Philipson column for 8 October 2002 
Last month Microsoft did something very important, but it was so quiet about it that you could be excused for not knowing it had happened. It announced, if that’s the right word, that it was discontinuing its experiment with end user subscription licensing (ESL) for Office XP.

The ESL program ran only in Australia, New Zealand and France. The three countries were used as trials for the program, which would have been introduced worldwide if it had been successful. It was not. Introduced in May 2001, it was an attempt to persuade end users to buy software on the same annual licensing model that corporates use to buy software from Microsoft and other software companies.

The deal was pretty simple. Instead of paying a one-off price for Office XP, you could pay a certain amount each year, and automatically receive any updates for as long as you subscribed. The cost of Office XP is $1288, and the cost of the annual license was $400, so the cost was about the same as buying a whole new office suite every three years.

There are millions and millions of Microsoft Office users in Australia, New Zealand and France – probably about ten million, in fact, if you take into account populations, computer usage figures, and Microsoft’s market share. Only about 10,000 of them took up Microsoft’s offer – which equates to one tenth of one percent of all Microsoft Office users in those countries. By any accounts, the campaign was a massive failure.

So why did it fail? According to Microsoft, it is our fault. We couldn’t understand it. Had the benefits been more apparent, we would have jumped at the attractive offer. Listen to Microsoft’s spin on it, in its press release headed “Microsoft Completes Pilot Program for Office XP”. Got that? The program was “completed” – it’s almost as if it was planned.

“… although Office XP Subscription Licence was a popular offering, research showed the subscription model was not well understood by customers participating in the pilot. Customers and computer resellers from across New Zealand, Australia and France had the opportunity to be the first in the world to assess the subscription licensing model. From their feedback, we learned that customers find subscriptions a useful method of purchasing software but are not ready to fully adopt this process.”

That’s for sure. Fully 99.9 per cent of them, in fact. And even those few that did “fully adopt this process” didn’t always know what they were buying. Microsoft Australia’s Tony Wilkinson was quoted as saying that “the consumer market just isn’t ready for subscription based software yet. The concept of software delivered as a service is new to consumers and right now the target market just didn’t understand.”

Apparently many people who snapped up the $400 annual offering thought they were actually buying the software, rather than a 12 month license to use it. When their subscription ran out, the software stopped working, and they had to fork out another $400. Not such a bargain, after all.

Large computer users have long been charged on the basis of annual license fees. Software companies love the license model, because it provides them with a tidy revenue stream even when they are not selling much new product. It’s the only way some of them stay in business. Microsoft thought it would be a nice idea if this concept could be extended to home and small office users. It could see rivers of gold.

But users didn’t buy it. To Microsoft’s chagrin, most people do not upgrade their office software every three years, and they don’t want to. Many are still running Office 97 or even earlier versions, which work quite well and do the job people are asking of them.
The fact of the matter is that PC hardware and software has reached something of a plateau. The hardware is fast enough, the disk drives are big enough, and the software is functional enough to satisfy the requirements of the vast majority of users. Hardware and software vendors are locked into an endless cycle of upgrades, and use lots of different tricks to ensure users follow suit.

But there are signs of a reaction against this practice. There is ample evidence that people are now hanging on to their hardware, and their software, for longer than they used to. The industry has matured, and growth rates have dropped sharply. Microsoft’s attempt to move people to the licensing model was a pretty blatant attempt to lock in its revenues by essentially forcing perpetual upgrades onto its users.

It is pleasing to see the ploy has failed. It is hard now to see the subscription model taking off. Microsoft had initially planned to introduce it worldwide when it announced Office XP, but pulled back after adverse publicity – hence the trials in Australasia and France. Now it has failed in those countries, it is unlikely to be reintroduced.

But you can bet Microsoft is looking at other ways to get us to upgrade more often. The next version of Office, codenamed Office 11, is due next year. We will no doubt be given many compelling reasons to buy it.
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