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Transforming the  
Pricing Organization

Even in this challenging economy, 
companies are transforming their 
pricing organizations to achieve bet-
ter control over margins and profit-
ability. In this article, the author 
outlines the four key elements at play 
in the success or failure of every pric-
ing organization transformation. Rip 
Gerber is a board advisor with San 
Francisco-based pricing optimization 
company SignalDemand as well as a 
best-selling author. He is also the edi-
tor-in-chief of the Chief Pricing Of-
ficer blog.

Sounds pretty lofty and never an 
easy undertaking – transform-
ing an organization.  But, even in 
this difficult economy and espe-

cially because of it, leading manufactur-
ers are doing just that – transforming 
their pricing organizations to achieve 
better control over margins and profit-
ability.

A 2008 AMR Research study “Building 
a Bullet-Proof Business Case for Pricing 
Improvement Initiatives” conducted by 
researchers Noha Tohamy and Heather 
Keltz asserts, “Companies that succeed 
in improving their pricing practices have 
typically centralized many of their pric-
ing practices and invested in training 
their sales organization on fact-based 
pricing.”  

A centralized pricing organization fo-
cused on using improved forecasting and 
optimization for more fact-based sell-
ing characterizes the companies that, in 
my experience, have successfully imple-
mented pricing initiatives, as measured 
by their profit gains (ranging from over 
$1 million up to $20 million). Moreover, 
they have been able to reduce price vola-
tility.

There are four key elements at play in 
the success or failure of every pricing 
transformation:

1. Re-designed and Centralized Pricing 
Processes

2. Enhanced, Cross Department Com-
munication

Transforming the  
Pricing Organization
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Starbucks Price Action:  
Bloggers Respond Negatively,  
Will Customers Also?

PPS Happenings 1984-2009, Celebrating 25 years

Upcoming Events
t 5th Annual PPS Conference on European & Global Pricing: Sheraton 
Brussels Hotel - Brussels, Belgium; 25-26 November 2009. Workshops offered 
on 25 November include:

1. Measuring & Managing Pricing Effectiveness - Loic Le Corre &  
Tony Hodgson

2. Channel Pricing - Stephen J. Martin
3. Core Pricing Skills - Mark Billige
4. The Pricing Organization Transformation Workshop - Marc Abels &  

Geert Vercaeren

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Fully Exploit Price Potential with 
an Integrated Economic Value 
Approach
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3. Effective Training, Integrating Process 
with Technology

4. Active Executive Sponsorship

Centralized Pricing Processes
In his recent guest post on http://chief-
pricingofficer.com, Dr. Michael Freimer 
highlights the impact of price volatil-
ity and the need for tools and processes 
to control volatility. Organizations that 
centralize the pricing function along 
with implementing better processes and 
tools gain better insight into custom-
er buying patterns and improve fact-
based pricing decisions.   For example, a 
growing commodity processor created a 
price management function focused on 
finding margin opportunities through 
changes in operations, product mix, and 
timing. 

The price management function reports 
directly to the CEO and helps the orga-
nization execute their strategy to shift 
from spot to more forward sales of their 
commodity-based products.  Price man-
agers have the responsibility for con-
ducting detailed analysis of improve-
ment opportunities using sophisticated 
forecasting and optimization software 
and communicating the results of their 
analysis to the sales team.  This provides 
sales with more fact-based and dynamic 
information that can be used in sales 
transactions. In the fast-paced, transac-
tion-oriented world of the sale represen-
tative, the time to conduct this type of 
analysis was virtually impossible without 
the benefit of the price manager’s role.

Enhanced, Cross 
Department Communication
Enhanced communication with the sales 
team is another benefit of a centralized 
pricing organization. To achieve better 
communication, processes must be ex-
amined in light of the desired organiza-
tional change. Cross-departmental com-
munication can be facilitated through 
the use of common tools and by clearly 
defining the guidelines for how prices 
are quoted to the customer. For exam-
ple, one successful meat packer’s pricing 
team is accountable for establishing the 
final price quote for each transaction, 

while giving its sales team visibility to 
the same forecasting and optimization 
technology used for price setting so that 
both groups are consistent in their un-
derstanding of market trends. With this 
visibility, sales representatives have more 
“pricing courage” and provide better 
pricing guidance to customers, resulting 

in improved relationships with key ac-
counts.

