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ABSTRACT
A survey of the literature found little on the use of pricing methods to overcome obstacles to the adoption of disruptive and innovative solutions. Examples from the telecommunications industry are provided. 

This paper provides examples where creative use of pricing was used to facilitate the introduction of disruptive and innovative client focused pricing. Price strategy and tactics are analyzed in how pricing fits a customer’s evolving style and sales approach and external environment and obtains suitable compensation from for telecommunication services found  under the heading of disruptive and innovative strategies and new ways of doing things. 

Specifically, Pricing is analyzed for telecommunication disruptive and innovative strategies in terms of how it:
a) Generates suitable cash or non-cash compensation for service or product related value.

b) Structures pricing plans and schemes that leverage the customer’s business, legal/regulatory and tax environments. 

c) Accommodates the customer’s internal corporate systems, strategies and strengths as well as its external clients. 

Ideas and approaches discussed in this paper have been market tested and brought to the market by product and market managers; sales representatives and customers of AT&T, Net2Phone (A former subsidiary of IDT, Inc.) and international telecom companies. 
Specific areas discussed in this paper include

· “Price Performance Strategy” for AT&T Business and Consumer Products and Services.

· “Total Value Selling” of AT&T Network Systems Technology Products

· International Pricing Tactics

· Alliance International Pricing 

· New Technology Adoption Pricing – Intelligent Vehicle Highway System (IVHS)

· Brand Development within an Arbitrage and New Technology Environment

INTRODUCTION 
              Pricing Strategy is a critical component for strategic innovation, technology adoption and change. While the “strategic innovation” literature recognizes that change and strategic innovation must deal with issues such as technology implementation strategy, technology sourcing and corporate innovation management.  But the role of “strategic pricing”  is treated as almost as an afterthought in the  literature (Burgelman, Christensen and Wheelwright,(2004);  Christensen, Anthony and Roth (2004); Christensen, Baumann, Ruggles and Sadtler (2006); Christensen, Johnson and Rigby, (2002); Christensen and Raynor (2003) ; Christensen, Raynor and Verlinden (2001); Christensen, Verlinden and Westerman, (2002); D’Averni, Richard, (2002); Fournier, Pierre,  (2006); Patki, A.A, (2006) ; Snyder and Duarte (2003); Tellis, Gerard J. (2006);  Wolpert, John D (2002))
For example, the value chain evolution (“VCE”) theory
 (Christensen, Anthony and Roth, Seeing What’s Next 2004) –suggests that to successfully compete you need to control the parameters of the value chain that drive performance along dimensions that matter most to customers. However, the extensive literature on VCE does not take into account the need to include pricing as one of these parameters and the need to integrate pricing approaches in way that are most meaningful to customers.

Kent Monroe observes, “Pricing decisions are complex and important” and that “Pricing is a multidisciplinary and multifunctional subject. From an organizational perspective, it is a responsibility for top management that encompasses financial, marketing, and legal considerations” 
 (Monoe 2003) and should not be, as is unfortunately often done by the seller, a last minute passive decision,  just before product introduction
. 

This passive approach is also observed in areas where creativity is embraced– Disruptive Innovation
.  While introducers of disruptive innovation focus is on bringing new features to the market they are passive about pricing and do not focus on the disruptive power of pricing innovation
.

In line with Monroe, as a first step, effective pricing needs to be developed in an “integrative framework” where “economic and marketing principles are synthesized with accounting and financial information to form a basis for analyzing pricing alternatives within legal, organizational, and competitive constraints (my italics).”  

However to be an agent for strategic innovation, technology adoption and change, we require that pricing leverage legal, organizational and competitive environments as well as product/service attributes in the integrative framework.  This is particularly true when disruptive technologies stimulate counter strategies and resistance to impede innovation development.

Pricing needs to leverage environments in the way they use new technologies to maximize suitable cash and non-cash compensation for the Corporation’s services and products. Environments, as appropriate, should serve as platforms for pricing opportunities and not be limited as a constraining factor on pricing strategies and tactics. Pricing strategies and tactics need to be an integral part of the marketing mix for new disruptive technologies and new way of positioning products and bring them to market.

In this paper we provide price strategies and tactics used in telecommunications that was used to introduce new technologies or new ways in distributing products and services. In each example the pricing strategy and tactics were a critical component for strategic innovation, technology adoption and ground-breaking change.

We describe pricing structures that leverage and are consistent with customer systems, strategies and strengths as well as extant structures, styles and sources.  

In line with this perspective, we provide and analyze in this paper examples on how pricing blends with the marketing mix terms of how it:

1. Generates suitable cash or non-cash compensation for service or product related value.

2. Structures pricing plans and schemes that leverage the customer’s business, legal/regulatory and tax environments. 

3. Leverages and accommodates the customer’s internal corporate systems, strategies and strengths as well as the customer’s external clients. 

4. Complements existing and evolving style and sales approaches.

Examples discussed include:

· Price Performance Strategy for AT&T Business and Consumer Products
 and Services.

· Total Value Selling of AT&T Network Systems
 Products

· International Pricing Tactics

· Alliance International Pricing 

· New Technology Adoption Pricing – Intelligent Vehicle Highway System (IVHS)

· Brand Development within an Arbitrage and New Technology Environment

For each example, the approach followed is to provide an overview of the situation driving the pricing strategies, strategic direction and tactics followed by the pricing approach. 
PRICE PERFORMANCE STRATEGY FOR AT&T BUSINESS AND CONSUMER PRODUCTS AND SERVICES
At the time of 1982 AT&T divestiture, AT&T’s telecommunication equipment products 
were moving from a supplier-oriented environment to a customer-driven environment.  

