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Rethinking the Industry
In the last decade, the global telecom-
munication industry launched inno-
vation after innovation but could not 
increase its market value in terms of 
revenue. That’s why pricing needs to re-
turn to the agenda of all CEOs, CMOs 
and CFOs throughout the industry. In 
this article, the author points out several 
pricing strategies that innovation driven 
industries, like the telecom and auto-
motive industries, can employ to har-
ness pricing as a tool to return to profit 
growth. Dr. Ekkehard Stadie is a part-
ner and global head of Simon-Kucher 
& Partners’ telecom practice. He can be 
reached at Ekkehard.Stadie@simon-
kucher.com.

Of the three profit drivers vol-
ume, price and costs, man-
agers typically pay the most 
attention to costs when it 

comes to boosting their profit. But they 
often neglect a vital part of the profit 
equation (volume x unit price – costs = 
profit): the price. Indeed, pricing tends 
to be undermanaged and underinvested 
in most companies. Managers do not 
realize that price is the most important 
profit driver: A 2% price increase alone 
would result in an immediate 20% bot-
tom line increase in the industry’s aver-
age. 

Learning from other 
industries
The impact of pricing or, more specifi-
cally, the effects of price increases (and 
the lack thereof) are illustrated by two 
industries: telecommunication and auto-
motive. Both are highly innovative. In-
novation can offer a company a key ad-
vantage because it justifies higher prices. 
Here is what happened.

In the last decade, the global telecommu-
nication industry launched innovation 
after innovation but could not increase 
its market value in terms of revenue. 
Amazingly, mobile data, DSL and mo-
bile voice services, available to nearly ev-
eryone, did not generate higher revenues. 
This was a result of fierce competition 
coinciding with a lack of price increase 
initiatives. Let’s look at some numbers. 
Nominal revenue in Germany’s telecom-
munications industry has risen by 5.2% 
since 2000 — not per year, but in to-
tal. If we factor inflation into the equa-
tion, this increase suddenly becomes a 
10% loss in real terms. The reason? The 
telecom players failed to convert innova-
tion into inflation-proof prices. Despite 
launching innovative products and high-
er volumes, the industry today is worth 
10% less in real terms.

Car makers, in contrast, know how to 
secure margins even though the units 
sold in mature volume markets such as 
Germany have declined. Since 2000, 
they have generated a nominal reve-
nue increase of 30%; in real terms, this 
equates to an 11% boost in Germany. 
Despite inflation, they smartly adjusted 
their prices. Smart bundling, product 
and price differentiation, and good price 
increase strategies all paid off. The auto-
motive industry has been able to trans-
form new, innovative products into high-
er prices. Some players in the logistics 
industry were even successful in educat-
ing their customers that price increases 
are a market necessity. It’s a positive sign 
when your clients call you and ask for 
the API (a KPI for the average price in-
crease) for next year to budget their costs 
accordingly. 

What went wrong?
The telecom industry can’t afford an-
other decade like the last one. Prices 
dropped even in saturated markets, inno-
vations were not monetized, price mod-
els made companies spend more capital 
without capturing value, and competi-
tion focused on the low-value segment 

— often with aggressive wholesale pric-
ing. The industry delivers so much val-
ue to its customers with products that 
have become must-haves. So who are the 
new, cool kids on the block now? The 
so called OTT (Over The Top) provid-
ers like What́ s App use the excellent 
network infrastructure of telecom com-
panies to make money and/or to take it 
away from the telecoms (additional cost, 
cannibalized revenues). In fact, the tele-
com operators have stopped growing. 
That’s why pricing needs to return to the 
agenda of all CEOs, CMOs and CFOs 
throughout the industry. Managers need 
to maintain a true profit culture, making 
sure that people focus on profitability in-
stead of market share or volume. 

2012 and beyond
In the past, pricing was only one tac-
tical instrument to penetrate markets 
quickly and get customers on board. 
Pricing strategy and pricing excellence 
are now becoming key strategic ele-
ments to return to profit growth. The 
five hot topics for the boardroom are:

1. Price strategy: Coordinating pricing 
at each end of the market

2. Inflation: Making companies infla-
tion-safe

3. Pricing architecture: Turning inno-
vations into money

4. Revenue models: Securing profits 
from text messages, voice and data

5. Price differentiation: Overcoming 
flat pricing in data

These aspects combine with various oth-
ers to pose a major challenge to the telco 
industry.

1. Price strategy: A lot of telecom pro-
viders suffer from uncoordinated strate-
gies. Past price pressure and price decline 
were caused mainly by second and third 
brand offers. While prices at the high 
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Telecom operators basically do what other service 
industries would never do: limiting sales AND reducing 
the customer experience. 

end of the market often stayed compa-
rably high, they plummeted at the low 
end due to competition among no-frills 
brands. In a lot of mature markets pre-
paid deals are now better than postpaid 
prices. Typically this is a result of an out-
dated or unstated goal hierarchy (such as 
share rather than profit) and the lack of a 
concise pricing strategy and framework. 
Each brand and segment needs defined 
roles and targets with clear priorities and 
no go’s. 

