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Microsoft Excel add-ins that facilitate
discrete-choice projects

Discrete-Choice Wizards




‘ What Are StatWizards®?

Quantitative tools
for solving

critical business
problems.

For example ...




Let’s Take Some Common

Business Questions

1.

What features should we include in our
products?

. Glven present and future competition, how

should we price our products?
Should we re-brand our product?

Do our customers fall into segments based
on differing needs from our products?

What penetration rates should we expect?




4
‘ 1. What features should we include?

= Alternative form factors We can include anything
Ll Re_branding that affects the
customer’s choice:

o To buy your product vs.
a competitor’s product

= Bundling options a To buy any product at all
= Payment plans o To buy now or later

= Advertising messages
= Rebate programs

= Styling
= Functional options




‘ 2. What price should we set?

= What price would
maximize revenues?

= What price would
maximize profits?

= Should we price to gain
market share?

= Which of these
strategies should we
follow?




‘ 3. Should we re-brand?

= How much is our brand
worth?

= What are customers
willing to pay for
competing brands?

= Does this vary by
feature set or customer

group?
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‘ 4. Do Customers Fall into Segments?

= Do different groups want
different things from our
products?

= Do our customers fall into
segments with different price
sensitivities and purchase
behavior?

= Do different advertising
messages resonate with
different types of people?

= Would designing new products
for different segments
cannibalize existing products?




+

‘ 5. What Penetration Rates Should We Expect?
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Theory behind Discrete-Choice Models

= All transactions involve choice

= By looking at choices people make, we can
understand how they trade off elements of
the marketing mix
a Price
o Features
o Advertising
o Channels




‘ Steps 1n Constructing a
Discrete Choice Questionnaire - 1

. Break the product or service into
attributes, including brand and price

. This example is based on a study of
cellular telecommunications services.

Attributes: Brand: Phonetype Features Device price: Monthly fee, services:

Motorola| Standard Send fax $50 $10.00/month

Levels: Ericsson| Flip b&w Receive_fax $100 $20.00/month
' Nokia Flip color E-mail $250 $30.00/month

Sony | Touchscreen $500 $40.00/month




‘ Steps 1n Constructing a
Discrete Choice Questionnaire - 2

. Generate question sets by varying attribute levels
according to a formal experimental design

- Respondents visit a number of hypothetical stores and
choose what they would do.

Store 1

Directions: Please choose from among the following products, or specify "None of these".
COMPLETELY fill in the circle corresponding to your choice.

O O O O O
Choice: 1 2 3 4 5
Brand:: Motorola Ericsson Nokia Sony None of these
Phone type: Standard Flip b&w Touchscreen Flip color
Send fax
Features: Receive fax Receive fax
E-mall E-mail
Device price:: $250 $250 $100 $500
Monthly e, ¢10.00/month $20.00/month $30.00/month $30.00/month
services::
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nat Answers These Questions

Hnd Result 1s an Excel Market Simulator

A B e 8] | E F | ] | H I 9 | K L P T
1 |Demon stratm! R Ronmes, Strateqy Anaies wier AT m: phone
2 [PCS Market Simulator B Fhane B
3 Directions: 1, Enter assumptions in the blue input areas, o Phaone C Nona Fheng B
4 2.In eols. AeH, describe the pack sges you want to simulate, & Phane O 1% 1%
] 3. Simulation is automatio, Status bar digplays ¥ completion, =
] 4, View the results on the pie chart snd lines 19-32, To print, click the printer icon, | | g
7 5. For help on a topla, click on a cell with & red dot, then press [Shik]«[F2). = Phons © —
. 17%
u Nong
& 18%
4 Eg;n%rlg ﬂ;mgi | Description of Marketplace A ? [ E F G H 1
10 aslo Fackage name] Your phane o ohe Phon Mane
n Fhaone type:] Standard [ Flip béow  [Touch screel Flip color
12 Assumption Brand] Motorola Makia Erlezzon | GualComm
13 | USpop.age 15 & up.i TE, 104 Send Fas] sendran | Sendran [ Sendran
14 Units:]  thausands Receive Fax] Fes Fax e Fak
15 E-maifl  E-mail E-mail E-miail
1€ Dievice price F100 F200 4494 426
17 Segment inclusion MManthly Fee, services] $20.000mo. | $25.000mo. | $365.00/mo. | $35.00/mo.
Gender: All Adjustment Factor; -0.2
A All Potential share;: 13,73 10,7 1673 17.8% 1.1
20 | Car cell phone owners: All Fize of potential market [thousands): 10,452 8133 12,635 13535 31,273
21 Handheld cellular uzers; All ntial annual serdice revenue [FRAR); $2 808 $2.442 $5,333 $REE5
22 IT mianagers: All Fotential device revenue ($MM]: £1,045 1828 $E336 $5.7EE
23 Fotential total unit costs [($MM]: #9493 F733 #1905 §2,233
24 Fatential total contribution [£MM): 52 #8435 $4.432 $3.533
4] Calculations
6 [umber of altermatves] 4 Unit Cost of Features
7 Total segment size: TE, 104 Sendfax:  $40.00 #40.00 $40.00 #40.00
28 fotential size of markek: 44,525 Receive faw:  §25.00 F25.00 F26.00 30,00
29 | Total share of market: EEES E-mail:  §45.00 F40.00 F36.00 F45.00
30 Potential total revenue:| $14.78EBE Unit manufacturing cost:  §50.00 $50.00 $50.00 #50.00
31 Totalunit cost: 9500 $30.00 #150.00 F165.00
2 Linit eiontributicn: #5.00 F110.,00 F349.00 F261.00 =
x
4 4[p | MMain / Pie chart / Diffusion model / Price curves £/ Demographics | 4| | LUJ
Ready [ | SR TV