AT&T was, and was expected to remain, the market leader for telecommunication products.  Regulation was, and was expected to remain, an environmental factor.  Capital based and cost plus rate base regulation, driven by regulatory depreciation (Insert footnote: This is depreciation schedules mandated by regulatory agencies), hovered over the pricing environment.  Regulators were creating an environment where competitors were encouraged to compete with AT&T.  

To be competitive in such an environment, the strategic intent of AT&T was to position pricing of its new generation customer exchange equipment and system and terminal equipment pricing against competition and also relative to AT&T’s older generation of products.  Pricing was needed as an inducement for customers to migrate from older technology to new technology.

Specifically, differential pricing applicable across the board of AT&T’s product families that migrated customers to AT&T’s new generation of products.

Pricing strategies and tactics needed to encompass this included:

1. Customer telecommunication market needs

2. Price/performance of the new generation of products

3. Customer’s willingness to pay for value 

4. Pricing encouragement to migrate from the old technologies to new technologies.

The pricing approach taken was to develop a “pricing framework” that preserved consistency of pricing tactics with overall business product objectives. 
This was first done first for the business market and later expanded to encompass the consumer market.

The framework’s tasks were:

Task  1 Establishing Macro Markets.

Macro Markets is a segmentation of the market in terms of customer’s aggregate use us of all telecommunication product and services.  (Footnote: Often these segments were equivalent to Industries.)

These markets were based on an inventory of AT&T’s and competitors current and future technology. The technology was encoded through telecommunication functional capabilities matched with customer value as determined by how much customers would be willing to pay for these capabilities.

This was done by:  1) Using existing products to define extant functional capabilities  2) Estimating emerging telecommunication user needs in terms of the segments need to meet growth objectives, optimize profits, meets environmental considerations and other appropriate objectives.  3) Determining the customer willingness to pay, as appropriate, for individual capabilities and/or combination of these capabilities as aggregated into products and services.

An output of this task was an outline of the segment’s rational or normative technology migration path for each segment.  In addition, the task provided a database and forecast of how much money each segment would be willing to pay for moving across this path.

Task  2 Estimating AT&T’s Gross Market across Task 1’s Macro Market’s 

AT&T was the dominant vendor. AT&, in its developing customer-driven market-orientation role, was in a position to support, as appropriate, the market’s telecommunication needs of each of Task 1’s macro markets. Appropriateness was determined by regulation and profitability considerations. 

Task  3 Product and Service Mapping

Existing products and services were then mapped into the Task 1’s segments.

Task  4 Pricing developed for each product and service
Pricing was developed in line with other elements of the marketing mix. Pricing tactics included:  1) Defining of price/performance relationship across each of the new product lines. 2) Performance was determined by customer value.  3) These relationships were developed to be consistent with existing products. Performance levels drew liberally from the data base established in Task 1.  4) Establishing rate structures, payment plans, underlying terms and conditions and price levels encouraging the migration from old technology to new technology.  5) Creating a means of non-cash compensation for AT&T customers with a trade-up program. AT&T created a trade-in strategy together with a network of vendors to buy AT&T’s old technology thereby providing the customer a hedge against obsolescence.  This contributed to the brand value of AT&T’s Business products.

Task  5 Determine prices to optimize market share and profits

Within the above framework, pricing was fine tuned using Conditional Logit Models to optimize market share and the bottom line.

As indicated above the framework was expanded to include AT&T’s consumer products.  The approach taken was to treat the household as a ‘minifirm’ within a societal framework. Customer needs and consumer behavior were driven by a minifirm’s desire to optimize its present life style and standard of living. Customer value and product performance was defined by material and societal well-being and self-regard.

The pricing strategies and tactics leveraged evolving customer-driven telecommunication environment. It enhanced AT&T’s evolving into a marketing driven company. The pricing strategies and tactics were critical, and revolutionary for AT&T, evolvement from a cost based regulatory pricing mode of thinking that it followed for a century.
TOTAL VALUE SELLING AT&T NETWORK (AT&T-NS) SYSTEMS TECHNOLOGY SYSTEMS TECHNOLOGY PRODUCTS
AT&T Network Systems sold equipment and software to Telcos (Telephone Companies)
. Telcos then used these capital assets to provide telecommunication services to business and consumer end user customers.  AT&T-NS was the industry pricing leader and the dominant supplier of telecommunication equipment and operating software to the Telcos. The challenge was for Telcos to pay a premium for AT&T-NS superior technology.  Telcos needed to continue feel that when purchasing AT&T-NS technology they were investing in a superior long-term business asset.

AT&T-NS’s pricing strategy and tactics encompassed a total value selling approach by focusing on the regulated environment Telcos needed to deal with.   The environment driven by business and consumer end users and external regulation was a factor in AT&T-NS pricing strategy and tactics.

Environmental and regulatory issues challenging Telcos included:

· Moving from a cost plus regulated environment to a deregulated environment.
Telcos, under regulation, recovered their respective capital asset investments through regulated approved annual Telco revenue requirements. The revenue requirements were based on regulator permitted costs plus an allowable rate of return for these costs. Regulators assured that Revenue requirements were in line with regulator approved costs. The prices that Telcos were allowed to charge consumer and business customer end users were determined by revenue requirements permitted by regulators.

Rate base costs were the means for Telcos to recover their hardware and software investments. For example, Telco’s capital investments were recovered by allowing an annual contribution of capital depreciation to rate base costs. The depreciation costs followed schedules determined by regulation rules of accounting. 

