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t?) BY STEPHEN H. WILDSTROM

“9fl The1Mac G5: Elegant—
¥ Buta Lost Opportunity

& You

No question about it, Apple Computer’s new iMac G5 is beautiful. The
minimalist design, whose echoes of the iPod are entirely intentional, would
grace any desk. Although I have some quibbles with the details, the iMac
offers outstanding performance at a fair price. Still, lovely as the iMac is, I
think Apple may be blowing an opportunity to expand its market.

This is the third generation of iMacs,
and the only family resemblance is an all-
in-one design radically different from
anything else on the market. The previous
iMacs put their guts in a hemispherical
base and used a clever arm that let you
position the 15- or 17-inch displays just
about anywhere you wanted. The new
versions mount all the electronics behind
the wide-screen 17- or 20-in. display that is
only about two inches thick, and the entire
unit stands on a curved aluminum foot,

Apple cools the system with large, slow-
turning fans, so it's whisper-quiet. If you
add the optional wireless networking card
($79) and Bluetooth module and wireless mouse and
keyboard package ($99), the only wire running into your
iMac will be the power cord. Mac 08 X is the best personal-
computer operating system today by a fair margin, and the
iMac comes preloaded with Apple’s very good suite of iLife
programs, including iPhoto and iTunes for picture and music
management, respectively, and the Garage Band music
composition and recording system.

THE HARDWARE IS BEAUTIFUL, the software is beautiful—so
what's wrong with this picture? For one thing, some
functionality seems to have been lost in the interest of
aesthetics, The previous generation of iMacs allowed almost
unlimited adjustment of both horizontal and vertical screen
angle and a considerable range of height. The new models offer
effortless vertical tilt, but only up to 30 degrees. Horizontal
movement is accomplished by swiveling the entire unit, which
has a slippery plastic pad on the bottom of the aluminum foot.
There is no height adjustment at all, a serious blow to good
ergonomics. The iMac has a full complement of ports, including
three USB and two FireWire sockets and even a digital audio
link, but all the connectors, as well as the power button, are in
the back. This keeps the front and sides perfectly clean, but it
means you have to turn the unit to plug anything in.

Price is another concern. The cheapest iMac, the 17-in. with
a 1.6 gigahertz G5 processor, doesn’t sound too bad at $1,299.
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But Apple prices all of the iMacs with a bare
minimum of 256 megabytes of memory,
which will hobble performance. Bringing
that to 512 MB adds $75; moving to a
gigabyte, which you'll want for Garage
Band or any serious photo or video editing,
adds $225. Throw in the wireless options,
and the base iMac is up to a hefty $1,702,
while the 20-in. version goes well over
$2,000. By contrast, you can get a Dell
Dimension 4600 with a 3.2 GHz Pentium 4,
a gigabyte of memory, and a 17-in. flat panel
display for $1,164. Elegance is expensive.
Considering the excellence of the
software, Apple deserves a larger
share of the market than the low
single digits it has been able to
garner, and consumers deserve
more access to Apple products.
The average selling price of a

Apple
could shake
things up by

" 2 desktop PC is below $750, and
IOng outa few go[;'or more than $1,000.
$700 T\/Iac But Apple’s only sub-$1,000

= computers are two dated eMacs,
[————— bulbous all-in-ones with 17-in,

CRT displays.

With any real improvement in Windows at least two years
away, I think Apple could shake the industry by offering, for
$700 or less, a PC-like Mac box for which consumers would
provide their own displays. The company wouldn’t have to
scrimp on features or quality; the unit would lack the
elegant design of the iMac G5, but it would still be a Mac.
Given Apple’s obsession with beautiful but expensive
industrial design, there is almost no chance we'll ever see
such a product. And that's a shame, both for Apple and for
its prospective customers. Ml

E-mail: techandyou@businessweek.com

BusinessiVeek For a collection of past columns and anline-
only reviews of technology products, go to Technology & You at
www.businessweek.com/technology’
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Price-Based Strategy

=  Why important?
- Quite often, key determinant of success/failure

More direct, instant and powerful impact, relative to
other marketing variables

Dynamic strategy: (1) must adapt throughout the life
cycle and (2) easy to adjust or modify

At later stage, a sole alternative for competition

= Basic ideas
Price positions a product in the market.
Lower prices increase market penetration.
Price declines throughout a market evolution.
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The Technology Paradox

= Businesses can thrive at the very moment
when their prices are falling the fastest.
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H High-Def, Higher Sales l

HDTV is starting to hit critical mass now that prices have dropped.

