalty for accom-
plishing the desired goal. 

In a “price for reseller’s license” model, 
you are charging the direct customer for 
the software upfront and simultaneously 
transferring the risk and rewards of suc-
cessfully finding end-customers. As such, 
you are encouraging the direct customer 
to accomplish the stated goal. 

A more complex argument comes from 
analyzing the direct customer’s pricing 
latitude, and realizing that a price-per-
application sale puts him at a significant 
competitive disadvantage.

Symantec’s Non-Price 
Response
Symantec continues to challenge Micro-
soft’s foray into the computer security 
software market through a public rela-
tions campaign, but not by matching 
Microsoft’s lower price. Why? Because 
it’s more profitable.

We can understand the cost to Syman-
tec of a competitive price reduction by 
conducting a profit sensitivity analysis.  
While obtaining the prices for the enter-
prise editions of Symantec’s and Micro-
soft’s security applications is difficult, the 
prices of home and small office editions 
are readily available.  

As such, we can assemble the following 
assumptions and facts about the home 
and small office editions:

• Norton 360 is priced at $69.99 

• Microsoft’s OneCare is priced at 
$49.99 

• As a premise, software has zero or near-
zero marginal cost to reproduce and sell.  
All, or nearly all, costs for security soft-
ware are either sunk or fixed. Thus, the 
per-unit contribution margin for security 
software is at or near 100%.  

With this information we can conduct 
a profit sensitivity analysis to determine 
the required volume changes needed to 

make Symantec a winner if it matches 
Microsoft’s price.  

The analysis reveals that the 29% price 
drop required for Norton 360 to match 
Microsoft’s OneCare price would leave 
Symantec better off only if Norton ac-
quires 41% more volume. 

The most recent data publicly available 
at the time of this writing suggests that 
Symantec has a 62% market share com-
pared to Microsoft’s 1.6% in the U.S. 
consumer security software sector. Thus, 
if Symantec was successful in taking 
away Microsoft’s piece of the pie, it still 
would not gain enough customers to 
offset the price cuts.  In fact, even an 
industry-wide price decrease would not 
expand volume sufficiently to leave the 
firm better off.  

When a Giant  
Is a Weak Opponent
One might argue that Microsoft is a 
long-term threat; and, therefore, Syman-
tec should respond by all possible means 
to fend it off. But while the software 
giant may lead in many fields, its com-
petitive leverage in the computer secu-
rity market is limited to its distribution 
capabilities and tangential brand value 
proposition.  Also, both Symantec and 
MacAfee have the competitive advantage 
in terms of econo-
mies of scale and 
experience.  

Finally, most inde-
pendent computer 
security solutions 
tests indicate that 
Microsoft is at a 
product feature 
and benefit disad-
vantage.  

A competitive 
price response 
analysis (which 
rates the competi-
tion on its strength 
and a price reac-
tion on cost-to-
profitability) re-
veals that the best 

price response from Symantec is to ig-
nore Microsoft. (See Figure 1.)

Winning the PR War
Not responding on price does not mean, 
however, that one should be passive 
altogether. Symantec has other options 
to fight off an unwelcome, new entrant 
to its computer security niche. Price is 
only one of the four classical market-
ing variables. The others are promo-
tion, placement, and product. Of these, 
promotion is the easiest and quickest to 
implement.  

Recently I was contacted by a representa-
tive of Symantec’s PR agency, who cited 
the failure of Microsoft’s OneCare to 
pass third-party antivirus tests, includ-
ing a recent Virus Bulletin. Clearly, Sy-
mantec is turning up the PR volume on 
this issue. From a profit perspective such 
a campaign should cost the company far 
less than a price cut.  

Bottom line, Symantec has chosen to 
attack Microsoft publicly, but not to be 
drawn into a price competition. This 
seems a wise decision … for now. 

Editor’s note: To view the original essay 
with references, please go to www.wiglaf 
journal.com/Articles/2007/07-07-Syman 
tecsNon-PriceResponse.html.

Figure 1

A competitive price response analysis (which rates the competition on its 
strength and a price reaction on cost-to-profitability) reveals that the best price 
response from Symantec is to ignore Microsoft. See Figure 1. 

Winning the Public Relations War 
Not responding on price does not mean, however, that one should be passive 
altogether. Symantec has other options to fight off an unwelcome, new entrant to 
its computer security niche. Price is only one of the four classical marketing 
variables. The others are promotion, placement, and product. Of these, 
promotion is the easiest and quickest to implement. 

Recently I was contacted by a representative of Symantec’s PR agency, who 
cited the failure of Microsoft’s OneCare to pass third-party antivirus tests, 
including a recent Virus Bulletin. Clearly, Symantec is turning up the PR volume 
on this issue. From a profit perspective such a campaign should cost the 
company far less than a price cut.

