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Value on the Table  
vs. Capturable Value

In this article, the author reviews 
some of the issues engaged and prac-
tices suggested for making pricing 
recommendations based on Economic 
Value to Customer (EVC), and then 
offers the Half-Gains Double-Losses 
rule to define the capturable value 
from the EVC and therefore drive a 
price recommendation for guiding 
the pricing decision. Tim J. Smith, 
PhD is the founder and CEO of 
Wiglaf Pricing, adjunct professor at 
DePaul University, and Academic 
Advisor for the Certified Pricing Pro-
fessional designation. His most recent 
book is Pricing Done Right:  The 
Pricing Framework Proven Success-
ful by the World’s Most Profitable 
Companies (Bloomberg Financial, 
2016). He can be reached at tsmith@
wiglafpricing.com.

Economic Value to Customer 
(EVC) will tell you how much 
value is on the table, but how 
much of that value can a com-

pany capture? That is, given the Eco-
nomic Value to Customer, what is the 
Capturable Value?

This seems like an obvious and straight-
forward question:

MIT, Harvard, Chicago Booth, DePaul, 
McKinsey, and Wiglaf Pricing tout eco-
nomic Value to Customer among many 
others as an academically sound and 
best-practice tool for guiding pricing 
decisions. But for it to be a useful tool 
for pricing, one must be able to convert 
the results of an EVC study to an actual 
pricing decision.  

And there is the rub. It turns out, there 
isn’t any singular standard rule for mak-
ing a pricing recommendation based on 

the EVC.  Instead, we have many.  

In this article I will review some of the 
issues engaged and practices suggested 
by different authors, and then offer the 
Half-Gains Double-Losses rule to define 
the capturable value from the economic 
value to customer and therefore drive a 
price recommendation for guiding the 
pricing decision.  

Economic Value to Customer 
versus Price
Economic Value to Customer identifies 
the price at which a customer should 
be indifferent between the offer and a 
competing offer. It is best calculated 
as the price of the nearest competing 
alternative adjusted for the differential 
benefits of the offering, for a given cus-
tomer segment. In examining the differ-
ential benefits, one should include both 
positive and negative benefit differentials 
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Figure 1to construct a true view 
of the economics of the 
offering from the cus-
tomer’s viewpoint.

With a solid model of 
the economic value to 
the customer, managers 
are able to understand 
the value created for cus-
tomers with a new offer-
ing. This can be under-
stood as the value on the 
table. Yet the value on 
the table is almost never 
the price.

With a new offering, the 
firm rarely attempts to 
capture all of the value 
it creates for customers. 
If it did, it would find 
customers are economi-
cally indifferent between 
the new offering and 
its competitors’. Given an economically 
indifferent tradeoff between the firm’s 
untested new offer and a known and 
proven competitor’s offer, most custom-
ers choose the known over the unknown. 
Thus, pricing at the full economic value 
to customer will fail to capture much in-
terest or market share upon launch.

Given this reality, firms are typically ad-
vised to price below the economic val-
ue to customer—but how much lower? 
John L. Forbis and Nitin T. Mehta of 
McKinsey writes: “… you want to cede 
only enough value to customers to make 
them switch to your product, but not 
more.” While this is unobjectionable, it 
is also obstructive in defining a general-
ized framework for execution.  

Capturable value defines the portion of 
the value on the table that the firm can 
capture through price. The full concept 
of capturable value would be defined as 
the difference between the price and the 
cost to deliver the offering. But this full 
concept of capturable value is too broad 
for this discussion in developing a use-
ful framework for setting a price from the 
EVC. What is relevant is the differential 
capturable value.  

Differential capturable value, as it is 
defined herein for offerings with net 
positive differential value, is the dif-
ference between the economic value to 
the customer and the price of the near-
est competing offer.  

(We exclude the issue of new offerings 
with less economic value to the custom-
er than its competing alternative, that 
is, offerings with net negative differen-
tial value, as it would greatly complicate 
this article. It too can be considered, but 
these cases will be tabled for now.)

The difference between the differential 
capturable value and the value on the 
table can be large or small. But when is 
it small and when is it large? Given the 
economic value to the customer, what 
determines the price?