Regulatory depreciation schedules were devised when the telecommunication industry was monopolized and Capital investments could be managed. Under regulatory accounting rules, equipment required from 12 - 60 years to be fully depreciated. In order to keep end user rates low, Telcos were expected to and needed to keep capital equipment in use for a considerable amount of time in order to recover its full capital investment through depreciation. If equipment was removed from use before equipment was fully depreciated, Telcos faced the prospect of not recovering non-depreciated costs. Telcos faced an unrecoverable write-off. Telco had an inventory base consisting of vast amounts of old technology that was not close to being fully depreciated under regulatory accounting.  This resulted in discouraging Telcos from modernizing their equipment. In addition, Telcos had vast inventories of old technology capitalized on its books and that was not even close to being fully depreciated. 

· When these regulated and unregulated products and services jointly shared hardware and software, regulators respectively kept cost floors on regulated products artificially low and on unregulated products artificially high 
Telcos were working in an environment where regulated and unregulated services shared common hardware and software platforms.  Regulative processes forced Telcos to have a high cost floor for unregulated products and, as a result, forced Telcos to have noncompetitive high prices for services provided in the unregulated arena.  This was done by having the bulk of joint costs shared by regulated and unregulated services applied to unregulated costs, thereby, keeping costs supporting regulated services down. Regulatory agencies were biased against unregulated services because this resulted in keeping regulatory tariffs low, by allotting costs to the unregulated services.  

· The Investment Tax Credit was being eliminated. 

The Federal tax code eliminated the Investment Tax Credit on capitalized investments. This meant that Telcos would not be able to obtain a 10% credit on their respective tax returns for capital purchases they made from Lucent. 

· Telcos Centrex offerings were coming under pricing pressure from PBXs. 

Telcos provided for business customers a service of centralized extensions called Centrex. Centrex is a PBX-like
  service providing switching at the central office instead of at the customer's premises. 

Telcos own and manage communication equipment and software used to support Centrex service telecommunication services Telcos sell to end user business customers. End User business customers expense payments to Telcos. Prices or tariffs Telcos were permitted to charge end-users were constrained by the Regulators annual allowable revenue requirements.

On the other hand, End-User business customers own the PBX equipment with respective rights for software use. Equipment is usually capitalized on the end-user’s books. Providers of PBX equipment prices to business end users were not constrained by regulators.

AT&T-NS wished to sell Telcos with the new innovative technology encompassed in it 5ESS switch to support their respective Centrex services.
 Telcos wanted their costs to be in line with their revenues.

Telco Accounting regulation required Telcos to expense right to use Software fees paid to AT&T-NS.  Telcos could not amortize the fees.  Telcos wished to have a means of having these costs match software generated revenue on their books.

· AT&T-NS saw that there was a huge opportunity for Telcos to extend the Centrex Offering to small business customers.

To deal with the environmental and regulatory issues Telcos were facing, AT&T-NS strategic intent was to integrate pricing into its marketing mix of new technology so that Telcos would not be concerned with the new technologies’ risk, be able to budget appropriately, and to have communication services with Telco appropriate pricing strategies and tactic.

A pricing program was created addressing and leveraging Telco legal, organizational and competitive environments that:

(1)  Marketed to Telcos savings and revenues

(2)  Helped Telcos manage regulatory concerns

(3)  Focused on the entire package provided to Telcos 

(4)  Promoted strategic partnering.  

The pricing program included the following:

· Purchase /  Leasebacks - to remove old technologies off the books and to accelerate regulatory depreciation schedules

· Leasing and other financing and pricing concepts - that leveraged the customers’ tax and regulatory environment.

· Consultations - provided to Telcos on alternative financing methods and tariff proposals that enhanced the customer revenues and the value of the product.

· Pricing structures - embracing licensing, revenue sharing and executory contracts. 

These programs were designed with a ‘Tariff Engineering’ program. AT&T-NS prices were designed to provide Telcos with Tariffs fitting in with their marketing plans. In addition, these programs were designed with the intent so that unregulated product and service revenue did not subsidize regulated products and services.

AT&T-NS pricing to Telcos through Executory contracts allowed equipment and software to be treated as expense items instead of capitalized items on the Telco’s books. Telco capital exposure on its balance sheet was reduced.
This was supplemented by Telco’s sharing of risk with AT&T-NS. This was done with revenue sharing schemes where expense payments were delayed so that they could be tied in with the end user use of the equipment and payment of revenues to the Telcos. In addition, a special program through executory contracts was created for Operating Software so that Telco expense payments were in line with revenues earned from the Operating Software.

AT&T-NS Executory contracts and leases also were also proposed to separate regulated and unregulated products and service joint costs. As a result, regulatory agencies would be precluded from devising methods of allocating shared regulated and unregulated Telco costs.  
AT&T- NS’ pricing through executory contracts, leases and revenue sharing did the job. AT&T-NS’s pricing of hardware and software provided to Telcos through executory contracts and leasing tied regulated costs to regulated products and services and unregulated costs to unregulated products and services use 
A program of consulting to Telcos on Centrex price techniques was designed that enhanced Centrex’s value driven off the 5ESSs with its new telecommunication technology against PBXs. The key pricing innovation introduced was a “Service Arrangement”.  This innovation made Lucent’s ‘Small Business Marketing Initiative’ program one of the most successful programs that Lucent supported.
A Service Arrangement is analogous to a true lease for IRS tax purposes.  An additional advantage is that it does not have to be included on the Centrex customers’ books – not even as a foot note. Centrex customers were able to treat their payments as an expense on their tax returns. In addition, they did not have to obtain financing or keep equipment as capital expenditures on their books. The Telco supporting the Centrex service would have the use of the tax depreciation for the equipment.

