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Power Pricing in  
Business Current Accounts

A recently completed global research 
project, analysing and benchmarking 
the Business Current Account (BCA) 
proposition of over 50 global banks, 
identified eight themes which can di-
rect the design of new BCA products to 
ensure a win-win situation for banks 
and small/medium enterprises (SMEs), 
also called fair value exchange. This 
paper presents the study’s findings and 
the eight themes pricers can use in the 
highly competitive and increasingly 
regulated global banking industry and 
in multiple other industries. Horatiu 
Kraus is a Consultant, Ben Snowman 
is a Director, Jens Baumgarten is a 
Managing Partner, and Georg Wueb-
ker is a Managing Director with Si-
mon Kucher & Partners. The authors 
can all be reached via www.Simon-
Kucher.com.

The UK business current ac-
counts market has long been 
considered highly concentrated 
with a relatively loyal customer 

base. Today, the four largest providers 
account for over 85% of the SME mar-
ket1. However, with the regulatory push 
for more competition stemming from the 
Vickers Commission recommendations, 
we are likely to see competition in the 
sector gradually increase as customers 
find it easier to switch. 

The largest players in the UK are also on 
the brink of a price war, with some giv-
ing a range of services away for free and 
all promoting an extensive free offering 
as an incentive for customers to switch 
providers. Is the offering of free services 
the most profitable way of winning the 
“acquisition war”? Is there a way to re-
tain and grow the customer base while 
avoiding the commoditisation of services 
and the excessive compression of profit 

margins? A recently completed global 
research project, analysing and bench-
marking the Business Current Account 
(BCA) proposition of over 50 global 
banks, identified 8 themes which can di-
rect the design of new BCA products to 
ensure a win-win situation for banks and 
SMEs, also called fair value exchange. 

Current Market Assessment 

A growth in switching
Until recently, SMEs rarely changed 
their business current account (BCA). 
However, this is quickly changing. Of 
all SMEs in the UK, current account 
switching in the past 12 months reached 
6%, up from 4% 3 years ago2. When 
surveyed, 42% of SMEs revealed they 
were unsatisfied with their current pro-
viders3 (see Figure 1). 

The reasons cited for switching services 
are decisive: 1) poor relationship with old 
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Figure 1: Switching is on the rise 

bank/their staff, 2) better service at new 
bank and 3) lack of necessary services/
products. The failure to meet customers’ 
needs is the cause for 20% of SMEs us-
ing retail products3. While switching is 
on the rise, the UK government is seek-
ing to bolster competition in the market 
and ease of switching is a key target. 

The growth in switching and the high 

percentage of unsatisfied customers pro-
vide ample opportunities to win over 
customers for banks with the right value 
proposition. 

Government Influence
The Independent Commission of Bank-
ing released its final report in September 
2011, with two important recommenda-
tions aimed at increasing competition 

within the SME banking market. One 
measure is the proposal to introduce a 
redirection service for business current 
accounts to allow customers to switch 
accounts in a simple and cost effective 
manner. This is likely to exacerbate the 
rising trend of switching and reduce cus-
tomer stickiness. 

Second, the ICB accredit part of the cur-
rent low switching rates to the lack of 
transparency. They propose to drive to-
wards increased price transparency in the 
industry through the mandatory offering 
of standardised options that are compa-
rable between all providers which neces-
sitate the provision of innovative offer-
ings to prevent the commoditisation of 
services and competition around utility 
features. In summary, these government 
interventions are likely to stimulate 
more switching. 

Growing market
The number of SMEs is on the rise with 
a steady 2.5% CAGR since 2000 (see 
Figure 2)4. While the financial crisis has 
driven more SMEs into bankruptcy, this 
was offset by the growth of new SMEs, 
leading to a steady increase in BCA de-
mand. Therefore, identifying and offer-

Current account switching is on the rise

Simon-Kucher & Partners: Business and Retail Current Accounts - 1 -

Source: Mintel, GfK
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provider?
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42% of customers are 
unhappy with their BCA 

provider

There has been CAGR of 2.5%1

SMEs account for 99% of all enterprise 
in the UK, 58.8% of private sector 
employment and 48.8% of private 
sector turnover1

52% of SMEs have been with the 
same current account provider for at 
least 9 years2