Effective Process and 
Technology Training
Training both the sales and pricing 
teams on the new processes and tools is 
also imperative for success during the 
transformation. Understanding how to 
navigate forecasting and optimization 
applications may be fairly straightfor-
ward. However, understanding the use 
of these more sophisticated technologies 
within the pricing process is less so. Ef-
fective training integrates both the pro-
cess and technology use cases.

Active Executive Sponsorship
Too often organizations assume that by 
simply communicating a change and 
providing training that immediate ex-

ecution will occur.  Training is only one 
aspect of managing the transformation. 
Active sponsorship at senior levels must 
be present.  Executives who support 
structural and process changes as well 
as the implementation of new technolo-
gies and tools ensure that true transfor-
mation occurs. Holding managers ac-

countable and identifying champions for 
change from among the pricing and sales 
or buying groups are just two of the roles 
that executives play in managing the 
transformation. Additionally, executives 
and managers must support shifts in the 
organization’s compensation structure to 
better align them with profitability goals.

AMR’s research points out the benefits of 
centralizing the pricing function as well 
as the risks. Process redesign, implemen-
tation of improved forecasting and opti-
mization technology, training and strong 
executive support represent the strategies 
for mitigating risk and achieving true 
transformation. The true measure of the 
transformation is the attainment of prof-
itability goals – that’s the real bottom 
line.
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Many medical technol-
ogy companies invest a 
significant part of their 
revenue in R&D to con-

tinually develop and launch innovative 
products, new therapies and improved 
procedures. In order to finance R&D 
expenses and comprehensive customer 
services, these companies rely on a rea-
sonable compensation for innovations 
and significant rate of adoption.

Having been a fairly peaceful industry, 
competitive pressure has dramatically in-
creased during the last decade. 

Trying to limit rocketing health care 
expenses, many governments, sick funds 
and health insurance companies have set 
up reimbursement systems resulting in 
certain budgets for hospitals, physicians 
or therapies. Hospitals have reacted by 
constituting purchasing groups as well as 
by purchasing through tenders. There-
fore customers have higher price trans-
parency, more negotiation power and 
established strict process guidelines and 
have improved their negotiation skills. 
This has led to a competition with a high 
– sometimes pure – focus on price. 

Additionally, the number of competitors 
has increased: Established market players 
are more often threatened by low-price 
(but average quality) copycats with en-
tirely different cost structures. Other rea-
sons for an increasing level of aggression 
among market players are short-term fi-
nancial or excessive market share targets. 

In this market environment, in which 
many demonstrate a tendency of eroding 
prices for their regular business, manu-
facturers have to struggle considerably 
harder for adoption of and sufficient 
compensation for their innovations. 

In Europe, the adoption rate of medical 
technology innovations has dramatically 
declined in the last years. The uptake of 

innovative products and procedures such 
as advanced CT systems is disappointing 
from the manufacturers’ perspective. Two 
major reasons exist:

• Clinical reason: Hospital physicians are 
reluctant to start using a device without 
sound evidence. 

• Economic reason: The introduction 
of a per case payment system (DRG: 
diagnosis related groups) — i.e. clas-
sification of hospital cases requiring 
comparable resources and therefore be-
ing funded similarly — induced a new 
level of cost transparency to hospitals. 
It facilitates calculation of the impact 
of using a new product or procedure 
on the margin situation. Innovative 
procedures or products are often not 
sufficiently covered by existing DRGs, 
requiring extra funding (which takes a 
great deal of time) or internal subsidies 
(which limits uptake).