$2,095

13.7"*

k ‘Projected. Mote: Includes HD-ready sets. Source: iSuppli J




JUDETH COLLIMS ALAMY

T Inc., an natsourcing advisory figm.

So-called business process outsourc-
ing [ BPO), the fstese-growing T semvice
niche, will mse B%, w $121 billion, in
0, aceording to Gartner. Amaong 1T
players, 1851 leas a leg up, thanks 1o its
acquisition af PricewaterhouseConpers’
consulting, arm in 2005, Acconling o
Goldman, Sachs & Co. anabyst Laonm
Conigliamo, Big Blue generansd $2.3 bil-
liaam in BP0 $ales bast year and will mear-
Iy dosuble that, 1o 54.5 ballion, i 2004,

Fust  as  they're  growing, U5
prowviders af [T senices face increasing
compeetition [rom hird-changing foreign
rivals—especially in the matun: market
for outsaurcing technology. Offshore
players such as Insdia’s Wapre Lid. are
challenging American companies by
making weh professionals availoble for
as linke as 25% of the going ULS, rate. To
counter, majors such as B and Accen-
nure emphasize their tech savvy, global
reach, and their own offshore centers.
“Chients are interested in spreading risk
acrass geographies,” says Martin Cole,
an Accenture global mannging partner
in charge of ousourcing.

" L]
Slowing Services
IS NOT ALL good news in serviees.
Maost companies have sluwed spending
on so-called integraton sepdices—the in-
atallution and vpgruling of enterprise
software fom SAP, Peopledall, Dracle,
and other smaller players, Getting these
complex programs wp and nunming can
be 0 mammoth task—nond swech projects
Tave adten aibed w dediver their expected
value. That may explain why spending
an integration will nerease just 24% this
ver, to $63.0 billion, suys researcher 10
The prospects for ansther aree-theiv-
ing segment of the industry are barely
better. After fht growth lase year, rev-
enues from strategic consulling —devel-
oping an ofganizaton's long-temm tech-
nology plan—will creep up 3.4%, o
5123 hillion, in 2004, according o
Kennedy Information Ine., o Peterbor-
ougth (ML) research firm, That's partly
Because soft demand has oead down
fees by some 40% from their peak, o
around 575 nn hour, says Tom Boden-
hauser, president of Comsalting Inlor-
muation Services LLC in Keeme, N
“There's a eontinuous dive o redsoe
CrETE —ﬁ'q_'muh;-rc; AAVE PRG [Missen-
ni. In 2004, whether tech i handdled in-
house or oulsoureed, frugality and cau-
thon will remuan the bywonds. B
~ by Roger €. Crockers i Chicago and
Spercer E. Ante in New York

COMSUMER ELECTRONICS

Free—Fa]]jng Prices
And Rocketing Sales

»» Multipurpose DVD
devices and MP3 players are
poised for banner years

»» The entry of Dell, HP, and
Gateway will intensify the
competition

EIIG HIOLIDGAY SEA-
som, Wal-Mart Stores
Ine, stunned the con-
sumer-electronics
world with a stoge-
busting $24.87 pro-
motion on DVD play-
ers  the day  after
Thanksgiving. That's & thind the price of
the industry average, and a mere 3% of
the price when pvD playees first hit the
miarket six years agn, The coming year
proanises mare of the same, as prices (all
fuster than ever on older generations of
proshucts, Indevel, the mee 1o tee lowest
price is intensifying as mega-netatlers,
auch as Wal-Mart and Virgin Group, amd
computer giants, including Gateway,
Dl and Hewlet-Packard, ple it the
highly frngmenuad consumer-e¢lectronics
{CE) market—aodten by parmering with
Chinese supplivrs,