Bottomline, Symantec has chosen to attack Microsoft publicly, but not to be 
drawn into a price competition. This seems a wise decision…for now.
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Savvy Customers Demand Smarter Pricing and Distribution

Don’t Leave Money  
on the Table
From “In a Tech Backwater, A Profit 
Fortress Rises” by George Anders, 
The Wall Street Journal, July 10, 
�007.

We see many very high-value-add prod-
ucts and services in a wide range of in-
dustries; most have pricing problems. 
From financial services to software to 
medical devices, suppliers complain 
about the commoditization of their of-
fers by increasingly sophisticated buyers. 
One “dirt company” doing a terrific job 
in this area, Linear Technology Corp., 
makes analog microprocessors. It com-
petes with firms, like Texas Instruments, 
in a business that has plenty of suppli-
ers, uses old equipment, and has been 
around for years.

Linear is unique in that its CEO, Rob-
ert Swanson, figured out long ago that 
he and his team had to “Price with 
Confidence.” If a customer pushes on 
price too much, then they walk away 
from the business. How? They start by 
forming a clear understanding of the 
value that Linear’s products create for 
customers. They know how their de-
vices perform relative to competitors 

and make that a foundation to develop a 
simple pricing strategy. 

In fact, Swanson’s focus isn’t revenue 
or market share, rather it is profit. This 
reflects our ongoing mantra: “Price for 
profits, innovate for growth.” Swanson 
requires that his managers understand 
their product’s value and not leave mon-
ey on the table. In a recent presentation, 
he insisted that the price of a $1.50 de-
vice be increased a dime. A dime? Yup, 
a dime. By focusing on a figure so small, 
he sends a clear signal to his employees 
that Linear “Prices with Confidence.” 
The result: The firm earns an additional 
$343 million in profit. Wow!

Linear’s biggest challenge may well be 
the attention that this Journal piece may 
bring. The big guys will come after some 
of the corporation’s markets. The com-
pany will have to learn some lessons 
from Intuit Software, which has made 
mighty Microsoft dance to its tune in 
the tax and accounting software sectors. 
Linear also must develop a strategy that 
shields its high-value markets from in-
tense competition and a price war. How 
will it do that? By continually innovat-
ing its own products away from its com-
petitors. 

One more thing. These guys follow the 
number one rule of business: Simplicity. 
No fancy strategy or tools, just a basic 
connection with customers, lots of brain-
power, and motivation.

Do You Have the Correct 
Distribution Strategy?
From “Detroit Confronts Surplus of 
Showrooms” by Neal E. Boudette, 
The Wall Street Journal, June 18, 
�007.

When you buy a car these days, most 
people know you start by deciding which 
model you want. The next step is to pull 
the dealer cost off the Internet. Finally, 
you find three or four dealers to compete 
with each other for business. Net result: 

you end up with a car for only a few 
hundred bucks over the dealer cost. 

This is a tough time for sellers. They 
used to increase revenues by offering 
vehicles to less market-savvy customers 
who could be counted on to pay close 
to the list price. The real problem is the 
auto makers have the wrong distribu-
tion strategy. 

Remember, there are three methods. Ex-
clusive distribution means you have only 
one dealer in a particular area or region. 
This is what Mercedes and Saturn do. 
This eliminates a lot of the price compe-
tition. Intensive distribution means that 
every possible outlet carries your prod-
ucts. Beer companies use this to ensure 
that, if you want a Bud, it is available in 
every cooler for you. In the middle lies 
selective distribution, where the com-
pany limits the number of dealers in an 
area and selects them according to cer-
tain performance and value-add criteria. 

The Detroit guys lost control of their 
distribution strategy long ago when 
they began to use their dealers to store 
their overstocks of cars. The assumption 
was “if we push the metal out to them, 
they’ll take care of the selling to final 
consumers.”

It has not worked. Instead, dealers alien-
ate high-value, loyal customers by charg-
ing too much (or by providing lousy ser-
vice) because they enter into price wars 
with close area competitors. 

GM, Ford, and Chrysler have between 
256 and 285 dealers per percentage point 
of market share. By comparison, Toyota 
has only 104. Its dealers don’t have to 
compete as much on price and can pro-
vide high levels of service to all custom-
ers.

So, what’s your distribution strategy? 
Have you lost control? Don’t worry. Now 
is a great time to learn a lesson that, even 
after 20 years, Detroit still struggles 
with. 

The Holden Advisors Newsletter 
offers thoughtful commentary and 
timely excerpts from leading media 
publications. In the first of two re-
cent essays from the newsletter, Dr. 
Reed Holden shows how to increase 
profits by learning to “Price with 
Confidence.” Reed will be leading a 
workshop on this topic at the October 
2007 PPS conference in Orlando, 
Fla. The second essay examines how 
the wrong distribution strategy can 
undermine a company’s pricing goals. 
For more information, go to www 
.holdenadvisors.com or call 
978-405-0020.