‘ Solution 1: Feature Evaluation

+

he impact of adding fax reception to Phone A...
C D E F ) H

a Description of Marketplace A B C D

10 Fackage name: Fhone A, Fhone B Fhone C Fhone D
11 Fhone type: Standard Flip b&w  [Touch screen| Flip color
12 Erand: rAotorola Molkia Ericsson QualZomm
13 Send fous = fax Send fax

14 Reoeiv( fax:‘| - ) Rec fax Rec fax
15 E-mail: : E-mail

16 Device price: F100 F200 F4909 F4268
17 rdonthly fee, services:| $20.00/mo. F25 00/mo. F25 00/mo. | $35.00/mo.
15 Adjustment factor:

19 Fotential share: 15.0% 11.7% 18.3% 9.9%
20 Size of potential market (thousands): 11,447 3,923 13,941 T.571

21 | Potential annual service revenue {$hh): $2.747 2,677 $5.855 $£32.180
22 Fotential device revenus [Fhand): F1.145 F1,785 $6,957 F32.225
23 Fotential total unit costs { FrAkAY: $016 $803 $2.001 505
24 Fotential total contribution {$hh): $229 $931 $4,5865 $2.619
25

26 Unit Cost of Features

27 Send fax: $40. 00 $40.00 $40.00 $40.00
28 Receive fax: $25 00 F£25 00 $25 00 $20.00
29 E-rmail: $30.00 $40.00 $35.00 $45 00
20 Lnit manufacturing cost: $50.00 F50.00 F50.00 $50.00
21 Total unit cost: $20.00 $£90.00 F£150.00 $280.00
32 Unit contribution: $20.00 F110.00 $349.00 $346.00
M 4 » M\ Main { Pie chart 4 Diffusion model £ Price curves 4 Demographics £ |« | |




‘ Solution 1: Feature Evaluation

M 4 » My Main { Pie chart 4 Diffusion m

el 4 Price curves 4 Demographics

e ]
a Description of Marketplace A B C D
10 Fackage name: Fhone A, Fhone B Fhone Fhone O
11 Fhone type: Standard Flip b&w  [Touch screen  Flip color
12 Brand: rAotorola Iolia Ericsson QualZomim
13 Send (g nd fax Send fax
14 Receiv(fax:‘L Fec fax - ) Rec fax Rec fax
15 E-mail: . E-mail
16 Device price: F100 F200 F493 FA26
17 Monthly fee, services: | $20.00/mao. $25 00/mo. | $35 . 00/mo. | $35 0050
18 Adjustment factor:
19 Potential share: 11.4% 17.8% 9.7%
20 Size of potential market (thousands): e 8,681 13,572 7367
21 | Potential annual service revenue [EhRY: 2,166 $2.604 $5,700 $3,004
22 Fotential device revenue { $hihdy; $1,313 $1.736 6,773 $3.135
23 Faotential total unit costs [ ErAR T i F751 $2,036 $580
24 Fotential total contribution ($Fh Fo55 F4 TAT F2.549
25
26 Unit Cost of Feat
27 F40.0 F40.00 F40.00 F40.00
28 F25.00 F25 00 F25.00 F20.00
29 $£30.00 F40 00 $£35.00 F45 00
30 Unit manufacturing cost: F20.00 $50.00 $50.00 $50.00
31 Total F105.00 F90 .00 $£150.00 F80.00
3z nit ¢ f($5.00) 110,00 $349 00 $246.00

... IS to boost share but generate losses.

+

The impact of adding fax reception to Phone A...




‘ Solution 2: Pricing

Describe a competitive situation ...

