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�PRIVATE��It’s Official- DSL Pricing is Confusing�By Eric Rasmussen


Even in the most mature DSL market, DSL pricing variances are confusing the market and reducing the size of the "DSL Pie."


Let’s start out with a quick quiz. How much do you expect to pay for dial-up Internet service? Around $19.95/month right? How about for cable modem service? A little harder, but most folks will probably guess around $39 - $49. How about for DSL service? Even those intimately familiar with the DSL industry, probably have a broad range of prices in mind depending, primarily, on the speed of service. 


To many potential customers, DSL pricing is unclear and sometimes confusing. In fact, TeleChoice’s recent (unscientific) survey on www.xdsl.com, revealed that most respondents feel the same way. Only one-third of the respondents felt prices for DSL service made a "great deal" or "pretty good" amount of sense. 


One reason why pricing may not seem to make sense is that DSL service is very new and can mean different things to different people. That is, residential and small business offerings address different markets and have different features. Another factor may be that the service is new and clear price points have not yet been established. A third reason is, after closer analysis, the pricing just plain varies a lot.


Confusing pricing is expected with new products. In fact, with an emerging technology like DSL, there are some advantages of having a broad range of price points, from a service provider perspective, because it: 


Allows room for higher priced providers to lower their prices over time but still maintain an acceptable margin. 


Provides an opportunity for differentiation. That is, the market may grow to accept higher priced providers, assuming there is a corresponding degree of service differentiation that merits the higher price. 


In the DSL market however, the benefits of varied, confusing pricing do not outweigh the negative implications.


Examining Service Provider Pricing


In the most mature DSL market, the San Francisco Bay Area, there are a wide range of prices for very similar services. Vendors are able to charge drastically different prices for relatively similar services because most customers are confused about DSL services and do not "know any better." Perpetuating this market confusion may allow for increased short-term service provider benefits, but the market confusion it creates will depress the DSL market in the long term. 


TeleChoice examined the service offerings of seven randomly selected SDSL providers (Concentric, Dspeed, Idiom, Flashcom, DSLnet, Covad, and Verio) in the San Francisco Bay area. Only their small business offerings were included. The sampling of price points from DSL’s most mature market shows a wide range of prices for very similar services. 


�INCLUDEPICTURE  \d "../images/Image3.gif"�Service providers generally offer four or five from which to choose. The speed of service offered varied slightly from vendor to vendor, but they were very closely clustered just under 200k, around 400k, just under 800k, and just over 1MB. Given the common clusters of speeds offered, one would think the pricing would be tightly clustered as well. 


As the graph shows, there was a large variance at all speeds. The variance in the lowest speed is especially dramatic as all seven vendors are distributed across a 100% difference in price.


Pricing Disparity Creates Market Confusion


As a market becomes more mature, it should become more efficient. That is, similar services will evolve with similar pricing. There can and will be differentiation, but it will be earned differentiation, not differentiation that exists because customers are confused and don’t know any better. 


The very broad range of service provider pricing is creating a state of market confusion that has the potential to severely limit the growth of the DSL market. A state of market confusion means the following for DSL providers: 


Longer sales cycles 


Lower product adoption rates 


Vulnerability to substitute products 


Significant price variances should only exist if there are marked differences in service. DSL service providers have not yet reached this state. Therefore, providers should prepare for market prices to cluster closer together and/or develop a solid strategy to differentiate their services.


Winning Service Provider Strategies


As the DSL market matures, market confusion will diminish as customers become more educated. During this time, it is likely that prices will become more tightly clustered because opportunities for service providers to arbitrage uninformed customers will be few and far between. There will also be greater prevalence of substitute broadband access products. When this happens, there are two strategies for survival. 


Customer Intimacy. From a DSL service provider perspective, customer intimacy means those providers wishing to command a price substantially (greater than 25%) above the main "clusters" will have to develop unique applications to serve the needs of defined market niches. These providers will be able to command a premium price but only by delivering substantial value-add. That is, ten IP addresses more than the competition is not a substantive differentiator and is easy for competitors to mimic. Service providers that will command a premium will have tightly defined target markets (perhaps a vertical niche) offering unique, value-added solutions, with which they can establish themselves as a dominant provider. 


Low-cost Leadership. Many firms try to differentiate themselves with price. A firm’s long-term success is dependent on adopting a low-cost strategy throughout the organization and having the low-cost infrastructure to support the strategy. Without low-cost service delivery, keeping prices lower than the competition is not a viable long-term strategy and hurts the whole industry by contributing to market confusion and commoditization of service. 


Summing Up


Pricing for similar DSL services, even in the most mature DSL markets, is all over the board. The wide variance in service provider pricing is the largest factor in the market’s confusion over DSL services. Service providers cannot expect the wide variance of pricing for similar services to continue. Therefore, to survive in the future, service providers will need to offer substantially differentiated service or be a low-cost provider and compete on price.
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