Diespite the cutthroat price competa-
o, a mix of pew—more expensive=of-
rq':inﬁx shoubd pevive the CE i:lh.ll.l.ﬂlr}":'
grrowth prospects, These will include
hamndheld vides players and household
network-sterage devices that act os a
centmal husbs for photog, muesie, and video.
Along with the proliferstion of Wi-Fi
wireless connections and  fat-punel
sereens, that will make the nerworked
digrital hasme a realiy
fine mome consumers,
The upshor? After
stalling for the past

“The strong holiday sales are giving a
good start o the yens,” says Tom Ed-
watrds, an analyst at NPD Group Iec.,
whiel rracks petail sabes. " And what's hot
is nnvthing thot's digital.”

DVD Multitaskers

IF 2003 WAS THE YEAR of the low-end
ovD player, 2004 will see the rise of
multi-piurpose DvD devices, The stand-
ot will be DAIDE recorders that burmn v
shows, movies, nnd even photograpls
oo recordable disks, Chinese-mads
recorders [rom such brands as Cyber-
E'II.'II'I'lI_" :||'|;IE ‘:‘IiL‘Li'il.' I'I:I.'\'I.' I.1I:L"':'IL"|J|.'1! lhl.'
5300 price point alreacy, ansd warld-
wide DVD recorder shipmenis and sales
this year ans expected 1o mone than dow-
ble, to nround 10 million units, worth
$3.2 billisn. Companies such as Philips
Eleetrontes, Panasonic, and Fioneer are
pushing more advanced recorders with

SPOTLIGHT : | GROWTHPROSPECTS

o QL'E':J'I'I\:H Ll'\-
three yenrs, CEin- |:‘L DI.ItFII.It
dustry revenues in :
the U5, are frecist h“h‘ ' 1.9%
0 increnss 4.2% in ».;-—— A+
2004, to 5994 hil- S ,mwmu Si'ﬂ.dhl
lion, aconrding wo the T = wm | Eruhgnm 1,000

Consumer Electron-
ics Assn. [CEAL

Biatn: Coorraaar Lt

Ty b

Pk Loy ore G mie Horr e

¢ 12, 2004 | BuslnessWeek | 89




The Technology Paradox

= Solutions to the Tech Paradox
Squeeze out cost inefficiencies.
Avoid commodity markets.

Have agility and speed in getting products
to market.

Find new uses for products.

Develop long-term relationships with
customers.



= Costs (or Company)

Cost advantage — based on economies of
scale or based on technology

Cost-plus or Target-profit pricing

= Competition
Benchmark pricing — based on the relative
position in the market

= Customers
Economic value to the customer (EVC)
Value-based pricing
Customer benefits and costs



Economic Value Analysis

P SHH K3t TR
Xpeist 7}x| . negative
positive differentiation value
differentiation 7y
value
AH|XF A 7K
(Economic Value
EH7HA to the Customer)
reference
Value
A\ 4
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High-Tech Pricing
Environment

HEHI 23
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= Price leadership as basis of competition
Particularly effective in a mature market
Risks: Price leadership may not be sustainable.
Price leadership = Cost leadership (sources?)

= Rapid price reduction for expansion
Growth strategy
Penetration pricing, Free goodies



= Experience-Curve Pricing

- Objective: keep others out of market or force
to exit

- "Predatory pricing” or "Preemptive pricing”
=  Promotional Discounting

- Objective: accelerate purchases

. Competitive upgrade promotion

- Package discount

Price/Cost

Volume

Figure 8-3  The cost curve is the same, but the pricing steps occur at different
stages of a preduct’s life cycle in the normal and experience-curve pricing models,
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= Adaptive Pricing
Maintain highest price (thus margin) possible
“No price strategy” In a sense
Tradeoff between share vs. margin
= Price-Tier Strategy
Price segmentation
Developing low-end market with new products
= Skim Pricing