Bargaining Power  
and Fair Share
Bargaining power is the first factor often 
discussed. If a customer has greater bar-
gaining power, it can capture most of the 
value. Alternatively, if the supplier has 
greater bargaining power, it can capture 
most of the value. 

This concept has been iterated in many 
teaching notes across many universities. 
But is there an accepted and general-
ized method for estimating bargaining 
power much less its impact on the ability 
to capture the value on the table? No. In 
light of this, many teaching notes sug-
gest starting with a “fair deal” defined as 
an equal sharing of the value of the dif-
ferential benefits between the firm and 
the customer.  

50/30/15% Rule
I have heard of a 50/30/15% rule that 
is sometimes attributed to McKinsey, 
yet can find no evidence that they actu-
ally have such a rule. According to this 
50/30/15% rule, a firm should have a 
starting price such that it shares 50% of 
the value with the customer. This would 
be the Fair Deal depicted above. From 
this starting price, the firm should ex-
pect to capture 30% of the net positive 
differential value and should walk away 
from the deal when bargaining drives the 
price down to only 15% of the net posi-
tive differential value.  

In support of the 50/30/15 rule, I spoke 
with a purchasing agent at a large utility. 

 

50/30/15% Rule 

I have heard of a 50/30/15% rule that is sometimes attributed to McKinsey, yet can find no evidence 
that they actually have such a rule.  According to this 50/30/15% rule, a firm should have a starting price 
such that it shares 50% of the value with the customer. This would be the Fair Deal depicted 
above.  From this starting price, the firm should expect to capture 30% of the net positive differential 
value and should walk away from the deal when bargaining drives the price down to only 15% of the net 
positive differential value.   

In support of the 50/30/15 rule, I spoke with a purchasing agent at a large utility.  According to him, he 
expects to pay only 15% of the net positive differential value to a vendor when purchasing 
technology.  It’s a data point but hardly conclusive. 

Unfortunately, the 50/30/15% rule is written in the context of offerings that are subject to price 
negotiation, and usually have only one major point of positive differential benefits.  Many new‐to‐the‐
world offerings will have no price negotiation and will have multiple points of differentiation, some 
positive and others negative.  When there is no negotiation, the price offered would be that which 
customers can accept or reject. Hence, while it is an interesting approach, it isn’t sufficient for driving 
pricing decisions given the Economic Value to Customer in most situations. 
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According to him, he 
expects to pay only 15% 
of the net positive differ-
ential value to a vendor 
when purchasing tech-
nology.  It’s a data point 
but hardly conclusive.

Unfortunately, the 
50/30/15% rule is writ-
ten in the context of 
offerings that are sub-
ject to price negotiation, 
and usually have only 
one major point of posi-
tive differential benefits. 
Many new-to-the-world 
offerings will have no 
price negotiation and 
will have multiple points 
of differentiation, some 
positive and others neg-
ative. 

When there is no nego-
tiation, the price offered would be that 
which customers can accept or reject. 
Hence, while it is an interesting ap-
proach, it isn’t sufficient for driving pric-
ing decisions given the Economic Value 
to Customer in most situations.

The Ultimatum Game
In the Ultimatum Game, a set amount 
of money is to be split between two 
people but only if they both agree. One 
person, the Proposer, is asked how much 
of the money will be offered to the oth-
er. The other person, the Responder, is 
asked to either accept the offer split of 
the Proposer or reject it, and if the Re-
sponder rejects it, neither side gets any of 
the money.

Repeatedly, the Proposer routinely offers 
an even split of the cash. For instance, if 
the $10 is to be split, the Proposer offers 
the Responder $5 and the Responder ac-
cepts it. If you ask the Responder why, 
the Responder will usually talk about it 
being a fair deal.  

According to basic economic theory, 
the Proposer could have offered the Re-
sponder only $1 and pocketed the re-
maining $9.  Since $1 is better than $0, 

an economically rational Responder 
would take such a split. But humans are 
not always economically rational.  In-
stead, we find that $9/$1 splits are rou-
tinely rejected by Responders.  If you 
ask why, the Responder will usually talk 
about the deal being unfair.  

Examples like this lend credence to the 
approach of starting at the fair deal posi-
tion, at least for the benefits, with posi-
tive differential value. But what about 
those with negative differential value?

