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Bed Bath & Beyond’s Persistent Coupons  
and the Return of Thrifty Customer 

The holiday shopping season always 
brings discussions of pricing and dis-
counting strategies to the forefront, 
and especially debates concerning 
the issues related to online vs. brick 
and mortar retailer competition. In 
this article, the author presents sev-
eral pricing strategies that retailers 
can employ to entice holiday shop-
pers without reducing all impor-
tant holiday profits through excessive 
discounting. Rafi Mohammed is the 
founder of Culture of Profit LLC, 
and author of The 1% Windfall: 
How Successful Companies Use 
Profit to Profit and Grow. He can 
be reached at rafi@cultureofprofit.
com. This article originally appeared 
on the Harvard Business Review web 
site at HBR.org.

It’s going to be a rough holiday sea-
son for brick-and-mortar retailers. 
For starters, Amazon is heavily pro-
moting its Prime program, which 

makes online shopping more attrac-
tive by providing two-day shipping. Jet.
com recently entered the e-commerce 
fray with a pledge of being 10–15% 
cheaper than online rivals. Wal-Mart, a 
company whose primary weapon is dis-
counting, is under pressure to boost its 
web sales, which made up just $12.2 
billion of its $476 billion in revenue last 
year. And consumers, already attuned 
to price and accustomed to discounts, 
are becoming used to free, fast shipping 
from e-tailers — so they need a good 
reason to visit a physical store.

What does this mean for brick-and-
mortar retailers? It’s not feasible to lower 
prices across the board to match the web 
(“Our prices are the same as Amazon”) 
since Internet retailers typically have low-
er operating costs. The answer is to play 
defense: use surgical-strike discounts 
to entice customers who are at risk of 

defecting due to a cheaper price.

When a company is losing sales because 
of price, its overwhelmed leadership 
might try to resolve the problem with one 
big price cut—but that strategy is a mis-
take. It’s important for the company to 
embrace the fact that not everyone is con-
cerned about price. In fact, many current 
customers are paying full price already. 
A better strategy is offering discounts 
with built-in hurdles, or requirements 
that must be “jumped over” in order to 
receive the lower price. This method en-
ables a company to provide discounts to 
customers who require them while simul-
taneously charging full price to custom-
ers who are willing to pay it. Customers 
who make the effort to clip, store, and re-
deem coupons, for example, are credibly 
stating “Price is important to me.”

Sales brought about by coupons can be 
significant. Bed Bath & Beyond’s ubiq-
uitous 20%-off postcards, for example, 
are helping overall sales: the store’s rev-
enue rose 1.7% in the most recent quar-
ter. But increased coupon usage is start-
ing to hurt the company’s net profit, 
which dropped by 10%. The company’s 
CFO highlighted “an order of magni-
tude” increase in coupon expenses—pri-
marily higher redemption rates—as the 
key culprit for the profit drain.

It’s easy to demonize coupons for depress-
ing Bed Bath & Beyond’s profits, but 
the company is lucky that it had its cou-
pon strategy in place. Without it, profits 
could have been even worse. Since Bed 
Bath & Beyond hasn’t mentioned a mate-
rial change in its couponing strategy, the 
increase in redemption rates is a sign that 
more customers are becoming price-con-
scious. With customers becoming more 
price sensitive, consumers started using 
the ubiquitous coupons — instead of not 
purchasing from Bed Bath at all.

Providing the 20% discount option 
grants thrifty customers—an increas-

ing number of whom likely would have 
purchased from an online retailer—per-
mission to shop at a brick-and-mortar 
retailer where they assume the prices are 
relatively higher. So while an increase in 
coupon redemptions isn’t optimal, some 
margin is better than no sale at all.

Target, with its similar goal of retaining 
price-sensitive customers, has chosen a 
slightly different strategy of offering dis-
counts with hurdles. It made a big splash 
recently by announcing it would match 
the prices of 29 rival retailers (up from the 
five it previously matched). To receive a 
lower price, customers must show proof 
that one of the 29 retailers is selling the 
product for less. Is this a game changer? 
Not really. Target is simply admitting that 
its prices aren’t necessarily the cheapest, so 
a customer who is inclined to do so should 
check prices at the other 29 web sites and 
shop Target last. This hurdle results in dis-
counts being awarded only to those who 
demonstrate they care about price.

Hurdles aren’t relevant only to brick-and-
mortar retailers that are battling inter-
net foes. Every B2B and B2C company 
should employ hurdle discount tactics 
such as couponing, price matches, re-
bates, and periodic sales to serve cus-
tomers who wouldn’t otherwise pur-
chase there. Depending on the level of 
competition, hurdles can be used as a 
defensive or offensive pricing tactic. In 
price-war situations like brick-and-mor-
tar vs. the internet, hurdles retain cus-
tomers who may defect to a discounted 
rival. In less-competitive conditions, 
hurdles can be used as an offensive strat-
egy to attract customers who otherwise 
would not have purchased. 

Budget-conscious customers are on the 
lookout for deals. If you offer a discount, 
they will come. Employing surgical-
strike discounts such as hurdles can help 
target these customers while minimizing 
the chances of full-paying customers also 
taking advantage of the lower prices.
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