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Strategically Escaping Price Compression: 
A Summary of D’Aveni’s Hypercompetition

In this article, the author addresses 
an increasingly common pricing chal-
lenge called price compression and ex-
plores solutions presented in Richard A 
D’Aveni’s Hypercompetition: Manag-
ing the Dynamics of Strategic Ma-
neuvering (1994). According to the 
author, D’Aveni captured many of the 
common challenges facing today’s ex-
ecutives and highlighted the need to 
think differently about one’s own indus-
try. Tim J. Smith is the managing prin-
cipal at Wiglaf Pricing, adjunct profes-
sor at DePaul University, a frequent 
PPS speaker, instructor and presenter, 
and the Academic Advisor for the Cer-
tified Pricing Professional designation. 
His most recent book is Pricing Strat-
egy: Setting Price Levels, Managing 
Price Discounts, & Establishing Price 
Structures (South-Western Cengage 
Learning, 2012). 

As I work more in pricing strat-
egy, I have been hit repeatedly 
by a common challenge facing 
executives: Price Compression.

The firms work hard to deliver high-
quality, well-engineered, products and 
services, yet find that capturing the 
value they create and deliver to custom-
ers is squeezed by competitor price pres-
sures. Executives turn to cost-cutting 
and lean-manufacturing to improve mar-
gins, but these improvements are short 
lived as competitors continually squeeze 
pricing power away.

How can a firm escape these challeng-
es? Why are the mantras of “value” and 
“price to benefits” insufficient? Where 
should executives lead their firms?

I am not the first to ask these questions. 
In fact, before I studied pricing strategy, 
I was a student of corporate strategy.  In 

my studies, I came across Richard A 
D’Aveni’s Hypercompetition: Manag-
ing the Dynamics of Strategic Maneuver-
ing (1994).

Hypercompetition made a big splash in 
the popular business press when it was 
first released probably because the term 
“hypercompetition” alone was enough to 
warrant executive attention. Yet its popu-
larity was short-lived. 

Perhaps the short shelf life was due to the 
utter unreadability of the text. Its jargon 
laden prose is nearly unfathomable and 
its cyclical approach to clarifying argu-
ments is a dirge to digest. Almost mo-
rosely, it pessimistically demonstrates the 
futility of common corporate strategies 
instead of providing direct answers to 
direct challenges. Reading it is akin to a 
deliberate choice of self-inflected punish-
ment for the sake of enlightenment. Po-
litely stated, it is dry and difficult. This 
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is unfortunate.

D’Aveni’s Hypercompetition brilliantly 
elucidates competitive strategy. Over the 
years, I have referred to ideas presented 
in D’Aveni’s Hypercompetition on several 
occasions in clarifying strategic chal-
lenges and highlighting strategic oppor-
tunities.

I would like to be able to suggest this in-
sightful text to executives but I know few 
people have the patience and tolerance 
needed to read it. Rather than futilely 
directing executives to read Hypercom-
petition, what follows is my attempt to 

summarize the key concepts underlying 
D’Aveni’s Hypercompetition.

Why the Old Version of 
Competitive Strategy Fails
By the middle of the twentieth century, 
the concept of competitive advantage 
had underlain most firms’ corporate 
strategies. According to D’Aveni, the old 
version of a competitive advantage is a 
resource which enabled a firm to launch 
a value proposition and exploit its profit 
potential for an extended period of time 
until inevitably the firm’s competitive 
advantage is eroded by a competitor’s 
counter-attack. See exhibit “Old Version 
of Competitive Strategy.”

In D’Aveni’s golden-era long past, the 
period of exploitation and high-profits 
earnings could be measured in decades. 

Investors could expect to earn above 
market returns by identifying firms with 
good, exploitative, competitive advantag-
es. (In many ways, Warren Buffett’s in-
vestment strategy over the past 50 years 
fits this characterization.) Executives 
could define their corporate strategy as 
extending the period of exploitation and 
improving their ability to exploit their 
competitive advantage.

Today, the period of exploitation is at 
best measured months, not years and 
much less decades. The compression of 
the competitive cycle has converted mere 
competition into hypercompetition. In-

vestment strategies reliant on long-term 
exploitation of competitive advantages 
are doomed. And, executives working in 
these firms can no longer expect to de-
liver strong results simply by exploiting a 
competitive advantage.