80% of SMEs that use credit products 
have one from their main bank3

1.2% of small businesses, 2.16% of 
medium-sized businesses and 1.56% 
of large businesses became insolvent 
each last year4

There is a large market opportunity as the number of small businesses is 
increasing

Simon-Kucher & Partners: Business and Retail Current Accounts - 2 -

Source: 1) BIS, 2) Mintel, 3) ICB Final Report, 4) Experian 
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Figure 3: Top 5 banks current account offeringing the right products that attract start-
ups is key: new customers usually choose 
the business bank which offers the ser-
vices they need. Furthermore, customers 
have a propensity to go to the bank with 
which they hold a personal current ac-
count. 

While the overall economy continues to 
struggle, growth in the SMEs has con-
tinued: 

Price War
The UK market seems to be on the 
brink of a price war (see Figure 3), with 
the largest banks offering free banking 
for up to 2 years as an incentive to at-
tract switchers. Some banks now offer 
a range of free services to all their ac-
count holders. The commoditisation of 
services and products does little to build 
customer loyalty and increase retention. 
The sooner banks realise they should not 
compete on utility and price, the quick-
er they can move up the value chain to 
compete on the quality of their service 
offering. The key challenge is designing 
the optimal unique solution mix that ap-
peals to customers consisting of features 
that can command a higher profit.
 
Barclays and Santander offer gives away 
many previously monetised services for 
free. 

8 Design Themes to win in 
the war for BCAs: 
A recent research study benchmarked the 
BCA offering from over 50 banks glob-
ally. The analysis of the sector identified 
innovative features which group into 8 
design themes. This paper argues that 
these themes play a central role in the 
design of new BCA propositions. 

1. Simplify the proposition, aligning 
smart solutions with customer needs, 
avoid ‘functional’ pricing and com-
municate the proposition to demon-
strate how customer needs are being 
served.

2. Give customers the ability to select 
their own products and services but 
help them on the journey.

3. Give customers the tools to help 
budget and plan; give customers the 
foresight when it comes to charges – 
avoid any surprises.

4. Integrate new technology into of-
ferings and make this a differentia-
tor – resist the temptation to give 
investment-heavy innovations away 
for free.

5. Expect to charge a premium by pro-
viding services in line with customer 
needs and objectives – this is fair 
value exchange.

6. When times are tough, you can’t 
offer everything. But offer a solu-
tion through partnerships to provide 
alternatives for things that you can’t 
offer.

7. Be more than just a bank: help fulfil 
business’ financial and non-financial 
needs.

8. Companies are ultimately collections 
of people. Build a stronger relation-
ship by integrating personal and 
business banking propositions.

Examples to inspire  
UK providers
The following examples demonstrate best 
practices from banks around the world: 

1. Solution: WestPac (Australia) and 
Standard Bank (South Africa) un-
derstand that BCA’s must offer more 
than just a platform to allow busi-

ness to happen. WestPac introduced 
a road map that provides guidance 
to new business entrepreneurs (reg-
istration and legal issues, cash flow 
analysis, advertising/online presence, 
etc.) and identifies the banking solu-
tions to meet those needs (for those 
services which are not offered direct-
ly, e.g., lessons on writing a business 
plan, they have partnered with exter-
nal providers). Standard Bank went 
a step further and introduced unique 
packages with advisory services for 
specific industries such as agricul-
tural, franchising, healthcare and 
international trade. Geared towards 
helping the customers through the 
life-stages of their business, these 
solutions enhance the bank’s prod-
uct offering and establish a powerful 
relationship with the customer from 
the beginning. 

2. Incentives for retail: Citi Busi-
ness Banking (U.S.A) and Umpqua 
(U.S.A) offer discounted premium 
PCAs to their BCA customers’ em-
ployees. This not only strengthens 
the relationship, but also serves as 
a platform to change the relation-
ship from a product to a solution 
based relationship (and increase 
cross sales). Umpqua provides direct 
payroll services, health insurance ac-
counts and tax free savings instru-
ments linked between the business 
and personal accounts. 