Loss Aversion
Behaviorial economics has repeatedly 
shown that humans are more averse to 
losses than they are to seeking gains.
Kahneman & Tversky research indicated 
that people give those losses twice the 
weight that they feel an equal gain in 
their decision-making.  

For example, if someone took $5 away 
from you, you will feel discomfort and 
encode that discomfort at as a loss great-
er than money taken. Given the observed 
weighting function, it is likely that the 
$5 loss will be encoded as a near $10 loss 
in your decision weighting.

Research and arguments such as this 
have led me to adjust negative differen-
tial benefits to account for the perceived 
impact of losses by doubling their value.  

Half-Gains Double-Losses 
Rule – Up to the price of the 
Competing Alternative
This leads to a rule which I offer for 
recommending the differential captur-
able value from an EVC: Half Gain and 
Double Losses up to the Price of the 
Competition Alternative.  

Under Half-Gains and Double-Losses, 
one assumes that they can capture half 
the value of any positive differential ben-
efit (fairness effect revealed from the ulti-
matum game) while doubling the impact 
of negative differential benefits, such 
that the capturable value decreases by 2 
for every 1 loss (loss aversion revealed in 
prospect theory). As for competing al-
ternatives, one assumes they can capture 
100% of the value thereof for these are 
directly displaced.  

One would apply the Half-Gains Dou-
ble-Losses rule as long as the resulting 
price is above that of the competing 

Figure 2

 

The Ultimatum Game 

In the Ultimatum Game, a set amount of money is to be split between two people but only if they both 
agree.  One person, the Proposer, is asked how much of the money will be offered to the other. The 
other person, the Responder, is asked to either accept the offer split of the Proposer or reject it, and if 
the Responder rejects it, neither side gets any of the money. 

Repeatedly, the Proposer routinely offers an even split of the cash. For instance, if the $10 is to be split, 
the Proposer offers the Responder $5 and the Responder accepts it. If you ask the Responder why, the 
Responder will usually talk about it being a fair deal.   

According to basic economic theory, the Proposer could have offered the Responder only $1 and 
pocketed the remaining $9.  Since $1 is better than $0, an economically rational Responder would take 
such a split.  But humans are not always economically rational.  Instead, we find that $9/$1 splits are 
routinely rejected by Responders.  If you ask why, the Responder will usually talk about the deal being 
unfair.   

Examples like this lend credence to the approach of starting at the fair deal position, at least for the 
benefits, with positive differential value.  But what about those with negative differential value? 

Loss Aversion 

Behaviorial economics has repeatedly shown that humans are more averse to losses than they are to 
seeking gains. Kahneman & Tversky research indicated that people give those losses twice the weight 
that they feel an equal gain in their decision‐making.   
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Figure 3

alternative. When this rule results in a 
price below that of a competing alter-
native, yet the EVC demonstrates value 
above that of the competing alterna-
tive, one recommends the competing 
alternative price under the assumption 
that the new offering is targeting a seg-
ment which would not have as deep of a 
loss aversion—or did not care about the 
missing or negative differential benefits 
in the first place.

Conceptually, one could 
depict and calculate the 
EVC as such
As the Half-Gains and Double-Losses 
rule includes the recent findings of be-
havioral economics, it is an improvement 

over the simple 50/30/15% Rule. More-
over, an application of the 50/30/15% 
Rule would encourage managers to ex-
pect customers to pay only 30% of the 
positive benefits while also only deduct 
30% of the negative differential benefit. 
(That is, instead of deducting 2x10, one 
would deduct only 0.3x10 or 3 in the 
above example.) This would directly con-
tradict known behavioral economics.  

The Half-Gains and Double-Losses 
rule will lead to a starting price that is 
less than or equal to that given by the 
50/30/15% Rule, yet should yield a more 
accurate estimation of the willingness to 
pay of customers.  

Hard vs. Soft Impacts
Another approach has been to separate 
the hard from the soft impacts. For in-
stance, if a given benefit will remove the 
need to purchase something or reduce 
labor by a full headcount, one would 
count this as a hard impact. 

However, if a benefit is to simply “im-
prove productivity” but not fully remove 
the need to purchase an item or a full 
headcount, one would call this a soft 
impact.  