For D’Aveni, the key to managing to-
day’s hyper-competitive environment 
is not to focus on extending the period 
of exploitation, but to practice self-re-
newal in order to constantly redefine 
the terms of competition. Channeling 
Schumpeter, he calls for self-disruption 
to make room for competitive innova-
tion and warns that those who fail to 
self-disrupt will face disruption by a 
competitor.

Clearly this is not easy medicine to take.

D’Aveni can appear a tad pessimistic. Yet 
his focus is not on comforting manag-
ers and investors but on driving firms to 
excel.

Evidence supports his claim that firms 
cannot excel by doing the same thing 
over and over: “[A] survey of the fifty 
oldest US companies found that they 
have persisted not by exploiting a single 
advantage but by ceaselessly altering and 
renewing their technologies and products 
and sometimes too, their capital struc-
tures.” (p. 24)

How is a firm to survive and win in 
this new period of hypercompetition? 
D’Aveni proffers a solution that relies 
upon dynamically competing across 
“four arenas” via the “7 S’s”. (I did state 
the text was jargon laden.) D’Aveni four 
arenas are: (1) Price and Benefits, (2) 
Timing and Know-How, (3) Strong-
holds, and (4) Deep Pockets. The 7 S’s 
are alliterations describing vision, capa-
bilities, and tactics.

Competitive Arena 1:  
Price and Benefits
In the Price and Benefits arena, firms 
compete in positioning their value prop-
osition. (D’Aveni uses the terms “cost” 
and “quality” but I have chosen to up-
date his jargon to a more current use 
of business language.) See figure 2. At 
any given moment, firms are generally 
encouraged to position products along 
the value equivalence line. But D’Aveni 
points out that competition isn’t static. 
Overtime, competitors have incentives 
to improve a product’s benefits with-
out improving costs as much, or reduc-
ing prices without reducing benefits. In 
other words, competition is dynamic. A 

Figure 1: Old Version of Competitive Strategy

Figure 2: Round 0, Competitive Positioning
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quick glance at the game console mar-
ket would support these claims. We can 
show this in a sequence of diagrams.

Consider the Round 0 plot above and 
suppose the differentiated (blue) com-
petitor chooses to improve their value 
proposition in order to take more market 
share. The move could be diagramed as 
shown in figure 3.

Once the differentiated competitor has 
improved their value proposition, the low 
cost competitor has a strong incentive to 

match this repositioning with a benefit 
improvement of her own. See figure 4.

This sequence of attacks and counter-
attacks is repeated over and over again 
making the issue of “who moved first” or 
“who counter attacked” immaterial from 
a high-level viewpoint. What is material 
is the overall usefulness of product po-
sitioning as a source competitive advan-
tage. Overtime, any market advantage 
a firm seeks in improving their offering 
is negated by the counter attack of their 
competitors.

This has led to D’Aveni’s best known 
plot from Hypercompetition, the position-
ing and repositioning of products within 
the price to benefits map that eventually 
leads to the ultimate value line where 
firms can compete on nothing more than 
price.

According to D’Aveni arguments, cus-
tomers eventually do not 
value further improve-
ments in benefits along 
one specific dimension. 
For instance, think of 
light bulbs. People need 
light bulbs to light a room 
and firms can make lights 
brighter. But at some 
point, a brighter bulb is 
not useful. It is just blind-
ing. In the same way, 
products can be improved 
along a dominant dimen-
sion of benefits, but at 
some point, customers 
will not value any further 
incremental improvements, or at least, 
not at the price that would be required 
to deliver further improvements.

Once further incremental improvements 
cannot be had along one dimension of 
benefits, temporary competitive advan-
tage may be gained by exploiting a dif-
ferent dimension of benefits. But this 
too is just temporary in D’Aveni’s mind, 
for competitors copy successful business 
models.

D’Aveni concludes that all competition 
in the Price to Benefits arena eventually 
leads to positioning along the ultimate 
value line where price compression de-
stroys profitability.

Competitive Arena 2:  
Timing and Know How
In the timing and know-how arena, 
firms compete by creating entirely new 
industries or redefine existing industries.

Channeling Drucker, D’Aveni argues 
that knowledge is the strategic resource 
needed to compete in timing and know-
how. Knowledge and the unique assets 
it produces (patents) are the intangible 

assets that really drive value to D’Aveni. 
He states that when customers buy a 
firm’s products, what they are really 
paying for is the firm’s unique ability to 
build and design a product, not the com-
ponents themselves. A quick glance at 
the Apple iPhone would support his as-
sertions.