Medtech manufacturers are becoming in-
creasingly more aware of both barriers. On 
the clinical value side, many manufactur-
ers heavily invest in trial programs to meet 
their customers’ increased expectations.

However, manufacturers usually miss 
the opportunity to build a convincing 
economic case. Some major reasons for 

Fully Exploit Price Potential with an 
Integrated Economic Value Approach

Many medtech companies are in the 
challenging position of offering innova-
tive products to customers facing strong 
budget constraints. Establishing a more 
comprehensive value perception by ad-
dressing both the clinical and economic 
value of the innovation is a promis-
ing approach to transfer product ben-
efits into additional willingness to pay. 
In this article, the authors provide an 
overview of how to successfully demon-
strate economic value and incorporate 
a more comprehensive value percep-
tion into pricing practices. This article 
was contributed by Dr. Gerald Schnell, 
Partner and Head of the EU Medi-
cal Technology Competence Team, and 
Patrick C. Raab, Senior Consultant 
and Project Manager in the Medical 
Technology Industry with Simon-Kuch-
er & Partners, Strategy and Marketing 
Consultants (www.simon-kucher.com). 
The authors can be reached at gerald.
schnell@simon-kucher.com and patrick.
raab@simon-kucher.com. 

An equipment company developed 
a software system for a patient lung 
ventilator used on ICU. The software 
is able to control the pressure support 
and also offers a new weaning 
technique. It could be demonstrated 
that this results in a reduced 
ventilation time and in a shortened 
ICU stay for ventilated patients. The 

latter also presents the economic value 
of the new software: capacities on the 
ICU could be freed up. Thus the need 
for the emergency unit to transfer 
patients to the neighbor hospital 
could be reduced, rescheduling of 
planned operations could be avoided 
and revenue could be increased due to 
an increasing number of operations.

Case: Gaining ICU Capacity Through 
Improved Patient Monitoring



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

� October �009

this include:

• “Obviously, our product does not 
provide any economic value”: Manu-
facturers underestimate that clinical 
improvements in efficacy and safety usu-
ally result in cost savings due to shorter 
hospital stays or fewer resources that are 

required to treat complications.

• “Building a health economic model is 
complex and expensive”: It is true that 
health economic models addressing the 
societal perspective require specific pro-
found know-how. However, since many 
new products are used by the hospital, 

a simple and straightforward economic 
analysis of cost savings addressing the 
hospital perspective will be sufficient, 
requiring a less complex approach to 
building a convincing case.

For innovations, trying to distract cus-
tomers from focusing only on price is 
challenging but unavoidable! 

As an example, this article focuses on in-
novative products to be used by hospitals 
under existing DRGs, so the primary 
goal is to convince the hospital to use the 
product at existing funding levels. Thus, 
the value argumentation as well as the 
economic model has to reflect the hos-
pital’s perspective, making price setting 
and execution critical considerations for 
Medtech manufacturers. 

Have your prices cover all 
economic value aspects
Across industries, most innovative 
products or procedures provide a clear 
additional value to customers. The chal-
lenge is to flesh out value arguments 
that are most convincing and relevant 
for customers’ purchasing decisions. 

So far, many manufacturers still consider 
special product features or an increased 

Figure 1: Broaden the value perspective
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Modeling the impact of a new product 
or procedure on hospitals’ financial 
situation does not require the “full 
arsenal” of health economics:

• Focus on cost data – effectiveness 
measures are not required

• Focus on direct cost – consideration 
of indirect cost such as productivity 
loss is not required

• Focus on one hospital stay or therapy 
– modeling of several years is not 
required

The development of an economic value 
model covers 3 phases:

Phase 1: Develop economic model 
and perform feasibility check

In the first phase, the structure of the 
economic model has to be built based 
on the economic value arguments 
developed. In addition, a “feasibility 
assessment” has to be performed, 
providing an initial validation on the 
economic value of the product.

Phase 2: Collect data 

The primary objective of Phase 2 is to 
build a robust data base. The model 
requires data on pathway probabilities 
and resource consumption. In 
addition, the data are used to validate 
the model structure.