For hard impacts, one can capture the 
full value of the benefit. For soft, one 
can only capture half. This concept was 
first revealed to me by a business analyst 

working on the purchas-
ing decision of a software 
package.  

The concept of hard and 
soft impacts is easily ac-
commodated in the use 
of the Half-Gains and 
Double-Losses Rule, 
wherein hard impacts 
are treated as part of the 
price of the competition 
alternative and soft im-
pacts are adjusted appro-
priately.  

Other 
Psychological 
Issues
There are many other 
behavioral and psy-
chological issues that 
may impact the price in 
comparison to that in-
dicated by either of the 
rules above. Risk aver-
sion, end-benefit effects, 
shared-cost effects, men-
tal accounting, uncer-
tainty effect, newness 
effect, expenditure effect, 
and many others will 
also impact the captur-
able value.  

Outside of customer 
behavior, we also have 

 

Issue  Value  Fairness and Loss Aversion Adjustment 

Price of Competing Alternative  80 100% 

Positive Differential Benefit A  30 50% 

Positive Differential Benefit B  60 50% 

Negative Differential Benefit C  ‐10 200% 

Economic Value to Customer  160 =sum of the value above 

Value Left for the Customer  55 =sum product of the value and the adjustment 

Capturable Value  105

  

As the Half‐Gains and Double‐Losses rule includes the recent findings of behavioral economics, it is an 
improvement over the simple 50/30/15% Rule. Moreover, an application of the 50/30/15% Rule would 
encourage managers to expect customers to pay only 30% of the positive benefits while also only 
deduct 30% of the negative differential benefit.  (That is, instead of deducting 2X10, one would deduct 
only 0.3X10 or 3 in the above example).  This would directly contradict known behavioral economics.   

The Half‐Gains and Double‐Losses rule will lead to a starting price that is less than or equal to that given 
by the 50/30/15% Rule, yet should yield a more accurate estimation of the willingness to pay of 
customers.   
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corporate strategy and competitive dy-
namics to consider. Winner-take-all mar-
kets, customer lock-in, and pre-empting 
a competitive response are all issues that 
may decrease or increase the starting 
price of the offer.  

A General  
Starting Point
The Half-Gains Double-Losses rule is 
not perfect. It misses many issues.  But, 
it is an improvement over the simple 
50/30/15% rule in that it includes the 
known behavioral impacts of negative 
differential benefits. The 50/30/15% 
rule lacks this specificity in examining 
from the origin of the overall positive 
benefit differential. Moreover, the Half-
Gains Double-Losses rule is operation-
ally effective, which is a large improve-
ment over simply guessing at Bargaining 
Power and its impact.  

Economic Value to Customer will define 
the value on the table and we can only 
estimate the market’s willingness to pay, 

and therefore the capturable value, un-
til the offering is launched. We offer the 
Half-Gains Double-Losses rule as an im-
provement over other methodologies that 
either ignore the question, or acknowl-
edge the question but give up because it 

is complicated. Or conversely gloss over 
the details that define where the value 
arises, and any dependencies on cus-
tomer behavior. The Half-Gains Double-
Losses rule is both operational (one can 
do this methodically) and theoretically 

sound (accommodates known behavioral 
impacts of the expectation of fairness 
and customer’s loss aversion).  

Yet the most important question is: does 
it work? It successfully estimates the re-

alistic capturable value given the eco-
nomic value to customer, and there-
fore yields a realistic starting point 
for pricing a new-to-the-world prod-
uct. Yet, like with every other pricing 
methodology, be it conjoint or elastic-
ity studies, it is only an estimate.  

In the end, executives from sales, mar-
keting, and finance should come to 
an agreement regarding the economic 
value on the table as well as their dif-
ferential capturable value on a line-
by-line basis. They can then choose a 

price they are willing to accept and de-
fend. Only when the offering hits the 
market will customers demonstrate the 
capturable value by their purchasing de-
cisions.

Winner-take-all markets, 
customer lock-in, and 
pre-empting a competitive 
response are all issues 
that may decrease or 
increase the starting price 
of the offer.

http://www.pricingsociety.com
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Scientific Selling

Scientific Selling: Turn Your 
Sales Force into “A” Players
Every year firms pour hundreds of mil-
lions of dollars into sales force training 
and development. Leaders expect that by 
continuously training their sales reps on 
negotiation, sales excellence, presentation 
skills and selling psychology, they will 
dramatically improve their sales force ef-
fectiveness. To a certain extent they are 
right. But developing a sales force with-
out proper segmentation work in the first 
place might lead to some level of frustra-
tion and less than optimized outcome. 