By exploiting these intangible assets, the 
firm is enabled to create a new industry 
and seize first mover advantage. If the 
new industry has significant custom-
er switching costs, the firm can profit 
handsomely.

However competitors will imitate the 
first mover and switching costs erode 
overtime. Moreover, imitators enjoy 
much lower research and development 
costs to enter a newly formed industry 
and can learn from the mistakes of the 
first mover. Hence, first mover advantage 
is illusive and fast imitators are often 
more profitable over the long term.

One approach D’Aveni suggests for 
competing in the long-run in the tim-
ing and know-how arena is to transform 
the firm’s knowledge assets from a focus 
on innovation to a focus on efficiency 
and cost reduction once imitators have 
arrived. D’Aveni notes that successfully 
reinventing a firm’s focus from innova-
tion to efficiency is accomplished by only 
a rare few firms.

An alternative approach to competing 
in the timing and know-how arena is 

Figure 3: Round 1, Differentiated Competitor 
Improves Benefits

Figure 4: Round 2, Low Cost Competitor  
Follows with Improved Benefits

Figure 5: Hypercompetition in Price to Benefits Leads to 
Price Compression along the Line of Ultimate Value
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to leapfrog one’s competitors. 
With new technology, a firm 
can leapfrog its competitors by 
generations of product evolu-
tions within an industry and 
even across industries. D’Aveni 
notes that over time, each new 
leap in technology is increas-
ingly expensive and the returns 
to taking that leap become 
increasingly short lived. As an 
example, he examines Sony’s 
fortunes in the 70’s and 80’s.

In the timing and know-how 
arena, D’Aveni concludes that 
the first mover and fast follow-
er advantages are both short 
lived, and that sustaining the 
gains created by know-how 
through either transformation 
or further leapfrogging the competition, 
is difficult and fraught with risk.

Competitive Arena 3: 
Strongholds
In the creating and destruction of 
strongholds arena, firms strive to reduce 
competitive pressure.

Channeling Porter, D’Aveni notes that 
competitive pressure can be reduced 
through increasing barriers to entry thus 
discouraging entry, power over buyers, 
power of sellers, power over substitutes, 
and tacit collusion itself.

For example, D’Aveni points to regional 
competitors which restrain from entering 
each other’s territory. Each competitor 
therefore develops a stronghold in their 
own market from which they can earn 
above market profits.

However, restraint from competition is 
unnatural among capitalistic firms. Ev-
ery firm, once they have developed a 
stronghold, is naturally inclined to seek 
further growth which drives them into 
their competitor’s stronghold. While 
frontal attacks may be avoided, firms 
will attempt to chip away at weak points 
in each other’s stronghold while shor-
ing up defenses within their own. Un-
fortunately, the profits are eroded due 
to the costs of raising defenses and 

battling skirmishes.

One approach to competing in the 
strongholds arena for the long run is to 
identify markets too small to efficiently 
support multiple competitors. Thus, 
once a stronghold is developed, competi-
tors have little incentive to enter. Howev-
er these small markets only encourage a 
firm which holds them to foray out into 
their competitor’s markets or alterna-
tively the markets themselves grow thus 
encouraging competitors to enter.

In the strongholds arena, D’Aveni con-
cludes that all strongholds become vul-
nerable over time as new capabilities 
develop.

Competitive Arena 4:  
Deep Pockets
In the accumulation and neutralization 
of deep-pockets arena, firms use superior 
strength to squash competition.

D’Aveni suggests that firms can derive 
advantage through a larger resource base 
and superior concentration of focus to 
crush a smaller competitor through brute 
force. These advantages however can 
be neutralized within a single competi-
tive cycle. For instance, competitors can 
use mergers and acquisitions to develop 
equally matched or even deeper-pockets 
(witness Anheuser-Bush Inbev vs. SAB-

Miller). Alternatively, franchise 
and partnership arrangements 
can neutralize the advantages of 
direct sales or vertical integra-
tion. And, large firms always 
face the potential of an anti-
competitive government legal 
action.

In the deep-pockets arena, 
D’Aveni concludes that brawn is 
no match for brains.

7 S’s: D’Aveni’s 
Solution
It isn’t until a reader gets to 
page 204 of his 423 page tome 
that D’Aveni clarifies his solu-
tion to the challenges presented. 
Briefly stated, he suggests a firm 
develop the vision, capabilities, 

and tactics necessary to create market 
disruption and uses seven words starting 
with S to elaborate. See the market dis-
ruption exhibit.