3. Channel: Monte dei Paschi di Siena 
(Italy), introduced discounted pric-

Top 5 Banks are at the brink of a price war

Simon-Kucher & Partners: Business and Retail Current Accounts - 3 -

To attract new customers, most banks give free services for 1.5 to 2 years; Barclays and Santander are 
leading the commoditisation of core services

Source: Simon-Kucher & Partners Analysis, information publicly available through internet searches, 1 Based on Barclays Business Free Automated Transactions Tariff

Fee HSBC LBG RBS Natwest Barclays1 Santander

Maintenance
fee £5.00 £5.00 £3.00 £6.00 £5.50 £7.50 - £20.00

Bill Payment £0.37 £0.15 £0.37 £0.40 £0 £0
Branch cash 
in 0.60% 0.57% 0.66% 0.66% 0.85% 0.5% if above 

allowance
Branch cash 
out 0.75% 0.62% 0.66% 0.66% 0.85% 0.00%

Direct Debit £0.35 £0.40 £0.37 £0.40 £0 £0
Standing
order £0.58 £0.40 £0.45 £0.45 £0 £0

BACS
Payment £0.23 £0.10 £0.14 £0.18 £0 £0

Business Banking
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ing for all transfers if over 70% of 
transfers are done online. One rea-
son for the success of this channel 
pricing strategy was its focus on fair 
value communication. Since on-
line banking is cheaper than branch 
banking, the savings are passed on 
to the customers. While many banks 
in the UK give online banking for 
free, the migration rate is often be-
low expectations. Few banks have 
managed to introduce successful 
channel based pricing for their BCA 
customers without risking customer 
flight while at the same time achiev-
ing a high migration rate. 

4. Partnership: UBI Banca’s (Italy) 
BCA value proposition comes with a 
number of bolt-ons which the cus-
tomer can choose from: discounts on 
gas, phone, electricity, and fuel bills 
as well as a number of insurance 
products: legal risk, human resourc-
es risk, and property insurance. This 
partnership strengthens the banks 
value proposition and provides the 
customers with services that they 
value. The banks offering can often 

be improved through partnerships 
with other firms. These must offer 
services/products which the custom-
ers value, cannot be offered directly 
by the bank and which the custom-
ers can receive at a discount through 
the bank. 

5. Sales: First National Bank (South 
Africa) replicated the successful con-
cept of model/account finders to the 
BCA market. First National Bank’s 
model finder analyses the needs of 
customers and proposes a solution 
to meet those requirements. Their 
needs are assessed based on 8 catego-
ries: industry, business age, annual 
turnover, use of financing solutions, 
use of investment solutions, money 
transfers, payment solutions and ad-
ditional benefits. Given the large 
variance in needs and willingness to 
pay for SMEs, the optimal number 
of price points can complicate and 
cluster an effective value proposition 
with too many options. Model find-
ers solve this problem by allowing 
the customers to self-select based on 
their needs.

What next?
Leading banks all have one thing in 
common: they design their propositions 
with the customer in mind. The increase 
in switching, stemming from a growth 
in dissatisfaction with BCA provider, 
point to an opportune time for UK 
banks to redesign their propositions. 

Endnotes 

1) Independent Commission on Banking – Fi-
nal Report, September 2011 http://banking-
commission.s3.amazonaws.com/wp-content/
uploads/2010/07/ICB-Final-Report.pdf

2) Independent Commission on Banking – Fi-
nal Report, September 2011

3) Mintel, 2011 and Bank of England

4) Department for Business Innovation & 
Skills, http://www.fsb.org.uk/pressroom/
assets/statistical%20release%20bpe%20
2011%20edition.pdf
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How to Save Groupon
How did online social deal giant Grou-
pon go from one of the fastest growing 
companies ever in 2011 to struggling 
to stay afloat in 2012? Although many 
have claimed the reason is “buyer fa-
tigue,” in this article, the author points 
to “seller fatigue” and the lack of long 
term benefit and revenue return to ven-
dors. Rafi Mohammed is the founder of 
Culture of Profit LLC, a Cambridge, 
Massachusetts-based company that helps 
businesses develop and improve their 
pricing strategy, and author of the The 
1% Windfall: How Successful Com-
panies Use Profit to Profit and Grow. 
This article originally appeared on the 
Harvard Business Review web site at 
HBR.org.