In essence, having a super sales rep in 
front of the wrong customer with the 
wrong price might not lead to a bet-
ter outcome. Yet, every year, many firms 
continue training their sales force and 
avoid having discussions on customer 
segmentation. This falls well into Ein-
stein’s definition of insanity.

Going through the process of scientific 
segmentation to improve the scientific 
selling process provides a tremendous 
benefit. It is all about increasing sales ef-
fectiveness and boosting the impact of 
your sales force in the field. But it is also 
a powerful tool to level the playing field 
for your sales force and to measure the 
true performance of each sales represen-
tative. 

Here are some of the critical benefits 
of scientific selling:

1. Isolate the true customer and seg-
ment mix: Scientific segmentation al-
lows you to create transparency in your 
sales data so that no one can hide behind 
the blurry numbers or use the mix ex-
cuse. The combination of segmentation 
and data analysis truly levels the play-
ing field so that each sales rep can be 
compared across similar customer seg-
ments. Specific actions can then be taken 
to bring all reps to certain thresholds in 
each segment.

2. Increase revenue per sales rep: Be-
cause the sales force will spend more 
quality time with customers that are 
growing and willing to pay for things, 
the average sales revenues per customer 
should start improving faster than be-
fore. Sales effectiveness is all about gen-
erating incremental sales revenues with 

existing resources.

3. Benchmark sales reps with the right 
metrics: By conducting multi-level seg-
mentation using your transactional data, 
you can design specific objectives, quo-
tas, and tasks that can then be tracked 
with rep-specific dashboards. This allows 
you to extract the metrics at the click of 
a button once you have designed then in 
your optimization software. That repre-
sents a true benefit for sales leadership in 
order to coach and guide each sales rep 
in the right direction.

4. Compare apples to apples: Mar-
kets are different. Customer groups are 
different. Regional dynamics can vary 
quite a bit from state to state. All of this 
has to be considered when you conduct 
a portfolio analysis of your sales force’s 
strengths and weaknesses. Transparency 
in the data will guide in the development 
of your B and C players as well as in the 
management of your A players.

5. Identify champions: With that level 
of data transparency, you can identify 
your internal sales champions and lever-
age them to coach other less performing 
sales assets. The sharing of best practices 
across buyer groups or customer seg-
ments will lead to quick wins. You can 
then establish a “buddy system” that will 
boost the confidence of your entire sales 
team without using expensive consul-
tants or trainers.

The power is in your data. Before spend-
ing in training and development of your 
sales force, ask yourself the following 
questions: 

• Are my sales reps spending enough 
time with my top customers? 

• Is the problem with my sales force a 
skills problem, a sales qualification 
problem, or a value selling problem? 

Spend some time analyzing the root 

Stephan M. Liozu is Chief Value 

Officer of the Thales Group (www.

thalesgroup.com) and Chief Mar-

keting Officer of Thales Inc. in the 

USA. He is also an Adjunct Professor 

& Research Fellow at the Case West-

ern Research University Weatherhead 

School of Management. He is a Cer-

tified Pricing Professional (CPP), a 

Prosci® certified Change Manager, 

and a Strategyzer Business Model 

Innovation Coach. He authored 

four books, Value Mindset (2017), 

Dollarizing Differentiation Value 

(2016), The Pricing Journey (2015) 

and Pricing and Human Capital 

(2015). Stephan sits on the Advisory 

Board of LeveragePoint Innovation 

and of the Professional Pricing So-

ciety. He is a Strategic Advisor to 

360pi, The Kini Group, and Pric-
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Doing the same thing over and 
over again and expecting differ-
ent results.

— Albert Einstein
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cause of the pains you are experiencing 
with your sales force. Then consider seg-
mentation as a good way to solve some of 
these problems.

