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J.C. Penney: Ditch the Risky Pricing Strategy 
Earlier this year, J.C. Penney radically 
changed its pricing strategy, moving 
away from coupons and discounts in fa-
vor of everyday “Fair and Square” pric-
es. The strategy has yet to pay off. In this 
article, the author re-examines the com-
pany’s pricing strategy shift and points 
to several reasons why it hasn’t had the 
same success with J.C. Penney as with 
Apple or other retailers. Rafi Moham-
med is the founder of Culture of Profit 
LLC, a Cambridge, Massachusetts-
based company that works with busi-
nesses to help develop and improve their 
pricing strategy, and author of the Pric-
ing for Profit Blog. He can be reached 
at rafi@cultureofprofit.com.This article 
originally appeared in the Harvard 
Business Review blog at HBR.org. 

While I was dubious about 
J.C. Penney’s switch to 
its Fair and Square Every-
day Low Pricing Strategy, 

even I have been surprised at how miser-
ably the strategy is faring so far.

During its first quarter under the new 
pricing strategy, same store sales dropped 
by 18.9%, store visits decreased by 10%, 
and the average spend was down by 5%. 
As a result, the retailer lost $163 million 
(compared to earning $64 million in the 
first quarter of 2011) and suspended its 
quarterly dividend. J.C. Penney’s stock, 
which bounced above $43 per share af-
ter CEO Ron Johnson enthusiastically 
announced the new pricing strategy in 
January, now trades below $30.

During an investor conference call in 
mid-May, Johnson claimed the big prob-
lem is that customers do not know about 
Penney’s new pricing strategy. This is 
a lesson that all businesses can learn 
from — and one I often see in my own 
work of developing new pricing strate-
gies. While companies, investors, and 
the press may be excited about a new 

pricing strategy, buyers are slow to pick 
up on changes and nuances of a new 
pricing strategy. Shifting from offering 
590 promotions annually to a trimmed 
down Everyday Low Price Strategy, as 
J.C. Penney did, is a big change to com-
municate to shoppers. J.C. Penney now 
believes that success lies in better ex-
plaining its pricing strategy through new 
advertisements.

While Mr. Johnson and his support-
ers are seeking patience — 12 to 18 
months — I think it’s time to pull the 
plug. Sure, in an ideal world, it’d be 
great if J.C. Penney did not have to run 
hundreds of expensive promotions an-
nually to draw consumers into stores 
and shoppers would happily purchase 
knowing that they are getting a good 
(but not necessarily the best) deal. Un-
fortunately, shoppers do not behave this 
way — they love deals. Mr. Johnson 
and his colleagues now refer to coupons 
as “drugs” — with the implication that 
consumers are addicted to coupons. This 
is a good analogy — but my question is 
why is it up to J.C. Penney to take on the 
task of ridding consumers of their dis-
count addictions? As we know from drug 
rehabilitation, it’s hard for people to con-
sider — let alone make — change. And 
even if they do make it through “rehab,” 
there is a very high recidivism rate. Plus, 
remember all of Penney’s competitors are 
tempting customers with coupons and 
sales. This “mission of consumer rehabili-
tation” really seems like a daunting chal-
lenge that J.C. Penney doesn’t need to be 
taking on right now.

The best retailers succeed by offering 
highly differentiated products (as the 
Apple Store does) or a unique shop-
ping experience (as Nordstrom or Target 
does). Today, J.C. Penney sells semi-dif-
ferentiated products and provides a ho-
hum shopping experience — it doesn’t 
have much “mojo” to draw customers 
into its stores. So what’s the only lever 
that can excite and bring in customers 
to make often discretionary purchases? 
Discounts...

I believe that even if customers fully un-
derstand its pricing strategy, J.C. Penney 
is not going to get the revenue/loyalty 
windfall that it is hoping for. It’s time to 
put pride aside and revert back to a dis-
counting strategy. 

In the short term, promotions will turn 
around revenue and mollify anxious 
investors. In the medium term, as the 
company executes on a plan to open 
new boutiques within its stores, dis-
counts will continue attracting custom-
ers as well as provide incentives to check 
out the new boutique offerings. Finally, 
in the long term, once the 80 — 100 
boutiques and Town Square shopping 
environment are in place, J.C. Penney 
can properly roll out its long envisioned 
Everyday Low Pricing strategy. At this 
point, its pitch to customers can be along 
the lines of, “Come for our unique prod-
ucts (boutiques) and hip shopping en-
vironment (Town Square) — and while 
you are here, pick up all of your staples 
at ‘fair and square’ prices.”

Revitalizing the weary J.C. Penney 
brand is a grand challenge — especially 
in the midst of the current tug of war 
between e-tailers and bricks and mortar 
stores. Mr. Johnson’s long term vision 
of offering unique products and shop-
ping experiences — much like the Apple 
Stores that he designed — makes great 
sense. But why at this early stage of such 
an ambitious transformation is J.C. Pen-
ney focusing its energies and credibility 
on getting customers to go cold turkey 
on discounts, especially when it knows 
that effecting consumer change is hard 
and rivals are eagerly encouraging shop-
pers to go “off the bandwagon?” This 
haphazard diversion is torpedoing the 
larger and more important mission.

So what do you think? Should J.C. Pen-
ney be focusing its energies on wean-
ing customers off of “drugs’? Is it time 
for J.C. Penney to throw in the towel or 
hold course and hope the new ads will 
save its pricing strategy?