After recently getting lost for 
the umpteenth time, I decided 
to join the 21st century and 
purchase a GPS navigation 

device. Shortly after making this deci-
sion, Groupon delivered a great deal to 
my email inbox: a factory refurbished 
Garmin GPS ($240 list price) for $69. A 
day or so later, ready to purchase, I went 
to the Groupon web site only to discover 
that over 25,000 GPS units had been 
sold and the deal was no longer available. 
Wow, I thought: That’s a lot of GPSs to 
move in a short period.

Success stories like that have been in 
short supply lately for online discount 
sites like Groupon. In a little over a year, 
Groupon’s stock price has fallen from a 
high of over $31 to under $4. Over the 
last month, founder Andrew Mason has 
faced repeated rumors that he may be 
ousted. Just last week, LivingSocial laid 
off 9% of its staff. 

So what’s causing this drastic demise? 
Many claim “consumer fatigue”: con-
sumers are tiring of deals. I doubt this, 
because consumers really love good 

deals. For proof of that, just ask J.C. 
Penney — its sales have nosedived 
by 27% primarily because the chain 
stopped offering weekly deals.

The real problem facing Groupon is “sell-
er fatigue”: merchants are finding they 
are not getting a positive return on their 
Groupon investment. Sure, mobs of 
customers show up armed with 50% off 
coupons, but few go on to become re-
peat customers once the discounts end. 
The daily discount site mantra to mer-
chants of “get them in cheap and they’ll 
return to pay full price” is fundamentally 
flawed. As long as deal sites keep pro-
moting this party line, they’ll continue 
to flounder.

So what should deal sites do? Acknowl-
edge the truth and evolve. Their sizable 
subscriber bases (Groupon claims to have 
over 200 million subscribers with 39.5 
million classified as “active”) are a signif-
icant asset, even if those members aren’t 
proving to be a great source of repeat 
customers for the bars, spas, and rock 
climbing centers that send out so many 
Groupons each week. 

Instead of selling hope (“fingers crossed, 
you’ll make a profit later”), Groupon 
needs to leverage its subscriber base and 
focus on creating opportunities for mer-
chants to reap profits now. Have excess 
inventory to sell? Use Groupon Goods! 
After all, how many other sites can (and 
are willing to) simply push an email blast 
button and sell 25,000 refurbished GPS 
units in a day?

Deal sites are a great way to fill off-peak 
unused capacity too. Restaurants, for 
instance, are trying to use reduced pric-
es to fill tables during off-peak time peri-
ods. Why not use a Groupon deal that is 
only good Monday — Wednesday before 
7 PM? And to be clear, discounts don’t 
have to be so drastic. One 25% off Grou-
pon deal could profitably fill early bird 
slots at popular restaurants for the fore-
seeable future. 

Restricting discounts to off-peak time 
periods or unsold leftovers also reduces 
the risk of tainting a company’s brand. 
Customers understand the idea of filling 
spare capacity by lowering prices. They 
realize that a meal at 5:30 PM on Tues-
day is not comparable to one on Sat-
urday at 8 PM. If the Ritz Carlton can 
use discounts during off-peak times (for 
instance, during hurricane season in the 
Caribbean) without damaging its pres-
tigious brand, your company probably 
can too.

It’s time for Groupon to come clean on 
what many merchants have already dis-
covered: its 200 million are mostly fru-
gal people looking for deep discounts, 
not consumers looking to create long-
lasting new relationships. 

Instead of promoting daily discounts as 
a vehicle to drum up profitable future 
business, Groupon should be selling ex-
cess goods and excess capacity. The smat-
tering of customers who return and pay 
full price should be considered “gravy,” 
not the primary goal of the promotion. 
By limiting quantities and redemption 
time periods, merchants also reduce the 
risk of being overwhelmed by crushes of 
customers. 

Will this revised pitch/strategy return 
Groupon to its heady days of being 
the “fastest growing company ever”? It’s 
unlikely. But since most companies have 
“excess opportunities,” Groupon can be-
come an integral and ongoing business 
partner.