Scientific Selling: Optimize 
Your Sales Resources
“We have to grow!” How many times do 
you hear this in sales leadership meet-
ings or in strategic planning discus-
sions? Since the end of the “great reces-
sion” that started in 2008, firms have 
been focusing on identifying pockets of 
growth to further diversify and capture 
sales from prospects and non-buying 
customers. The tendency is to look at 
sales growth with a linear relationship 
with sales headcount addition. So it goes 
like this: every sales rep brings $XYZ 
sales per year on average + our target is 
to grow by X% or $ABC = let us add 
the necessary sales headcount to go after 
growth targets. Traditional selling ap-
proaches would embrace this approach. 
The scientific selling approach breaks tra-
ditional paradigms. Powered by science 
and data, this new approach allows sales 
leaders to adopt a more robust and scien-
tific approach to sales organizational de-
sign and to sales resources allocation.

Here are some of the critical dimen-
sions on how to implement scientific 
selling:

1. Revise your sales organizational 
design: Growth in sales revenue and in 
sales expenses cannot be considered as 
a linear relationship. A robust sales ef-
fectiveness assessment will show you 
how your sales force is spending its time, 
where they are spending their time, and 
what the specific impact of their sales 
actions are. Mining your sales data will 
surface areas of dysfunctionality that can 
be solved with a new commercial pro-
cess and a renewed organizational de-
sign. Adopting scientific selling as a part 
of a commercial excellence program can 
give you an amazing opportunity to go 
through this exercise.

2. Train your sales force on segmen-
tation and scientific selling: Change 
happens. Moving from a traditional sales 
approach to a scientific segmentation 

and selling model can represent a po-
tential disruption. Change management 
and training will become paramount in 
making sure your sales force understands 
their roles, the new commercial process, 
and the power of data. Do not under-
estimate the need for communication, 
training, and reinforcement. Get the 
sales force on board as soon as possible.

3. Grow without adding headcount: 
Times are still rough. With flat demand 
curves and growing competitive pres-
sure, sales leadership is asked to do more 
with less. It is irrational to think that 
top leadership will give the green light to 
add dozens of sales headcounts to chase 
growth. The focus should be on sales ef-
fectiveness and productivity. Can you do 
more and grow with the current head-
count level? Can you re-allocate your 
sales force to data-derived market seg-
ments to reach greatest potential? This is 
what top management is going to expect 
to hear from sales leaders.

4. Beef up your back office: The role of 
the back office is critical in the scientific 
selling model. Back office includes sales 
operations, lead generation experts, in-

side sales teams, sales analytics groups, 
etc. Pricing and IT are also part of the 
support team. The role of the back office 
group is to make sure sales reps are in 
front of the right customer, at the right 
time, and with the right data in hand. 
The end results of this change in para-
digm are a reduction of pure sales head-
counts and an increase in back office 
sales staff.

5. Reach commercial excellence: 
Reaching commercial excellence is not 
business as usual. Adopting scientific 
segmentation and selling models re-
quires breakthrough thinking. You can-
not think of making this change without 
changing your culture, your organiza-
tional design, your support staff, your 
incentives plans, etc. It is a transfor-
mational exercise that also requires top 
management training and support.

The future of sales management is in 
front of us. The big data revolution has 
already transformed the marketing func-
tion. Next in line are sales and pricing. 
Do not miss this window of opportunity 
and consider leveraging the powerful 
data you have in house now.

Figure 1

 

Here are some of the critical benefits of scientific selling: 

1) Isolate the true customer and segment mix: Scientific segmentation allows you to create 
transparency in your sales data so that no one can hide behind the blurry numbers or use the 
mix excuse. The combination of segmentation and data analysis truly levels the playing field so 
that each sales rep can be compared across similar customer segments. Specific actions can 
then be taken to bring all reps to certain thresholds in each segment. 

2) Increase revenue per sales rep: Because the sales force will spend more quality time with 
customers that are growing and willing to pay for things, the average sales revenues per 
customer should start improving faster than before. Sales effectiveness is all about generating 
incremental sales revenues with existing resources. 

3) Benchmark sales reps with the right metrics: By conducting multi‐level segmentation using your 
transactional data, you can design specific objectives, quotas, and tasks that can then be tracked 
with rep‐specific dashboards. This allows you to extract the metrics at the click of a button once 
you have designed then in your optimization software. That represents a true benefit for sales 
leadership in order to coach and guide each sales rep in the right direction. 