Data can come from primary sources, 
e.g. from a hospital or workshops with 
physicians/KOLs. Alternatively or 
additionally, a large scale study can 
also be selected for data collection. 

Phase 3: Model economic value and 
finalize tool

The data collected in the previous 
phase have to be analyzed and 
checked for validity and completeness. 
Depending on the number of cases 
included, statistical tests should be 
performed.

Different functionalities should allow 
for a user friendly operation supported 
by an instruction guideline.

Developing an Economic Value Model
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product performance of an innovation as 
key benefits — from an internal point of 
view. 

In a competitive environment, this per-
ception has to be enhanced by first add-
ing the customer perspective. Research 
on this external view provides valuable 
information on the importance of cer-
tain features and customers’ willingness 
to pay. 

Since in many industries’ prices and 
costs have become increasingly impor-
tant, a second step of enhancement is 
to expand the perspective even further 
towards an integrated economic value 
perception. 

Other industries already apply a more 
comprehensive approach to demon-
strate value, known as total cost of 
ownership (TCO). As an example from 
the construction industry, a manufac-
turer of an alternative product to clas-
sic red bricks — aerated concrete bricks 
— has developed a value calculator. 
Despite this alternative product’s signif-
icantly higher price, builders can save 
costs, e.g. on labor, mortar and insula-
tion. So on a square-meter-built-wall-
basis, the alternative brick is cheaper 
and even provides superior product 
features.

In the automotive industry, fleet man-
agers could care less about engine specs, 
such as the number of valves, type of 
fuel injection etc. Certainly, engine 
technology influences fuel consump-
tion, performance and durability, but 
arguments that really count are annual 
total costs or costs per km. Leading 
manufacturers have developed calcula-

tion tools target-
ed to fleet man-
agers in order to 
prove the positive 
economic impact 
of their products 
— total cost of 
ownership. 

Now, com-
ing back to the 
medtech example 
for economic val-
ue arguments:

From a manufac-
turer’s perspec-
tive, the goal is 
to maximize the 
share of a DRG. Not surprisingly, this 
diametrically opposes a hospital’s target, 
which is to maximize its DRG margin.

Keeping this initial position and a fixed 
DRG in mind, there are only two fa-
vorable options for revealing integrated 
economic value to a hospital maximiz-
ing its DRG margin: 

• Reduce variable costs

• Cut fixed costs

At a first glance, the latter might seem to 
be related to complex restructuring — 
e.g. laying off staff. Actually, a decrease 
in fixed costs can result from smoother 
processes or higher capacity utilization.

Examples of economic value arguments 
are reduced length of stay, reduced pro-
cedure duration, less staff required, lower 
care levels or even less space for stocking 
and sterilization. So fixed cost savings 

often come from capacity releases, i.e. 
operation rooms (OR), the intensive care 
unit (ICU), the normal care unit or the 
diagnostic unit. In the case of waiting 
lists, releasing resources will be relevant, 
but also if critical care capacities are ad-
dressed, e.g. OR, ICU. 

The other option, decreasing variable 
costs, can also be incorporated by prov-
ing that, for example, fewer blood prod-
ucts and disposables will be required and 
fewer medications will be needed to treat 
potential complications.

Additionally, opportunity cost savings 
(without considering revenue) should be 
considered as an economic value argu-
ment: it is certainly not as strong and 
tangible, but occasionally it might be the 
only one to be applied. Some innovative 
products save costs but at the same time 
reduce the revenue per patient since a 
different DRG is applicable. In this case, 
a more sophisticated analysis is needed 

Figure 2: Various possibilities to benchmark economical value

Figure 3: Approach to develop an economic value model
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economic benefits of innovations to various stakeholders 
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Developing an economic value model 
Modeling the impact of a new product or procedure on hospitals’ financial situation does not 
require the “full arsenal” of health economics: 