So what do you think? Do you believe 
the “they’ll come back and pay full 
price” pledge of deal sites? Should Grou-
pon focus on “excess opportunities” that 
result in immediately profitable transac-
tions for merchants? Does Groupon have 
the fortitude to change its strategy?
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Best Buy & J.C. Penney: Strategically Confronting 
Dislocation and Price Pressures with Relevancy 

Brick and mortar retailers like J.C. 
Penney and Best Buy are facing nu-
merous challenge, such as dislocation, 
price competition and the continued 
rise and dominance of online retailers. 
Despite these challenges, strong man-
agement is leading these companies 
towards a potentially brighter future 
than other less-fortunate retailers, as 
the author explains. Author Tim J. 
Smith is the managing principal at 
Wiglaf Pricing, adjunct professor at 
DePaul University, a frequent PPS 
speaker, instructor and presenter, and 
the Academic Advisor for the Certified 
Pricing Professional designation.  His 
most recent book is Pricing Strategy:  
Setting Price Levels, Managing Price 
Discounts, & Establishing Price Struc-
tures (South-Western Cengage Learn-
ing, 2012). 

Declining profits and ham-
mered by investors, Best 
Buy (BBY) and J.C. Pen-
ney (JCP) are having a tough 

go.  For the quarter ending May 5th, 
profits at Best Buy dropped 25% to $158 
million on sales of $11.5 billion. Worse, 
for the quarter ending April 28th, J.C. 
Penney reported a loss of $163 mil-
lion on revenue of $3.15 billion.  With 
reports like this, some seem to believe 
traditional brick-and-mortar retailers 
are circling the drain as US consumers 
switch to online channels.  But take a 
deeper look, and you will find that both 
Best Buy and J.C. Penney show promise.

Strong management from both of these 
brick-and-mortar retailers is leading 
these firms towards a potentially bright-
er future.

In this article, we will show that both 
Best Buy and J.C. Penney have acknowl-
edged their common challenges, have 
developed strategies to address these 

challenges, and are taking action towards 
a more promising (profitable) future.

Common Challenges
The challenges Best Buy and J.C. Pen-
ney are both facing include dislocation 
and price competition.

In terms of dislocation, US consumers 
are continuing their switch from tra-
ditional brick -and-mortar retailers to 
online retailers.  In 2000, online retail-
ers accounted for only 2% of US retail 
sales.  By 2011, the portion of retail sales 
online had grown fourfold to 8% of US 
retail sales.  This leaves traditional retail-
ers like Best Buy and J.C. Penney fac-
ing increased competition for customers 
within a declining (though still large) 
channel segment.

In terms of price competition, online 
retailers have been found to be cheap-
er than traditional retailers in several 
categories.  In New York, where Ama-
zon (AMZN) does collect sales tax, Am-
azon’s prices averaged 11% lower than 
Wal-Mart’s in-store prices and 8% lower 
than those at Best Buy.  The lower on-
line retail prices are not only encourag-
ing customers to switch channels, but 
they are also forcing traditional retailers 
like Best Buy and J.C. Penney to respond 
with lower prices.

These common challenges facing brick-
and-mortar retailers are daunting 
enough.  Between a declining impor-
tance of their sales channel and the in-
creased price pressures squeezing their 
profit margins, Best Buy’s and J.C. Pen-
ney’s demise would be expected by many 
an armchair business strategist.

But we aren’t done.  Consumers are also 
driving their costs up without contribut-
ing anything to the till through show-
rooming.

Showrooming is the consumer practice 
of visiting brick-and-mortar stores to 

select an item, then buying that item 
online.  Research by ClickIQ found that 
half of shoppers who buy products on-
line first checked them out in traditional 
stores.  For traditional retailers like Best 
Buy and J.C. Penney, showrooming is 
a double whammy.  Not only do these 
retailers lose the sale, but they also incur 
the costs of holding inventory, maintain-
ing sales staff, and managing property in 
the service of, ultimately, non-customers.

Look at Strategy
But Best Buy’s and J.C. Penney’s epi-
taphs need not be written yet.  Retail 
store format changes, price pressures, 
and customer cross-shopping are not 
new events.  These types of events have 
happened before and they will happen 
again.  Before Amazon came to mar-
ket with lower prices and lower service, 
Wal-Mart came to market on the same 
premise.  This process is so common, its 
cousin even has a name:  the wheel of 
retailing.