The pricing strategies and tactics leveraged the changing competitive environment that AT&T-NS was facing as well as changing regulatory and tax environments. Telco Capital and expense expenditures were managed on Telco books.
INTERNATIONAL PRICING TACTICS
International customers provided unique situations that required specific pricing tactics to stimulate customer’s to purchase AT&T-NS technology.  For example:

· Former Soviet Republics had a strong need for Western telecommunication technology. However, they had a severe shortage of hard currency. Imports had to be balanced by exports of approximate equivalence. Precious foreign currency had to be preserved and not consumed.

· In the Caribbean, Telcos experienced the following issues which preceded their purchase of AT-NS equipment. 

1. A limitation on the amount available to spend on capital expenditures. AT&T-NS investigated the possibility of providing these Telcos with operating lease solutions. The Caribbean Telcos would be able to pay an annual amount treated as an expense on its books. Thus, this payment would not be considered a capital expenditure. However, the Government provided a service tax on the order of 27 % for such leases.

2. Capital equipment imported into the country paid import taxes of 15 - 30 % of the invoice price. It was suspected that some of The Caribbean Telco’s competitors found ways of avoiding paying the import taxes and as a result there communication services were more competitive.
 The Caribbean wanted a legal way to reduce import taxes.

3. Future settlement payments tied to international long distance calls were encumbered with long term financing arrangements entered under Overseas Private Insurance Corporation (OPIC).

Caribbean Telcos financed their purchase of equipment with settlement payments tied to international long distance calls. U.S. and the respective Caribbean country shared revenues earned on telephone calls made between the U.S and the Caribbean Country.  The amount owed to the Caribbean country was greater that the amount due to the U.S. This process resulted in a settlement payment owed from the U.S to the Caribbean Country.  These funds were used to support the financing of equipment purchased from the U.S. Proceeds from the settlements payments were used to pay Financing costs. However, the settlement funds were encumbered by OPIC agreements. Specifically, financing agreements done previously with OPIC precluded these funds for new long term financing agreements. 

The strategic intent was to provide financing through pricing mechanisms so that AT&T-NS customers would have with what to purchase AT&T-NS products. 

For these situations the following pricing tactics were proposed:

· Pricing for the former Soviet Republics was set up within a labor-barter structure.
  The solution included the following

1. Telecommunication imports to the former Soviet Republics were balanced by the use of programmers lent from the former Soviet Union Republics. 

The program proposed included:  
a. Programmers were to reside in the U.S for a period of five years; 
b. for every 5-year contract, $100K of counter trade would be issued; 
c. Management of the programmers was to be outsourced to an outside Consultant House vendor. 

2. Monies saved by AT&T-NS by using these programmers were used to finance AT&T-NS products.
The attraction for this proposal was that even though the programmers were paid considerably more than they would have earned if they were in the Former Soviet Republic they would be paid less than a U. S. programmer. 

Also, the former Soviet Republics would not have to reduce their foreign reserves of which they did not have much of at that time
.

· For Caribbean Telcos, an unbundling price structure combined with risk sharing was proposed. 

Software “right to use”, maintenance, training, warranties and support were unbundled from equipment prices.  This usually resulted in a reduction of about 40 % on the import invoice and the Telcos capitalization. Unbundled costs were treated as expenses.

The 40 % reduction in capitalization was not subject to the import taxes of invoice prices or subject to the service tax. 
· A risk sharing arrangement and Settlement Payments arrangement was used to collect the unbundled expense payments with the Telco. 
These services were performed outside the Caribbean countries and were not subject to service or import taxes.  Payments made to AT&T-NS in the Risk sharing arrangement was not considered financing. As a result, payments could be collected from settlement monies. Specifically, risk sharing arrangement freed settlement payments from OPIC encumberments since the risk sharing payments was considered a working cost instead of financing.  As a result AT&T-NS could collect payments from settlements.

The pricing strategies and tactics leveraged the changing world environment and the customer’s ability and means to provide compensation for telecommunication products and services. They also provided AT&T’s customers an incentive to adopt new technologies. 
ALLIANCE INTERNATIONAL PRICING 
WorldPartners Company (WPC) was
 a company launched by AT&T, Japan’s KD&D and Singapore Telecom. WPC was an alliance of its members who were leading international telecommunication. Its purpose was to market its member’s telecommunication services to multinational corporations under its WorldSource© Brand.
  The services consisted of data communication services such as frame relay and voice communication services driving business Telephony’s disruptive technology environment.

This was the first time that telecommunication products and services were marketed and distributed by an alliance and under a single unified band. 

It should be noted that although, these services were marketed under a single band each component of the services were priced by respective WPC members providing the respective services provided by that WPC member.  This created a challenge.

The environmental issues faced by WPC were that:

· Each WPC member had a different pricing strategy and pricing structure.  The pricing structure was in line with that Member’s overall pricing terms and conditions.  

· A usage discount would create a situation where smaller WPC Members would be subsidizing larger WPC Members.

The strategic challenge was to have WPC Customer’s perceive the WorldSource© Brand as coming from a single company, WPC, even though the product was an alliance based product. 

For example:

· WPC’s customers were demanding a simple price structure that they could easily understand. The multinational’s were also demanding a discount based on overall WorldSource© Usage for all WorldSource© services regardless of which member provided the service. 

· WPC pricing policies and a pricing template consistent across the Membership yet allowing for specific Member’s country requirements was required.

To deal with these issues the following WPC pricing strategy and pricing structure was implemented:

1. A WPC pricing template was developed that:

· Was robust enough to include specific pricing structure requirements of the  WPC Member 

· Could facilitate bids to multi-national companies 

· Would project the truly global nature of WPC products and services and the WorldSource© brand to WPC’s multi-national customers.

2. Advancement of strategies that promoted WPC teamwork and telecommunication strategies such as Frame Relay
, a Computer Network disruptive technology. Frame Relay was a data telecommunication service provided under the WPC WorldSource© brand.