The beauty of this solution isn’t the 
words, but in D’Aveni’s admonition of 
executives to refuse the past’s preemi-
nence as a predictor of the future.

To D’Aveni, firms can succeed and make 
above market returns only by leading 
the industry, not by accepting the status 
quo. In seizing the initiative, a firm is 
continually creating a series of temporary 
advantage which propels it forward into 
the next competitive cycle. If the firm 
chooses instead to accept the status quo, 
it is only ensuring its defeat by allowing 
room for a competitor to seize the initia-
tive and therefore forcing the firm into a 
constant game of catch-up.

Seizing the initiative is accomplished by 
moving the firm within the competitive 
arenas and across the competitive are-
nas. That is, by making market disrup-
tions. To make these moves competently, 
the firm must have the vision to know 
which competitive action will gener-
ate strong returns, have the capability 
to take those actions quickly, and know 
how to use tactics which keep one’s com-
petitors off-guard.

Figure 6: Hypercompetition in Timing and Know-How Shorter 
Cycles with Increasing Risk
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Using D’Aveni’s  
Hypercompetition
D’Aveni captured many of the common 
challenges facing today’s executives and 
highlighted the need to think differently 
about one’s own industry. For instance, 
consider the following examples

•	 Antivirus software makers often fo-
cused on having the strongest Antivi-
rus solution in the market. Yet today, 
there is little difference in the quality 
of basic antivirus software. The same 
could be said of antiviral soaps. The 
price to benefits arena has played out 
at the bottom of this market leaving 
only price compression to come.

•	 Barnes and Noble’s late entry into 
the e-reader market has cost it dearly 
while Amazon’s Kindle is able to com-
pete despite Apple’s iPad. Timing and 
Know-how matter.

•	 MySpace is little more than a memory 
in the days of Facebook while it was 
once social media’s darling. Strong-
holds erode.

•	 After the mergers and acquisitions 
leading to Anheuser-Busch InBev and 
SABMiller, we are looking at Heinek-
en following suits. Deep-pockets 
erode.

More examples could be provided, but 
readers are better served by letting their 
creative juices run loose.

Strategic plays get played out and new 
plays must be invented. D’Aveni provid-
ed a thorough examination of common 
corporate strategies, their limitations, 
and routes to developing new ones.

The overarching message of Hypercom-
petition is that the only real sustainable 

competitive strategy lies in a firm’s abil-
ity to re-invent itself. For proof, consider 
GE, Emerson, Amazon, or Apple.

Yet this book is far from the final word 
on competitive strategy. While it may 
be true that all strategic advantages get 
eroded, firms like Southwest, Coca-Co-
la, and Exxon-Mobile have repeatedly 
reused their playbooks to deliver superior 
results over the course of several execu-
tives’ productive lifespans.

A firm’s strategy doesn’t have to be per-
fect; it just has to be better than its 
competitors. D’Aveni Hypercompetition 
provides a way to interpret industry de-
velopments and anticipate winning com-
petitive strategies. The brilliant ideas the 
terse Hypercompetition espouses makes 
the book worth paying attention to, or, 

at the very least, it makes its summary 
version worth reading.

References

•	 Richard A. D’Aveni (1994). Hypercompe-
tition: Managing the Dynamics of Strategic 
Maneuvering. New York: The Free Press.

•	 The order of the four arenas is of no im-
portance. The numbers are there simply 
for easy of reading.

•	 The price and benefits positioning 
D’Aveni describes is also known as price 
neutral positioning in contrast to skim 
and penetration positioning in the pric-
ing strategy literature.

Figure 7: Market Disruption
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Rethinking the Industry
In the last decade, the global telecom-
munication industry launched inno-
vation after innovation but could not 
increase its market value in terms of 
revenue. That’s why pricing needs to re-
turn to the agenda of all CEOs, CMOs 
and CFOs throughout the industry. In 
this article, the author points out several 
pricing strategies that innovation driven 
industries, like the telecom and auto-
motive industries, can employ to har-
ness pricing as a tool to return to profit 
growth. Dr. Ekkehard Stadie is a part-
ner and global head of Simon-Kucher 
& Partners’ telecom practice. He can be 
reached at Ekkehard.Stadie@simon-
kucher.com.