Focus on cost data – effectiveness measures are not required 
Focus on direct cost – consideration of indirect cost such as productivity loss is not 
required
Focus on one hospital stay or therapy – modeling of several years is not required 

The development of an economic value model covers 3 phases: 
Phase 1: Develop economic model and perform feasibility check 
In the first phase, the structure of the economic model has to be built based on the economic 
value arguments developed. In addition, a “feasibility assessment” has to be performed, providing 
an initial validation on the economic value of the product. 
Phase 2: Collect data 
The primary objective of Phase 2 is to build a robust data base. The model requires data on 
pathway probabilities and resource consumption. In addition, the data are used to validate the 
model structure. 
Data can come from primary sources, e.g. from a hospital or workshops with physicians/KOLs. 
Alternatively or additionally, a large scale study can also be selected for data collection.  
Phase 3: Model economic value and finalize tool
The data collected in the previous phase have to be analyzed and checked for validity and 
completeness. Depending on the number of cases included, statistical tests should be performed. 
Different functionalities should allow for a user friendly operation supported by an instruction 
guideline.
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Other industries already apply a more comprehensive 
approach to demonstrate value, known as total cost of 
ownership (TCO). As an example from the construction 
industry, a manufacturer of an alternative product to 
classic red bricks  aerated concrete bricks  has 
developed a value calculator. Despite this alternative 
product’s significantly higher price, builders can save 
costs, e.g. on labor, mortar and insulation. So on a 
square-meter-built-wall-basis, the alternative brick is 
cheaper and even provides superior product features. 

In the automotive industry, fleet managers could care less 
about engine specs, such as the number of valves, type of 
fuel injection etc. Certainly, engine technology influences 
fuel consumption, performance and durability, but 
arguments that really count are annual total costs or costs 
per km. Leading manufacturers have developed 
calculation tools targeted to fleet managers in order to 
prove the positive economic impact of their products 
total cost of ownership. 

Now, coming back to the medtech example for economic 
value arguments: 
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From a manufacturer’s perspective, the goal is to 
maximize the share of a DRG. Not surprisingly, this 

Figure 2: Various possibilities to benchmark economical value 
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to compare margins. If due to a capac-
ity release more profitable patients can be 
diagnosed/treated, this will reduce the 
opportunity costs of less profitable pa-
tients. The investigation of these poten-
tial savings becomes especially important 
if a profit calculation/assessment is too 
complex or if no accurate internal con-
trolling information (e.g. exact cost as-
sumptions) is available.

Several such projects have shown that inte-
grated economic value modeling is a valu-
able tool to pinpoint the economic benefits 
of innovations to various stakeholders — 
hospitals, relevant payers, and physicians.

For example, output data are:

• Average cost per patient for the current 
and new treatment pathway

• Average resource consumption for cost 
drivers (length of stay, OR minutes, etc.)

The economic value model is the starting 
point to calculate the business case for 
the hospital. Based on the annual num-
ber of patients and the capacity available, 
the total impact of the new treatment on 
the hospital budget and the capacity can 
be calculated. 

Since the integrated economic value will 
likely be related to a certain therapy or 
evaluated from an annual perspective, 
price models might have to be adapted. 
Alternative price metrics to selling only 
product units could be a price per thera-
py or a monthly rental quote. Risk- shar-
ing agreements could also be concluded 
when a customer is convinced of clini-
cal value but has doubts about economic 
value.

Integrated economic value modeling 
is an alternative, highly sophisticated 
price-setting approach for innovations 
from medical technology manufacturers. 

Incorporate the economic 
value model in your sales 
approach
Applying an integrated economic value 
model has several implications for price 
execution. Although selected sales reps 

might have been involved in the devel-
opment of an economic value model, 
the entire sales organization should be 
sensitized to and convinced of the more 
comprehensive sales approach for inno-
vations, addressing both clinical and eco-
nomic benefits. 