Description of Marketplace A B C D
Package name:] Phone A Phone B Phone C Phone D
Phone type] Standard Flip b&w [Touch screen| Flip color
Brand:] Motorola Nokia Ericsson | QualComm
Send fax: Send fax Send fax Send fax
Receive fax:] Rec fax Rec fax
E-mail: E-mail E-mail E-mail
Device price]]  $100 $200 $499 $426
Monthly fee, senices:] $20.00/mo. | $25.00/mo. | $35.00/mo. | $35.00/mo.
Adjustment factor:
Potential share: 13.7% 10.7% 16.7% 17.8%

. and calculate potential market share Jx




‘ Solution 2: Pricing

Change an assumption ...

Description of Marketplace A B C D
Package name:]  Phone A Phone B Phone C Phone D
Phone type:]] Standard Flip b&w |Touch screen| Flip color
Brand:] Motorola Nokia Ericsson | QualComm
Send fax: Send fax Send fax Send fax
Receive fax ] Rec fax Rec fax
E-mail: E-mail E-mail E-mail
Device pricel]  $100 $200 $499 $200
Monthly fee, senices:] $20.00/mo. | $25.00/mo. | $35.00/mo. | $35.00/mo.
Adjustment factor:
Potential share: 11.6% 9.1% 14.3%

... and immediately see the impact Jx




‘ Solution 2: Pricing Strategy

400

A built-in feature conducts «
price simulations, 2
revealing that the price

Milllons o

0

A

y —

that maximizes revenues o
. $0 $50 $100 $150
s not the same as that / price

which maximizes profits.

PN
S S
> S

= Contribution Revenues

$200

Yet maximizing profits £ >

sacrifices market share. & >
) $0 $50 $100 $150

The simulator helps you evaluate Price

these strateqic tradeoffs.

—— Market share (%)

$200
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Solution 3: Measuring Brand Equity

$120-

$100-

$80-

@ Motorola
M Ericsson
M Nokia

O Sony

B QualComm

$60-

$40-

$20-

$0-

Value of brand

We can make similar charts for other attributes.




‘ Solution 4: Identifying Market Segments

In building the model, we identified 5 segmentation
variables.

A B C ) E F G H J K L 1
bl
1 Demonstration 5.Boomer, Strategy Analtics 1.0 SEForel Phane &
> PCS Market Simulator mProne 5 s
e 3 Directions: 1. Enter azsumptions in the biue input areas. O FPhone C Mone Phone B
4 2 Incolz. &-H, describe the packages you want to simulate. O Phone O I 125
5] 3. Simulation is automatic. Ststus bar displays % completion. ™
™ [ 4. Yiewy the results on the pie chart and lines 19-32. To prirt, click the printer icon. o
7 5. For help on a topic, click on a cell with & red dot, then press [Shift]+[F2]. n
simulator :
B hane Phone O 24u
] 12
9 Scenario Hame: | Description of Marketplace A B C 1] E F G H 1
e tS u S S e e 10 Baszic Package name:]  Phone & Phone B Phone Phone O Mone
11 Phone type:|  Standard Flip b&wy  [Touch zcreen|  Flip color
12 Assumptions Brand:] Motorala okia Ericzzon GualComm
13 US pop., age 15 & qu 76104 Send fax Send fax Send fax
14 Un'rtsﬂ thousands Receive fax Rec fax Rec fax
15 E-mail: E-mail E-mail
16 Device price] 100 F200 499 426
17 Segment inclusion Morithly fee, services:] $20.000mo. | $25.00imo. | §35.004mo. | $35.000ma.
18 Gender: Female Adjustment factor: -0.2
19 Age: All Patertial share: 13.8% 12.0% 24.4% 12.8% 36.9%
20 | Car cell phone owners, Size of potertial market (thousands): 1,939 1 686 3426 1,601 2173
ntial annual service revenue (VMY $465 $506 1,439 $756
22 IT managers: Patertial device revenue (Ehb): 194 F337 1,710 F7ET
23 Potertial total unit costs (Bhitd): a5 a2 514 144
24 Potertial total contribution (hkd): $39 185 §1,196 623
25 Calculations
26 | hMumber of atternatives: 4 Unit Cost of Features
27 Total segmert size: 14,025 Send fax F40.00 F40.00 F40.00 F40.00
28 | Potertial size of market: 8,852 Receive fax F25.00 F25.00 F25.00 $30.00
29 Total share of market: B3.1% E-mail: F30.00 F40.00 F35.00 F$45.00
30 Potertial total revenue: §3.01 BB Unit manufacturing cost: Fa0.00 Fa0.00 Fa0.00 F50.00
& Total unit cost: F50.00 F90.00 $150.00 $50.00
32 Unit contribution: $20.00 $110.00 $345.00 $346.00
33
B
W 4 » M[\Main/ Pie chart / Diffusion model / Price curves / Demographics / [«] |




‘ Solution 4: Identifying Market Segments

In building the model, we identified 5 segmentation

variables.