2. Inflation: Telco companies need to 
be inflation-safe. To exemplify the tre-
mendous impact of inflation on profit-
ability, let’s assume that our cost base has 
suffered from inflationary pressure and 
that costs have risen by 5% while pric-
ing has remained unchanged. What does 
this do to our overall profitability? Put 
into simple figures: revenue is 100, costs 
80 and profits 20. The 5% cost increase 
pushes costs up to 84. Profit falls from 
20 to 16. That is a reduction of 20%. 
Inflation therefore means boosting rev-
enue mainly by raising prices. But do we 
have a systematic price increase process 
that meticulously defines pricing tar-
gets, preparation, execution, and so on? 
A price increase is not a one-time mea-
sure; it has to be done again and again. 
Consequently, it has to be supported by 
a process that involves all relevant func-
tions from marketing and pricing to 
sales, controlling and top management. 
Price increase programs will require a 
major mind shift for telecom companies. 
This will be particularly tough in Europe 
and the US where inflation is new and 
therefore a much bigger challenge than 
in Asia or Latin America.

3. Price architecture: The industry 
cannot continue to charge by minutes 
and megabytes forever, otherwise it be-
comes a commodity business. The “pay-
per-screen” model is a viable alternative. 
Here, customers pay for each device they 
use, and all available services (access, 
content, security, etc.) are included in 
the monthly fee per device. For custom-
ers and households using several devic-
es, the price per additional device goes 
down. This gives telco providers three 

critical advantages. First, the market for 
devices is one of the few that continues 
to grow. Second, providers can create 
their own platform from which they can 
gain customer loyalty by offering new 
services. Third, the model combats the 
industry’s major weakness: turning inno-
vation into profits. 

With a service package based on used 
devices, innovations could help compa-
nies to stay ahead of the competition, to 
defend higher price points and to gradu-
ally introduce new products to customers 
without the initial entry barriers. It’s a 
revolutionary price model that’s incom-
parable to any other.

4. Revenue models: If we consider 
typical postpaid plans we detect a pat-
tern. Mobile voice is subject to flat fees 
or buckets, text messages are pay per 

use, and packs and flat fees are offered 
as bolt-ons. Mobile data basically has a 
flat fee structure with some restrictions. 
Although it is gaining importance, mo-
bile data’s impact on revenue potential is 
not only positive. It threatens profitable 
products such as text messages, which 
are a source of large profits with extreme-
ly low costs. Text messages now account 
for up to 20 percent of mobile commu-
nication firms’ profit. Providers have to 
find a way to secure SMS revenue. New 
offers must focus on customer value and 
integrate the advantages of competing 
technologies. For instance, concepts sim-
ilar to chatting by SMS with short re-
sponse times could be priced lower than 
standard text messages. Voice services 
will in the future be subject to fees with 
potential new dimensions such as qual-
ity and priority. Text messages will move 
away from pay-per-unit pricing towards a 
flat fee on top of a voice flat fee or com-

pletely new pricing metrics. Data itself 
will go from flat fees to a much more dif-
ferentiated pricing model. 

5. Price differentiation: Data is still 
wired with particular mobile data price 
plans. But how would the travel and 
leisure industry view this pricing mod-
el? To recap: Most data plans are cur-
rently marketed as unlimited, but in fact 
speed is limited after a data threshold is 
reached. Basically customers buy a buck-
et of megabytes they can eat up at full 
speed. After reaching the threshold, the 
fun stops. Let’s imagine for a moment 
that we’re in a Club Med resort where 
guests pay a daily fee that includes five 
drinks. Would the club operator ever 
refuse to sell a sixth or seventh drink to 
holidaymakers who have used up their 
daily allowance? Would staff be told to 
deliver drinks more slowly after the fifth 

is drunk and a sixth is ordered? Certain-
ly not! Telecom operators basically do 
what other service industries would nev-
er do: limiting sales AND reducing the 
customer experience. Data pricing has 
to change in the next year or two. CFOs 
will be reluctant to invest more capital 
in additional capacity if there is no up-
side revenue case. We expect much more 
differentiated and tiered pricing, based 
on a system with buckets rather than flat 
rates. Full speed will remain but requires 
a premium. Other price dimensions will 
become relevant: priority, plans differ-
entiated by maximum speed, temporary 
speed boosters, extra volumes and a re-
launch of time-based pricing to cope 
with peak demand.

All of these changes will require invest-
ments in pricing. Other industries real-
ized this long ago. Now it’s time for the 
telecom sector to follow their lead.