In place of pure price negotiations, sales 
reps need to understand the rationale 
behind an integrated value perception. 
Dedicated training lessons should be 
given. Sales reps also need to be trained 
how to approach and convince addition-
al, different stakeholders. It will be cru-
cial to: 

• Establish a comprehensive value percep-
tion for innovations supported by the 
economic value model. This requires a 
mindset change for most stakeholders 
— arguments should address stakehold-
ers’ perspectives and needs. In addition, 
economic models should be easy to 
apply and focus on key cost drivers and 
pathways.

• Provide physicians with economic 
arguments they can use to internally 
convince the hospital administration.

• Approach hospital administration pro-
actively to present business cases from 
economic value modeling.

Consider all relevant 
value dimensions with a 
comprehensive pricing 
approach
Establishing a more comprehensive value 
perception is essential in order to clearly 
reveal benefits and additional economic 
value of many innovative products or 
procedures. 

In terms of price setting, the goal is to 
develop a pricing strategy that is built 
on the full product value, i.e. not only 
the clinical but also the economic value. 
Economic value models enable compa-
nies to identify prices which are justified 
from an economic perspective.

Regarding price execution, the sales ap-
proach might have to be adapted to: 

• Effectively communicate benefits, e.g. 
using economic value models, and to

• Sustainably establish a mindset change 
at customers towards a comprehensive 
value perception

1. The foundation of the entire 
economic value argumentation is 
the assumption that the innova-
tion is convincing from a clinical 
perspective, i.e. it has to be a 
medically interesting innovation 
that arouses interest in hospitals, 
physicians, etc.

2. The argumentation has to be 
economically interesting, i.e. the 
results should not be obvious 
without any extensive investiga-
tions 

3. To convince hospitals to partici-
pate in the model development 
and data collection there are two 
main reasons: either emphasize 
their need for an innovative 
medical device or offer a finan-
cial incentive for the participa-
tion. 

4. From the beginning it is im-
portant to integrate different 
perspectives (e.g. manufacturer, 
physicians, administrators...) 
and to jointly identify the main 
economic arguments, e.g. in a 
workshop.

5. A simple appealing model and a 
few clear messages should be the 
final result. This will enhance and 
the overall value of the innova-
tion. You’re missing a verb after 
“and.” This will enhance and… 
the overall value…

Success Factors for 
Building an Economic 

Value Model:
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In late August, Starbucks (SBUX) 
raised their prices on several more 
complex beverages while lowering 
them for more basic drinks. Re-

sponses from bloggers have been over-
whelming negative. Did Starbucks mis-
judge their pricing power or are the 
pundits punching thin air?

In response to an article running in the 
Wall Street Journal Online, reader com-
ments ranged from calling Starbucks 
out of touch with “adding insult to ab-
surdity, Starbucks just doesn’t get it,” to 
announcements of brand defection with 
“goodbye, Starbucks” or “that will push 
even more customers over to McDon-
alds.” Only one commenter out of 21 
comments had anything positive to state 
about Starbucks, and even that pun-
dit didn’t make a strong defense of the 
price move. Judging from the responses 

of these readers, it appears the popular 
sentiment of even the informed readers 
of the Wall Street Journal is against these 
developments.

Before we evaluate the overwhelming 
negative responses of the bloggers, let’s 
look at the facts through the lens of stra-
tegic pricing.

Pricing Strategies at 
Starbucks
Consider a basic cup of coffee. Noth-
ing fancy. Just straight coffee. What you 
would get if you ordered, with these 
exact words, “Extra large cup of cof-
fee please”? At Dunkin Donuts on Wa-
bash in downtown Chicago, you will pay 

$2.10 for 20 ounces of coffee. At Star-
bucks also located on Wabash in down-
town Chicago you will pay $1.95 for 20 
ounces of coffee. Same volume of decent 
quality coffee, but slightly cheaper at 
Starbucks.

At the bottom end of the market, Star-
bucks is executing a mark-to-market 
pricing strategy. Basic coffee at Star-
bucks may be somewhat more expensive 
than the watered down swill they call 
coffee at a low end diner, but it is priced 
competitively within its peer category.