· WPC advanced a Frame Relay pricing strategy promoting WPC international customer use of the WPC network.  

The focus of the strategy was to discourage hubbing arrangements that degraded performance, downplayed networking capabilities of the service and made network management more difficult.  

To do this the following pricing structure was advanced:

· The port charge was a significant portion of the overall price.

· Network charges were priced considerably lower. 

· WPC developed a Discount Program where Members could promote their specific non- WorldSource© Product and services. The discount was, thus, attractive to smaller WPC Members because it permitted them to promote their specific branded products to Multi-nationals.

The pricing strategies and tactics provided the alliance to meet the challenge of being able to market telecommunication products and services as an alliance without compromising the strengths and capabilities of the alliance membership and having WPC customers perceive the alliance as single vendor. In addition WPC was able to market new technologies such as frame relay with a unified world wide strategy.

NEW TECHNOLOGY ADOPTION PRICING-INTELLIGENT VEHICLE HIGHWAY SYSTEM (IVHS)

AT&T Network Systems was marketing its telecommunication products and technology to support a new highway technology called “Intelligent Vehicle Highway System” (IVHS). IVHS encompasses a range of smart car and smart highway technologies. 

IVHS is a telecommunication disruptive technology that includes advanced traffic management systems, designed to make traffic flow more efficiently. It includes streets with timed traffic lights and smart lights which signal you to stop when the opposing traffic appears and regional traffic-control centers to control traffic. It also includes automated toll collection systems. 

The challenge facing AT&T Network Systems was to have a pricing structure that would:

· Induce highway authorities to invest in IVHS technology. Specifically, monies had to be found in highway authority budgets to pay for the new technologies.

· Ensure that different highway authorities invest in compatible technologies. It was important that different parts of the country would not invest in incompatible IVHS technological solutions.

· Encourage motorists to invest in electronic medallions to be placed in their cars. The medallions were an integral part of the IVHS technology tied to automated collections systems.

The strategic focus of the pricing was to induce highway authorities to invest in this new disruptive technology, IVHS, and to have motorists use IVHS services. 

AT&T Network System’s pricing strategy focusing on having highway authorities invest in IVHS technology included:

· A discount for the Traffic Authorities in the North East Corridor.  Since the North East Corridor consisted of 50 % of the tolls in the U.S., the adoption of North East Corridor toll authorities of compatible technologies would create a critical mass for these strategies. As a result it was expected that the rest of the country would follow and adopt compatible IVHS technology. 

· Cost saving sharing, revenue sharing and expected expanded franchise rights for automated toll collections and ancillary services as payment for AT&T Network Systems technology.  

Traffic authorities could pay for new technologies through cost sharing and Revenue Sharing. For example, when traffic authorities adopted automated toll collections systems traffic authorities would achieve a considerable saving in that they would not have to build and maintain new terminals with ever increasing toll road traffic. The pricing scheme involved was that a fraction of traffic authority savings would be payment to Network Systems. In addition, traffic authorities would not need to request new monies or additional funding to pay for the terminal since payment could be taken from already appropriated traffic authority’s budget for building and maintaining new terminals required to support toll use growth. 

Revenue sharing could be done through a transaction fee. For example, automated toll collection systems require the collection and processing of tolls.  Part of the motorist toll payments would be paid to AT&T Network Systems. This payment would also include a transaction fee to AT&T Capital Corp for processing toll transactions.

At that time, AT&T Capital Corp supported AT&T Network System’s equipment sale financing and managed transaction processing technology of its AT&T Universal Credit Cards.

· Franchise Rights.  

AT&T Communication , AT&T Capital Corp and AT&T Network Systems would share transaction and commission fees as the technology was expected to expand to other services where consumers used the medallion tied to automated toll collection for other highway transactions such as lodging, food, and emergency road repair. 

· Medallion Deposits and Cost Sharing with Motorists would provide a float that provided revenue.

AT&T Network Systems recommended that Motorists be required to leave a refundable deposit with the transit authorities in exchange for the medallion supporting automated toll and other IVHS services.  These deposits would be refunded to motorists when upon return of the medallion to respective transit authorities. Also to induce motorists to sign up for the medallion, it was recommended that traffic authorities provide motorists a discount on toll charges that reflected in the authorities cost savings.

The pricing strategies and tactics leveraged the budgeting environments and risk averse perspectives of traffic authorities. Natural resistances to the IVHS disruptive and innovative technologies were addressed through pricing. 
BRAND DEVELOPMENT WITHIN A NEW TECHNOLOGY ENVIRONMENT
Net2Phone
 developed a Voice over IP (VOIP) network to provide telephone calls using the Internet. Net2Phone had the advantage of being a software company with a telecom termination company, IDT, as a parent. 


Net2Phone VOIP access software was a stand alone product in its own right and existed in a very competitive marketplace. The driving asset for product creation and value realization was the termination interconnections forged by the parent company IDT (to terminate calls through their prepaid calling card calls). The important larger relationships were won by selling the termination services as well as access software.

VOIP calls originate in two ways.

1. Through a  land line with a telephone and access number 

2. Through a modem and PC.  

Distribution of this service was directly to the consumer through wholesalers and through strategic partners. The basic pricing strategy was to have prices that were lower than long distance and international call tariffs.

The environment also consisted of other discounters of long distance and international calls. Some offered service from a modem and PC. Others offered service from a telephone. The challenge for Net2Phone was to have consumers use its service and establish itself as a brand among these other telephone call discounters and allow a price differential.

The strategic challenge was to ensure that the consumer of telephone calls though the phone cards
 would have competitive, if not lowest, prices for international calls by leveraging  the direct control of it its parent, IDT, access development and termination.  Pricing was developed creatively in line with product development
.