Best Buy and J.C. Penney can survive – 
even profit and grow – if they take the 
right strategy.  Recent statements and ac-
tions by Best Buy and J.C. Penney indi-
cate that they are each on the right track 
with slight variation.

The key to retailing, or any business for 
that matter, is to remain relevant to cus-
tomers.  Best Buy and J.C. Penney have 
both developed strategies for ensuring 
continued market relevance.  Some of 
the elements of their strategies are com-
mon between them.  Other elements are 
unique and reflect the unique position 
and strengths of these firms.  Let us first 
examine the common strategic elements, 
and then consider their firm-specific 
strategies.

Common Elements 
The strategies of both Best Buy and 
J.C. Penney share elements of, in order 
of increasing strategic importance, (1) 
competing online, (2) reducing costs, (3) 



 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

December 2012 7

Price guarantees enable Best Buy to capture 
customers with competitive prices while simultaneously 
discouraging competitors from poaching customers 
based on price alone. 

improving price management, and (4) 
driving shopping theatre.

(1) The online channel is too important 
for any retailer to ignore, and both Best 
Buy and J.C. Penney are competing on-
line.  In fact, Best Buy achieved a 21% 
gain in online sales for the latest report-
ing quarter.  While further improvement 
of online marketing is strategically criti-
cal for these firms, they are not alone in 
investing in the online channel.

(2) Strategic change requires maintain-
ing cash flow while the change is under-
way.  To this end, we see cost savings as 
a part of the strategies of both Best Buy 
and J.C. Penney.  J.C. Penney has tar-
geted a $900 million operational-cost 
reduction by the end of 2013.  Best Buy 
has announced closings of 50 out of 
1100 big-box locations in 2012.  These 
costs savings will create some breathing 
room for executing their strategic trans-
formations.

(3)  Neither Best Buy nor J.C. Penney 
will achieve a cost structure as lean as a 
pure online retailer, nor should we ex-
pect that as a reasonable goal.  As such, 
neither Best Buy nor J.C. Penney should 
engage their market in price wars.  In-
stead, they must improve their pricing 
management.

For J.C. Penney, we see a huge shift from 
discount- and coupon-dependent store 
traffic to full-price revenue with their 
“fair and square” pricing strategy.  Last 
year, only 1 out of 500 items sold at Pen-
ney wasn’t discounted.  In the most re-
cent quarter, 67 out of 100 items sold 
at Penney were sold at full price.  Many 
pundits have derided Penney’s “fair and 
square” strategy as misguided, but that 
is poor thinking.  Simply put, Penney’s 
can’t profit selling commodities at com-
modity prices.  Heavy discounting and 
couponing disproportionally attracts 
price-sensitive – and therefore unprof-
itable – customers.  The discounting 
and couponing customer-engagement 
model wasn’t working for Penney’s any-
more, and strategically spelled a loom-
ing disaster.  J.C. Penney had to realign 
their pricing strategy.  As a part of their 

merchandising strategy (to be discussed 
later), the “fair and square” approach to 
price management is a better fit than any 
promotion-led pricing strategy.

For Best Buy, we see some price-com-
pression relief being provided through 
their price guarantee and by their sup-
pliers.  Best Buy practices a 60-day price 
match of online prices.  Price guaran-
tees enable Best Buy to capture cus-
tomers with competitive prices while 
simultaneously discouraging competi-
tors from poaching customers based on 
price alone.  Furthermore, both Sony 
and Samsung have announced plans to 
enforce minimum price clauses on televi-

sions with online and brick-and-mortar 
retailers. For Sony and Samsung, the 
sale of high quality items often benefits 
from minimum price clauses through 
financially rewarding retailers for teach-
ing consumers the value of the benefits 
delivered by the item.  For Best Buy, 
minimum price guarantees from their 
branded-good manufacturers reduce 
their pricing pressure.

(4) Shopping theatre as a strategy for en-
hancing the buying experience has been 
best demonstrated by outlets such as 
American Girl Doll Store, FAO Schwarz, 
and Starbucks.  The concept has been 
copied by many manufacturers through 
the establishment of flagship stores by 
M&Ms, Hershey’s, and Nike Town.  
Even Krispy Kreme was known for “do-
nut theatre” prior to their ill-conceived 
strategy of entering the grocery channel.