Of the three profit drivers vol-
ume, price and costs, man-
agers typically pay the most 
attention to costs when it 

comes to boosting their profit. But they 
often neglect a vital part of the profit 
equation (volume x unit price – costs = 
profit): the price. Indeed, pricing tends 
to be undermanaged and underinvested 
in most companies. Managers do not 
realize that price is the most important 
profit driver: A 2% price increase alone 
would result in an immediate 20% bot-
tom line increase in the industry’s aver-
age. 

Learning from other 
industries
The impact of pricing or, more specifi-
cally, the effects of price increases (and 
the lack thereof) are illustrated by two 
industries: telecommunication and auto-
motive. Both are highly innovative. In-
novation can offer a company a key ad-
vantage because it justifies higher prices. 
Here is what happened.

In the last decade, the global telecommu-
nication industry launched innovation 
after innovation but could not increase 
its market value in terms of revenue. 
Amazingly, mobile data, DSL and mo-
bile voice services, available to nearly ev-
eryone, did not generate higher revenues. 
This was a result of fierce competition 
coinciding with a lack of price increase 
initiatives. Let’s look at some numbers. 
Nominal revenue in Germany’s telecom-
munications industry has risen by 5.2% 
since 2000 — not per year, but in to-
tal. If we factor inflation into the equa-
tion, this increase suddenly becomes a 
10% loss in real terms. The reason? The 
telecom players failed to convert innova-
tion into inflation-proof prices. Despite 
launching innovative products and high-
er volumes, the industry today is worth 
10% less in real terms.

Car makers, in contrast, know how to 
secure margins even though the units 
sold in mature volume markets such as 
Germany have declined. Since 2000, 
they have generated a nominal reve-
nue increase of 30%; in real terms, this 
equates to an 11% boost in Germany. 
Despite inflation, they smartly adjusted 
their prices. Smart bundling, product 
and price differentiation, and good price 
increase strategies all paid off. The auto-
motive industry has been able to trans-
form new, innovative products into high-
er prices. Some players in the logistics 
industry were even successful in educat-
ing their customers that price increases 
are a market necessity. It’s a positive sign 
when your clients call you and ask for 
the API (a KPI for the average price in-
crease) for next year to budget their costs 
accordingly. 

What went wrong?
The telecom industry can’t afford an-
other decade like the last one. Prices 
dropped even in saturated markets, inno-
vations were not monetized, price mod-
els made companies spend more capital 
without capturing value, and competi-
tion focused on the low-value segment 

— often with aggressive wholesale pric-
ing. The industry delivers so much val-
ue to its customers with products that 
have become must-haves. So who are the 
new, cool kids on the block now? The 
so called OTT (Over The Top) provid-
ers like What́ s App use the excellent 
network infrastructure of telecom com-
panies to make money and/or to take it 
away from the telecoms (additional cost, 
cannibalized revenues). In fact, the tele-
com operators have stopped growing. 
That’s why pricing needs to return to the 
agenda of all CEOs, CMOs and CFOs 
throughout the industry. Managers need 
to maintain a true profit culture, making 
sure that people focus on profitability in-
stead of market share or volume. 

2012 and beyond
In the past, pricing was only one tac-
tical instrument to penetrate markets 
quickly and get customers on board. 
Pricing strategy and pricing excellence 
are now becoming key strategic ele-
ments to return to profit growth. The 
five hot topics for the boardroom are:

1. Price strategy: Coordinating pricing 
at each end of the market

2. Inflation: Making companies infla-
tion-safe

3. Pricing architecture: Turning inno-
vations into money

4. Revenue models: Securing profits 
from text messages, voice and data

5. Price differentiation: Overcoming 
flat pricing in data

These aspects combine with various oth-
ers to pose a major challenge to the telco 
industry.

1. Price strategy: A lot of telecom pro-
viders suffer from uncoordinated strate-
gies. Past price pressure and price decline 
were caused mainly by second and third 
brand offers. While prices at the high 
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Telecom operators basically do what other service 
industries would never do: limiting sales AND reducing 
the customer experience. 

end of the market often stayed compa-
rably high, they plummeted at the low 
end due to competition among no-frills 
brands. In a lot of mature markets pre-
paid deals are now better than postpaid 
prices. Typically this is a result of an out-
dated or unstated goal hierarchy (such as 
share rather than profit) and the lack of a 
concise pricing strategy and framework. 
Each brand and segment needs defined 
roles and targets with clear priorities and 
no go’s. 