The
simulator

lets us see

how
segment

preferences

differ.

~t|m ||

g

9
10
11
12
13
14
15
16
17
18
19

23
24
=)
26
29
28
29
30
H
32
33

[

A ‘$
1 |Demonstration
2 PCS Market Simulator

Directions: 1. Enter assumptions in the blue input areas.

Scenario Name?

Biazic

Assumptions

US pop. age 15 & up] 76,104

Un'rtsﬂ thousands

Segment inclusion

Gender: Female

Age: All

Calculations

Mumber of aternatives: 4

Total segment size: 25335

Potential size of market: 13552

Total share of market: 935%
Poteritial total revenue: $413B8

C ) E F G H J K L 1 =i
F. Boomer, Strategy Analdtics 1.0 B Phone & Ph105r-|/e A
B Phane B :
OPhane C
2.Incolz. &-H, describe the packages you want to simulate. B Phone D Mone Phc‘r_‘e e
3. Simulation is automatic. Ststus bar displays % completion. ™ e T2
4. Yiewy the results on the pie chart and lines 19-32. To prirt, click the printer icon. o
5. For help on a topic, click on a cell with & red dot, then press [Shift]+[F2]. n _
Phone C
a 17
W Mone Fhone D
102
Description of Marketplace A B C 1] E F G H 1
Package name:]  Phone & Phone B Phone Phone O Mone
Phone type:|  Standard Flip b&wy  [Touch zcreen|  Flip color
Brand:] Motorala okia Ericzzon GualComm
Send fax Send fax Send fax
Receive fax Rec fax Rec fax
E-mail: E-mail E-mail
Device price’] 100 F200 499 426
Morithly fee, services:] $20.000mo. | $25.00imo. | §35.004mo. | $35.000ma.
Adjustment factor: -0.2
Patertial share: 15.4% 11.9% 16.6% 9.6% 46.5%
3,907 3,006 4,203 2435 11,783
935 a0z §1,765 1,023
F3 Fa01 2,097 §1,037
Patertial total unit costs (Bhibd): F313 271 F630 a3
Patertial total contribution (Ehibd: 75 iyl §1.467 Fo43
Unit Cost of Features
Send fax: $40.00 $40.00 $40.00 $40.00
Receive fax: F25.00 F25.00 F25.00 $30.00
E-mail: F30.00 F40.00 F35.00 F$45.00
Unit manufacturing cost: Fa0.00 Fa0.00 Fa0.00 F50.00
Total unit cost: F50.00 F90.00 15000 F50.00
Unit contribution: $20.00 $110.00 $345.00 $346.00

20 | Car cell phone owners, Size of potertial market (thousands):
21 | Handheld cellular uze cpritial annual zervice revenue (Shihd):
22 IT managers: Patertial device revenue (Ehb):

PRI " Main { Pie chart { Diffusion madel { Price curves f Demographics /

|«




‘ Solution 5: Product Diffusion Model

A Bl C|]DJEJF |G [H] T [ J]KI L|MWM[]NI]O]

Lo Bt N e Y S T ) O

(i)

10

11

12

13

14

15

16

17

18

15

20

21

2

23

24

Directions: | This worksheet takes the estimate of market potential for alternative A in the Main worksheet and plots an
innovation diffusion curve using the Bass model. By choosing appropriate values of the parameters o and
8, you can simulate the adoption path of alternative A over time.

o =0.003 | The coefficlent of external influence | this Adoption Path for Alternative A
parameter represents the effect of external
factars such as media communications on | g 12
the rate of adoption. = 10 /——l—
s 5
B ={0.0& .The coeficient of intemal influence, this @ 5 /
coeficient represents the effect of prior £ /
adoption and word of mouth on new e 4
adaption. 2 P
- 0 - L e s e e
Mbar = 10452 |{patential market for altemative A fram Main 123 465E 78 9101112131415
wiorksheet)
Months
Months
o 1 2 3 4 A B 7 B 5 10 11 12 13
Adoption: 000435 01242/ 02725 04395 1.0052 17709 29177 44151 BOSSY| 7.A414 86713 9.4221 88772

|4 | 4 [» [w1% Main £ Pie chart ' Diffusion model / Price curves /f Demographics | €] |

Nl
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‘ Contact Information

faf zzards

Excel Add-ins For Harnessing Quantitative Tools

100 Tunapuna Lane
Coronado, CA 92118-3506
USA

(619) 423-3139
gboomerl@san.rr.com
http://www.statwizards.com
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