Pricing in this environment was customized based on segment costs and competitive situations.  Dynamically changing incremental costs and upstart competitors were constantly monitored. Pricing strategy and tactics suggested included developing:

· Dynamic pricing in the Priceline venture
. Net2phone provided telecommunication services to Price Line which sold them to bidders who providing bids above a threshold value.
Priceline provided Net2Phone with data including the number and amount of customer bids that fell below these threshold values. 
This provided Net2phone with a floor of prices and the ability to evaluate price elasticity of telephone messages.

· Consistency and compatibility across Net2Phone product lines

· Bundling  and tie - in strategies 

· Pricing structures that minimized implicit cross subsidization 

· Pricing tactics and structures geared to partner and wholesaler environments 

The pricing strategies and tactics leveraged the advantage of being a software company with a telecom termination company, IDT, as a parent. In addition, pricing strategies were devised on how to get customers to purchase telecommunication services using new underlying technologies.
CONCLUSION

It is imperative that when the manager assesses the firm’s capabilities for strategic innovation, technology adoption and revolutionary change the manager identifies, assesses and leverages the firm’s innovate and creative pricing capabilities and ensures that  these capabilities complement, enhance and are an integral part of the firm’s overall strategy.

In this paper,  we have provide examples of how pricing tactics can be an inherent part of the value chain evolution (VCE) in terms of the customer’s internal corporate systems, strategies and strengths and its external clients, how pricing can leverage legal, organizational, and competitive constraints, and how pricing can enhance the marketing mix in  overcoming roadblocks to new technologies and new modes of distribution and enhancing the value of disruptive technologies when it is being introduced to the market place. 

We have illustrated how pricing strategies and tactics leverage the firm’s innovate and creative pricing capabilities and ensure that these capabilities complement, enhance and are an integral part of the firm’s overall strategy for: 
· Price Performance Strategy for Business and Consumer Products and Services strategically leveraged the evolving customer-driven telecommunication environment and enhanced AT&T’s evolving into a marketing driven company.

· Total Value Selling of technology products strategically leveraged the changing competitive environment and changing regulatory and tax environments that AT&T-NS was facing.

· International Pricing strategically leveraged the changing world environment and international customers’ ability and means to provide compensation for telecommunication products and services.

· Alliance International Pricing strategically worked on the challenge of being able to market telecommunication products and services as an alliance without compromising the strengths and capabilities of the alliance membership and strategically leveraged the international environment to be being able to market new technologies such as frame relay with a unified world wide strategy.

· New Technology Adoption Pricing – Intelligent Vehicle Highway System (IVHS) strategically leveraged the natural resistance of market customers and end-users to this new disruptive and innovative technology.

· Brand Development within a new technology environment strategically leveraged the advantage of being a software company with a telecom termination company, IDT, as a parent and the delivery of telecommunication service through a new medium.

In conclusion, pricing can strategically enhance value chain evolution (VCE), strategic innovation and survival in changing markets as well as enhancing the value to the market place of disruptive and innovative technologies. Pricing can strategically leverage and enhance customer’s internal corporate systems, strategies and strengths and external clients, legal, organizational, and competitive constraints, and the marketing mix in overcoming roadblocks to new technologies, new ways of doing things and new modes of distribution. 

The author would like to acknowledge the advice provided by Martin Gupta, Pauline Rubinstein, James Sherman, Steward Scheyd and Leslie Small. Part of this work was done when the author was an adjunct Professor at New York Institute of Technology - Business Department.
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Footnotes
�


�





� Christensen, Anthony, Roth (2004) “Seeing What’s Next”, Introduction xxi


� See Monroe (2003) “Pricing” Preface vii.


� Nagle and Holden(2002) “The Strategy and Tactics of Pricing” reiterate this thought by noting that “Few companies proactively manage their businesses to create the conditions that foster more profitable pricing..” Page 1


� Christensen, Anthony, Roth (2004) “Seeing What’s Next” – Disruptive Innovation (disruptive innovation theory) is defined “as an innovation that cannot be used by customers in mainstream markets. It defines a new performance trajectory by introducing new dimensions of performance compared to existing innovations.” Christensen, Raynor (2003), The Innovator’s Solution, Page 34 further explains that “Sustaining innovations are the incremental year-by-year improvements that all good companies grind out.”  Sustaining innovations also include “breakthrough, leapfrog-beyond-the competition products.” Sustaining Innovation targets demanding, high end customers with better performance then was previously available while “Disruptive innovations, in contrast, don’t attempt to bring better products to established customers in existing markets. Rather, they disrupt and redefine that trajectory by introducing products and services that are not as good as currently available products. But disruptive technologies offer other benefits- typically, they are simpler, more convenient, and less expensive products that appeal to new or less-demanding customers.” Sustaining innovations also include “breakthrough, leapfrog-beyond-the competition products.”


� For example, Christensen and Raynor (2003) do not mention pricing strategy and tactics in their game plan, How to Turn the Innovator’s Dilemma into the Innovator’s Solution, for innovators and disruptors. Pricing is only mentioned in that “price points” should not be used for segmentation (See 5 below). 


How to Turn the Innovator’s Dilemma into the Innovator’s Solution


Target only those customers and markets that look unattractive to every established competitor. If an idea is sustaining (an improved version of an already available and popular product) relative to even a single competitor, the idea will not succeed as a disruption.


Try to compete against non-consumption: customers who are currently unable to use currently available products at all, either because they can’t afford them or are too inexperienced to use them. These markets have the most potential because these customers will compare your product to having nothing at all, and so will be thrilled to buy it even if it’s inferior to currently available products.