4) Compare apples to apples: Markets are different. Customer groups are different. Regional 
dynamics can vary quite a bit from state to state. All of this has to be considered when you 
conduct a portfolio analysis of your sales force’s strengths and weaknesses. Transparency in the 
data will guide in the development of your B and C players as well as in the management of your 
A players. 

5) Identify champions: With that level of data transparency, you can identify your internal sales 
champions and leverage them to coach other less performing sales assets. The sharing of best 
practices across buyer groups or customer segments will lead to quick wins. You can then 
establish a “buddy system” that will boost the confidence of your entire sales team without 
using expensive consultants or trainers. 

The power is in your data. Before spending in training and development of your sales force, ask yourself 
the following questions:  
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$4.99 Footlongs?  
Subway, You’re Doing It Wrong

Subway has long been known for its 
“five-dollar footlong” promotions, but 
are these promotions and the vol-
ume they provide actually profitable 
for the company and its network of 
franchises? In this article, the author 
examines how discounting and pric-
ing promotions can have catastroph-
ic effects when not well-planned or 
executed. Author Peter Morelli is 
Growth and Profitability Leader at 
Holden Advisors. He is an expert in 
solving high-impact operational and 
profitability challenges by combin-
ing stakeholder perspectives with data 
analytics to provide clarity and ac-
tionable insights. He can be reached 
at pmorelli@holdenadvisors.com.

Remember the Subway “five-dol-
lar footlong” jingle from 2008? 
Ten years later, Subway is dou-
bling down on the promotion 

with a two-month run of $4.99 footlong 
sandwiches. While the news is music to 
the ears of delighted deal-seeking Sub-
way customers, not all is well in Sand-
wichville.

Best thing since  
sliced bread?
In December, more than 400 franchi-
sees of the world’s largest fast food chain 
signed a petition expressing their distaste 
for the promotion that began this month. 
Store owners claim the promotion is 
hurting their businesses. One franchisee 
stated that “the national promotion-
al focus over the past five years … has 
decimated [us] and left many franchi-

sees unprofitable and even insolvent.”

The franchisee complaints are the least of 
Subway’s problems. Across the business, 
Subway sales declined 1.7% in 2016, 
with same store sales off 13% since 2013. 

To reverse recent trends, and perhaps in 
response to competitor discounts, such as 
McDonald’s $1 $2 $3 value menu, Sub-
way is going back to their familiar dis-
counting playbook to dig themselves out 
of their slump.

This bread basket feels stale
Subway’s franchisee contracts and in-
centives explain at least part of the con-
flict. Franchisees pay Subway 12.5% of 
weekly gross sales in royalty and adver-
tising fees. For Subway corporate, if low-
er prices boost overall sales, that’s a win 
from their perspective.

But hold the spicy mustard
This perspective fails to account for 
franchisee costs and diminishing mar-
gins from promotional pricing. When 
sales are up but franchisee profits are 
squeezed, corpo-
rate still benefits. 
While franchisees 
are not required 
to partake, there 
is pressure from 
corporate and cus-
tomers to offer the 
$4.99 sandwiches, 
ultimately impact-
ing near-term profit-
ability.

Real talk: 
Is the guac-
amole extra?
Subway’s strategy 
isn’t fully baked. At 
first glance, Subway 
has made some ef-
fort to incorporate 

lessons learned from its 2008 recession 
promotion by limiting the discounting 
to a handful of sandwiches, leaving its 
most-valued products at full price. This 
is a reasonably effective Give-Get op-
tion for its customers to balance price vs. 
value decisions for themselves. However, 
the potential sales boost may come at the 
expense of franchisee and corporate prof-
itability.

With this promotion, Subway is hop-
ing to buy long-term customer loyal-
ty, but the only guaranteed outcomes 
are a customer base trained to expect 
steep discounting and intensified price 
competition. While consumers will ben-
efit from a price war, Subway will con-
tinue to bleed red ink for another year.

For Subway, plans to invest in custom-
er experience through store and menu 
upgrades will be tested by a sales strat-
egy that relies heavily on discounting. 
Corporate leaders often make decisions 
based on revenue potential, with sustain-
able profitability a distant consideration. 
Don’t make this mistake.
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