Focus on high-end premium market
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JIAXM [Price War)
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GAME CONSOLES

For Every Xbox,
A Big FatLoss

DESPITE ALL THEHYPE surrounding the new Xbox 360 video
orame console, Micreseft won't make money on the machine
itself. A ear-down analysis by market researcher iSuppli of the
high-end Xbox 360, which contains a hard drive, found that
the materials cost Microsoft $470 before assembly. Chips
alone aceount for 72% of that. The console sells at retail for
$399, for aloss ol $71 per unit. Other items in the box, such as
the power supply, cables, and controllers, add $55 more o
Microsoft’s cost, pushing its loss per unit to $126.

That's slightly higher than what Microsoft swallowed on
the first Xbox console. ISuppli analyst Chris Crouwy says
efliciency gains eventually should shave $50 off chip costs,
which, with other reductions over time, could get Microsoft
closer to breakeven. A spokeswoman says Microsoft expects
that including sales of its own game sofvware, the Xbox line
should start out “gross margin neutral”—breakeven—and
turn a profic in 2007, Will this classic razor-and-blade sirategy
work? It hasn't so far: In the year ended on June 30,
Microsoft's home entertainment division lost $391 million
on sales of $3.3 billion. —Arik Hesseldahl

[CLOCKWISE, FROM UPPER RIGHT) FHOTOGRATH BEY CHRIS PIZZELLO/REUTERS;
CHART BY ERIC HOFFMANN/EW: FHOTOGRATH BY VICTOR B. CAIVANO/ATP/WIDE

WORLD; GOOGLE AD EFFECTS BY DAVID RUDES/BEW

[December 5, 2005 | BusinessWeek | 13



= 1THA|: Stop the war before it starts.
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HXY (Versioning)

" off HX{delvf?
HE 20| A E5| HEX|(information goods)
- Versioning is a way to make friction thereby avoiding
perfect competition for a commodity product.
HAXESHE STt =TSt
- 7HX| 7|8k 7tZA X Link price to value
A7 | M El(self-selection): | 8= =0 2}
- Let customers reveal the value they put on
information



Many Versions of Versioningd

v Timing or delay

v Convenience

v Comprehensiveness

v Manipulation / Flexibility of use
v Community

v Annoyance

v Speed

v Functions / Capabillities
v User Interface

v Image Resolution

v Support



Degraded Versions

Back to image search results

Previous | Mext

Contact Us
File size /resolution Price
1MB - 72 dpi - 6"x 10" - RGB $34.90UsD  Add to order
10MBE - 300 dpi - 5"'x7" - RGB $70.90 UsD  Add to order
28MB - 300 dpi - 9"x12" - RGE $ 149,99 UsD Add to arder

Sign in now to view pricing relevant to your county.

=)

Add to Lightbox Search for similar images

Cownload comp

To search for similar immages, choose fram the following related
EQO11949 Subject, Concept and Style keywardz, To search on multiple keywords,
Photodisc Blue select the appropriate checkboxes, To search aon a single keyward,
(Royalty-fras] click the keyword itzelf,



More ISsues on Versioning

" HX'd2 M SctAHEFO|Ct

. B{EZEO| X7 A

- Price-quality combination T
) ) ) f Goldilocks

- Online vs. Offline versions arl e
Three Bears

= Rl HEo = & AQII}?
- Analyze your market
- Analyze your product
Network effects
- Goldilocks: Make three versions !




Logic Behind Office Bundle ?

Designed for

i icrosoft
Microsoft®

WindowsNT®
Windows'95

Microsoft Word
Microsoft Excel
Microsoft Outlook=
Microsoft PowerPoint=
Microsoft Access

Microsoft Publisher

Microsoft Small
Business Tools

Microsoft Internet
Explorer 5

- Shared clip arts


http://imagebingo.naver.com/album/image_view.htm?user_id=kimth1358&board_no=27329&nid=12327�
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Bundling increases revenue !

ZZ4: Customer value dispersion
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Product
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