If there are no non-consumers available, explore the feasibility of a low-end disruption instead: customers who can’t use all the functionality they currently have to pay for and who won’t pay premium prices for upgraded products. If this isn’t possible either, and you’re not an industry incumbent, don’t invest in the idea.


When searching for ideas with disruptive potential, look for ways to help customers get done more conveniently and inexpensively what they are already trying to do. Don’t invent new problems for customers to solve—they won’t reprioritize what’s important in their lives just because your product is available.


Don’t segment markets according to readily available data such as product type, price point, or demographic category. Segment the market in ways that mirror the jobs that customers are trying to get done. 


Watch the low end of the market for changes in the basis of competition—that’s where the new opportunities usually lie.


Focus on developing competencies where the money will be made in the future, not on the skills that made you successful in the past. Future profits will be made at the point in the value chain where the product or service is not yet good enough. 


Don’t rely on your snap judgment about your firm’s core competencies when determining where a new venture should “live” and how it should be structured. The resources, processes, and values that allow your core business to thrive may well prevent great new ideas from succeeding. 


Ensure that the channel companies that will distribute your new product also have the processes and values—the right methods and motivations—to enable success.


The managers in your organization who have most consistently delivered results in the past may be the least skilled at delivering success in new-growth businesses. When choosing the new management team for your venture, ensure they’ve already grappled with the same kinds of problems they’re likely to encounter as they guide your new venture.


Don’t assume that your initial strategy is the “right” strategy for a potential disruption. Create a plan to accelerate the emergence of a viable strategy in terms of products, customers, and applications—and don’t invest irrevocably in any strategy before there is evidence that it works.


Be impatient for profits, but patient for growth. Enduring years of substantial losses in the belief that it will help a new business become huge and profitable is a bad idea. Demanding early profitability will save years of losses that come from pursuing the wrong strategy for a long time—and help your team hit upon a truly viable strategy more quickly.


Keep your company growing while it is robust and profitable. Disruption requires a long runway before a steep ascent is possible. Waiting until corporate growth slows down often raises the pressure to grow very fast—which can lead to big and often fatal mistakes. (Source: The Innovator’s Solution; Harvard Business School Press; 2003)


�  See Monroe (2003) “Pricing”– Preface vii.


� D’Aveni, Richard (2003) , “The Empire Strikes Back: Counterrevolutionary Strategies for Industry Leaders” Harvard Business Review , Vol. *9 Issue 11 P 66-75


� AT&T Business and Consumer Service was reorganized into  AT&T Information Systems 


� AT&T Network Systems evolved from what was previously called Western Electric Co.; Western Electric Co. was assumed under the corporate charter of the new � HYPERLINK "http://en.wikipedia.org/wiki/AT%26T_Technologies%2C_Inc." \o "AT&T Technologies, Inc." �AT&T Technologies, Inc.� on � HYPERLINK "http://en.wikipedia.org/wiki/January_1" \o "January 1" �January 1�, � HYPERLINK "http://en.wikipedia.org/wiki/1984" \o "1984" �1984�. In � HYPERLINK "http://en.wikipedia.org/wiki/1995" \o "1995" �1995�, � HYPERLINK "http://en.wikipedia.org/wiki/American_Telephone_%26_Telegraph" \o "American Telephone & Telegraph" �AT&T� changed the name of AT&T Technologies to � HYPERLINK "http://en.wikipedia.org/wiki/Lucent_Technologies" \o "Lucent Technologies" �Lucent Technologies�, Inc. AT&T Network Systems was a division of � HYPERLINK "http://en.wikipedia.org/wiki/AT%26T_Technologies%2C_Inc." \o "AT&T Technologies, Inc." �AT&T Technologies; Inc.�  AT&T Technologies was subsequently divested from AT&T in 1996 into Lucent Technologies. On December 1, 2007 it merged with Alcatel into � HYPERLINK "http://en.wikipedia.org/wiki/Alcatel-Lucent" \o "Alcatel-Lucent" �Alcatel-Lucent�.


� This was about the time of the settlement of  � HYPERLINK "http://en.wikipedia.org/wiki/January_8" \o "January 8" �January 8�, � HYPERLINK "http://en.wikipedia.org/wiki/1982" \o "1982" �1982� of a � HYPERLINK "http://en.wikipedia.org/wiki/United_States_Department_of_Justice" \o "United States Department of Justice" �United States Department of Justice� � HYPERLINK "http://en.wikipedia.org/wiki/Antitrust" \o "Antitrust" �antitrust� � HYPERLINK "http://en.wikipedia.org/wiki/The_break_up_of_AT%26T" \o "The break up of AT&T" �suit against AT&T� where which AT&T ("Ma Bell") agreed to divest its local exchange service operating companies in return for a chance to go into unregulated telecommunication businesses and market disruptive technologies linking telecommunication and computer processing.


� Theory and Practice of Market Based Forecasting Written with Hassine Saidane and Vincent Scancella - AT&T Internal document 1982.  In addition, this section borrowed from numerous presentations and memos by Samuel Kohn, Vincent Scancella, Hassine Saidane, Mike Zimmer.


�  This was after the Telcos divested from AT&T.


� Telcos were caught between keeping their old technology until they could recover their investment and keeping up with the new technology that was imperative for them to lower their costs and provide new services available with the new technology.