2. Inflation: Telco companies need to 
be inflation-safe. To exemplify the tre-
mendous impact of inflation on profit-
ability, let’s assume that our cost base has 
suffered from inflationary pressure and 
that costs have risen by 5% while pric-
ing has remained unchanged. What does 
this do to our overall profitability? Put 
into simple figures: revenue is 100, costs 
80 and profits 20. The 5% cost increase 
pushes costs up to 84. Profit falls from 
20 to 16. That is a reduction of 20%. 
Inflation therefore means boosting rev-
enue mainly by raising prices. But do we 
have a systematic price increase process 
that meticulously defines pricing tar-
gets, preparation, execution, and so on? 
A price increase is not a one-time mea-
sure; it has to be done again and again. 
Consequently, it has to be supported by 
a process that involves all relevant func-
tions from marketing and pricing to 
sales, controlling and top management. 
Price increase programs will require a 
major mind shift for telecom companies. 
This will be particularly tough in Europe 
and the US where inflation is new and 
therefore a much bigger challenge than 
in Asia or Latin America.

3. Price architecture: The industry 
cannot continue to charge by minutes 
and megabytes forever, otherwise it be-
comes a commodity business. The “pay-
per-screen” model is a viable alternative. 
Here, customers pay for each device they 
use, and all available services (access, 
content, security, etc.) are included in 
the monthly fee per device. For custom-
ers and households using several devic-
es, the price per additional device goes 
down. This gives telco providers three 

critical advantages. First, the market for 
devices is one of the few that continues 
to grow. Second, providers can create 
their own platform from which they can 
gain customer loyalty by offering new 
services. Third, the model combats the 
industry’s major weakness: turning inno-
vation into profits. 

With a service package based on used 
devices, innovations could help compa-
nies to stay ahead of the competition, to 
defend higher price points and to gradu-
ally introduce new products to customers 
without the initial entry barriers. It’s a 
revolutionary price model that’s incom-
parable to any other.

4. Revenue models: If we consider 
typical postpaid plans we detect a pat-
tern. Mobile voice is subject to flat fees 
or buckets, text messages are pay per 

use, and packs and flat fees are offered 
as bolt-ons. Mobile data basically has a 
flat fee structure with some restrictions. 
Although it is gaining importance, mo-
bile data’s impact on revenue potential is 
not only positive. It threatens profitable 
products such as text messages, which 
are a source of large profits with extreme-
ly low costs. Text messages now account 
for up to 20 percent of mobile commu-
nication firms’ profit. Providers have to 
find a way to secure SMS revenue. New 
offers must focus on customer value and 
integrate the advantages of competing 
technologies. For instance, concepts sim-
ilar to chatting by SMS with short re-
sponse times could be priced lower than 
standard text messages. Voice services 
will in the future be subject to fees with 
potential new dimensions such as qual-
ity and priority. Text messages will move 
away from pay-per-unit pricing towards a 
flat fee on top of a voice flat fee or com-

pletely new pricing metrics. Data itself 
will go from flat fees to a much more dif-
ferentiated pricing model. 

5. Price differentiation: Data is still 
wired with particular mobile data price 
plans. But how would the travel and 
leisure industry view this pricing mod-
el? To recap: Most data plans are cur-
rently marketed as unlimited, but in fact 
speed is limited after a data threshold is 
reached. Basically customers buy a buck-
et of megabytes they can eat up at full 
speed. After reaching the threshold, the 
fun stops. Let’s imagine for a moment 
that we’re in a Club Med resort where 
guests pay a daily fee that includes five 
drinks. Would the club operator ever 
refuse to sell a sixth or seventh drink to 
holidaymakers who have used up their 
daily allowance? Would staff be told to 
deliver drinks more slowly after the fifth 

is drunk and a sixth is ordered? Certain-
ly not! Telecom operators basically do 
what other service industries would nev-
er do: limiting sales AND reducing the 
customer experience. Data pricing has 
to change in the next year or two. CFOs 
will be reluctant to invest more capital 
in additional capacity if there is no up-
side revenue case. We expect much more 
differentiated and tiered pricing, based 
on a system with buckets rather than flat 
rates. Full speed will remain but requires 
a premium. Other price dimensions will 
become relevant: priority, plans differ-
entiated by maximum speed, temporary 
speed boosters, extra volumes and a re-
launch of time-based pricing to cope 
with peak demand.

All of these changes will require invest-
ments in pricing. Other industries real-
ized this long ago. Now it’s time for the 
telecom sector to follow their lead.
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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?