Best Buy is experimenting with a form of 
shopping theatre with their “connected 
store” format, a take on the Apple Ge-
nius Bar.  This new format will empha-
size service through technical support 
and hubs to assist shoppers in making 

the right selection for their individual-
ized needs.  Tangentially, Best Buy is ex-
perimenting with small stores focused on 
selling mobile phones.

J.C. Penney’s Ron Johnson, himself a 
former Apple executive, is likewise im-
proving the shopping experience at his 
stores.  J.C. Penney is re-conceptualizing 
the store layout to deliver shops within 
a shop.  Brands and products will be 
organized into stores, shops, and bou-
tiques within the new J.C. Penney.  “The 
Street” will be deliberately designed to 
encourage customers to stroll from bou-
tique to boutique. “The Square” in the 
center of a J.C. Penney store will be de-

veloped into a destination for services 
and product demonstrations.  Overall, 
the planned enhancements are planned 
to deliver a shopping theatre which im-
proves the engagement between custom-
ers and the products and brands offered 
by J.C. Penney.

Best Buy and Value-Added 
Sales Process
Best Buy’s strategy places increased im-
portance on delivering a value-added 
sales process through increased worker 
training and team incentives.

In a value-added sales process, custom-
er engagement is not simply focused 
on moving product, but rather is fo-
cused on uncovering the needs of cus-
tomers and delivering solutions which 
fit the constraints of the customer.  In 
this approach, the sale force itself adds 
value by facilitating customer choice 
and helping customers make tradeoffs 
to better fit their needs. Academic re-
search and business practice has shown 
that a value-added process enables the 
firm to create more customers, engender 
stronger customer loyalty, and capture 
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Price pressures are 
greater when selling 
“me too” commodities.

stronger prices.

In their engagement with customers, 
Best Buy is known for having a highly 
knowledgeable and highly trained sales 
force that focuses on aligning customer 
needs with products and solutions.  In 
congruence with this approach, Best Buy 
replaces the standard commissioned sales 
force with team incentives that reinforce 
customer satisfaction and traffic.

With the “connected store” format, Best 
Buy is relying upon 
a highly competent 
and trained sales 
force to help cus-
tomers buy, buy 
the right product 
for them, and then 
return for more.  
In effect, Best Buy 
is leveraging their core competency in 
value-added retail sales to enhance the 
strategic fit with the store format to de-
liver a business process which others may 
find inimitable – that is, a real competi-
tive advantage.

Differentiation
J.C. Penney’s strategy places increase 
importance on sourcing unique mer-
chandise. Unique merchandise is neces-
sary for a retailer to position itself within 
customer’s minds as a “go-to” place for a 
distinct set of needs.  With broadly sold 
merchandise, a retailer will find itself in 
competition for the same set of custom-
ers.  Price pressures are greater when 
selling “me too” commodities than when 
positioned as a unique and differentiated 
retailer that serves a well-focused market 
segment.

In keeping with differentiation, J.C. Pen-
ney will be unveiling new offerings from 
Betseyville, Lulu Guinness, Vivienne 
Tam, Buffalo, DC, Dream Pop, Royal 
Velvet, Georgina Chapman, William 
Rast, Watchgear, Martha Home, Happy 
Chic,  Design by Conran , and Bodum.  
Furthermore, they will launch their own 
private label, JCP,this year across several 
categories.

Along with their “Street” and “Square” 

shopping theatre format, J.C. Penney is 
developing a unique and differentiated 
shopping experience that may be com-
pelling to customers.

Outlook
Will Best Buy and J.C. Penney succeed 
in executing their strategy? It is perhaps 
a smaller step for Best Buy than for J.C. 
Penney, but with good management, we 
should expect they are able.  Will their 
transformations bring customers and 
profits? Hard predictions are tricky, but 

it looks promis-
ing that Best Buy 
and J.C. Penney 
will maintain or 
improve their rel-
evancy to the mar-
ket.  While their 
outlook isn’t as 
assured as Neiman 

Marcus’, it is also not as dour as Sears’.

Note of Interest and Holdings: At the 
time of writing, the author is not currently 
a direct consultant to nor investor in any of 
the firms listed in this article.
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