� A Private Branch eXchange  called a PBX, is a � HYPERLINK "http://en.wikipedia.org/wiki/Telephone_exchange" \o "Telephone exchange" �telephone exchange� that serves a particular business or office


�  The 5ESS Switch is the � HYPERLINK "http://en.wikipedia.org/wiki/Class_5_telephone_switch" \o "Class 5 telephone switch" �Class 5� telephone � HYPERLINK "http://en.wikipedia.org/wiki/Electronic_switching_system" \o "Electronic switching system" �Electronic Switching System� sold by � HYPERLINK "http://en.wikipedia.org/wiki/Alcatel-Lucent" \o "Alcatel-Lucent" �Alcatel-Lucent� and introduced by AT&T. It is a � HYPERLINK "http://en.wikipedia.org/wiki/Digital" \o "Digital" �digital� � HYPERLINK "http://en.wikipedia.org/wiki/Central_office" \o "Central office" �central office� telephone � HYPERLINK "http://en.wikipedia.org/wiki/Circuit_switching" \o "Circuit switching" �circuit switching� system that many � HYPERLINK "http://en.wikipedia.org/wiki/Telecommunication" \o "Telecommunication" �telecommunications� � HYPERLINK "http://en.wikipedia.org/wiki/Service_provider" \o "Service provider" �service providers� use.


� Prior to this,  Centrex was limited to large business customers. James Sherman informed me that the extension of Centrex to small business was one of the most successful marketing programs AT&T-NS launched in conjunction with the Telcos.  The key to this success was the pricing. 


� The Caribbean Telcos that were AT&T-NS customers, unlike some of its competitors, were scrupulous in paying import taxes.


� Taken from a proposal by Michael Zimmer and others representing a consulting firm working with AT&T-NS during 1994- 1995 period.


� This program was cut short by AT&T-NS because of a refocusing of International markets.


� It is now defunct.


� John H. Harwood II; William T. Lake; David M. Sohn (May, 1977), Competition in International Telecommunications Services,   Columbia Law Review, Vol. 97, No. 4. (1997), pp. 874-904


� Frame relay permits efficient use of existing physical resources by under-provisioning of data services by telecommunications companies (telcos) to their customers. The under-provisioning was created by the fact that end user customers did not utilize their respective data service 100 percent of the time. Frame relay (also found written as "Frame-relay") consists of an efficient � HYPERLINK "http://en.wikipedia.org/wiki/Data_transmission" \o "Data transmission" �data transmission� technique used to send digital information quickly and cheaply in a relay of � HYPERLINK "http://en.wikipedia.org/wiki/Data_frame" \o "Data frame" �frames� to one or many destinations from one or many end-points. Network providers commonly implement frame relay for voice and data as an � HYPERLINK "http://en.wikipedia.org/wiki/Encapsulation_%28networking%29" \o "Encapsulation (networking)" �encapsulation� technique, used between � HYPERLINK "http://en.wikipedia.org/wiki/Local_area_network" \o "Local area network" �local area networks� (LANs) over a � HYPERLINK "http://en.wikipedia.org/wiki/Wide_area_network" \o "Wide area network" �wide area network� (WAN). Each end-user gets a � HYPERLINK "http://en.wikipedia.org/wiki/Private_line" \o "Private line" �private line� or � HYPERLINK "http://en.wikipedia.org/wiki/Leased_line" \o "Leased line" �leased line� to a frame-relay � HYPERLINK "http://en.wikipedia.org/wiki/Node_%28networking%29" \o "Node (networking)" �node�. The frame-relay network handles the transmission over a frequently-changing path transparent to all end-users.                                                                                                                                                                                                                                            


� Net2phone was established in 1996� HYPERLINK "http://web.net2phone.com/cable/connections_spring06.asp" \o "http://web.net2phone.com/cable/connections_spring06.asp" �� as a software/services company whose principal line of business is � HYPERLINK "http://en.wikipedia.org/wiki/Session_Initiation_Protocol" \o "Session Initiation Protocol" �Session Initiation Protocol�/SIP-based and � HYPERLINK "http://en.wikipedia.org/wiki/PacketCable" \o "PacketCable" �PacketCable�-based � HYPERLINK "http://en.wikipedia.org/wiki/VoIP" \o "VoIP" �VoIP�. The company merged with parent company � HYPERLINK "http://en.wikipedia.org/wiki/IDT_Corp." \o "IDT Corp." �IDT Corp.�, becoming a wholly owned subsidiary of IDT, on February 17, 2006.


� A telephone card, calling card or phone card is a card used to pay for � HYPERLINK "http://en.wikipedia.org/wiki/Telephone" \o "Telephone" �telephone� services. Such cards employ prepaid credit system or credit card style system of credit. The exact system for payment, and the way in which the card is used to place a phone call, depend on the overall � HYPERLINK "http://en.wikipedia.org/wiki/Telecommunication" \o "Telecommunication" �telecommunication� system. Telephone cards presently of the form of a pre-paid credit in where a card is purchased with a specific balance. The cost of calls made is deducted from the balance. Pre-paid phone cards are disposable. When the balance is exhausted a new card is purchased or the card is refilled with an online transaction or a card with a special personal identification number (� HYPERLINK "http://en.wikipedia.org/wiki/Personal_identification_number" \o "Personal identification number" �PIN�) printed on it that allows one to charge calls to a land-line telephone account.


�   Based on a discussion with Steward Scheyd.


�  Following is taken from Priceline Press Release:


Beginning in the first quarter of 2000, priceline.com will offer name-your-own-price long distance service. The service will make it possible for U.S.-based consumers to name their own price for IP-based communications to almost anywhere in the world with no strings attached. Later on in the year, priceline.com said it plans to expand its telecommunications services further to offer a name-your-own-price business-to-business long distance service. The first telecommunications company to join priceline.com's upcoming service is Net2Phone Inc. (NASDAQ: NTOP), the nation's leading provider of voice-enhanced Internet protocol (IP) telephony. Priceline.com customers will be able to name their own price for phone-to-phone international and domestic long distance calls over Net2Phone's high quality IP network. 
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