Alternatively consider some of the fancier 
concoctions of Starbucks: Frappuccino, 
Vivanno, or Macchiato. Starbucks has 

Basic coffee at Starbucks may be somewhat more 
expensive than the watered down swill they call coffee 
at a low end diner, but it is priced competitively within 
its peer category.

Starbucks Price Action: Bloggers Respond 
Negatively, Will Customers Also?

Starbucks’ pricing strategies have 

garnered a great deal of media at-

tention as of late, especially in light 

of increasing competition and high-

er prices on premium products in a 

down economy. Is the company put-

ting too high a price on its value for 

customers to swallow? In this article, 

the author analyzes the company’s 

recent pricing tactics and apparent 

customer backlash. Tim Smith, PhD, 

is the Managing Principal of Wiglaf 

Pricing, Adjunct Professor of Market-

ing at DePaul University and Editor-

in-Chief of  The Wiglaf Journal. He 
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more than 87,000 different drink com-
binations customized to the desires of 
its customers. At this end of the market, 
Starbucks extracts prices north of $4 on 
a regular basis. In the announcement, 
some of these blends are being raised by 
up to an additional quarter.

At the top end of the market, Starbucks 
is executing a differentiated-value pric-
ing strategy. In this category, the compe-
tition is weaker and Starbucks does have 
stronger pricing power. They can price in 
proportion to the value customers place 
on having a high quality, highly custom-
ized product. Customers who perceive 
that adding caramel to a 20 ounce mac-
chiato is of higher value than other bev-
erages can upgrade to this level. Those 
that don’t are free to purchase another, 
preferably Starbucks, product.

Differentiated pricing is just that: pric-
ing different products differently in 
proportion to the value different cus-

tomers place on the products. Neither 
one product nor price is optimal for all 
customers. Customers are diverse, and 
companies that meet the diverse needs of 
its customers better are those which are 
most likely to prosper.

From this strategic pric-
ing viewpoint, Star-
buck’s price moves are 
an appropriate mar-
ginal improvement on 
its pricing practices, not 
a radical shift. They do 
not imply a pricing prac-
tice that is absurd, out of 
touch with its market, or 
designed to drive cus-
tomers to competitors. 
Rather, these strategies 
appear to be a means 
of capturing marginal 
customers who are price 
conscious at the low end 
while improving mar-

gins earned from the more utility con-
scious customers at the high end.

Positioning
Appropriately, Starbucks has positioned 
their price increases as being related to 
the cost of doing business in labor and 
ingredients. Whether or not this is the 
case is a separate question since, from a 
strategic pricing perspective, costs are a 
secondary issue to willingness to pay. The 
facts are, many customers are willing 
to pay that price and Starbucks should 
wisely capture its fair share of the value 
they create for their customers.

As for their price cuts, Starbucks has said 

little to say. Hence, one is left to sus-
pect that Starbucks is having a market-
ing communications and public relations 
dilemma.

On one hand, it makes little sense for a 
premier leader to highlight prices dur-
ing the normal course of business from 
a marcom perspective. Talking about 
prices makes customers more price 
sensitive. Talking about benefits and 
differentiators makes customers more 
utility sensitive. Companies can cap-
ture higher prices by heightening util-
ity sensitivity, not price sensitivity; as 
such, premium quality leaders should 
communicate utility focused messages 
to their market.

On the other hand, we are not in a nor-
mal business cycle. We are just barely 
coming out of the worst recession in 
our lifetime, we hope. Moreover, Star-
bucks has been facing a new set of chal-
lenges from Nescafe on the instant cof-
fee side to McCafe on the premium fast 
coffee side. All of Starbucks’ competi-
tors are commenting on their prices 
as being too high. Eventually, as the 
comments on the Wall Street Journal 
Online indicate, people start believing 
these attacks.

It might be time for George Schultz of 
Starbucks to respond to these attacks. 
Businesses are not a democracy, but 
they sure better listen to the grum-
blings of the market.
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