
 PRICING
ADVISOR

The

The Pricing Advisor™ is  
published monthly by the 
Professional Pricing Society 
3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933 
www.pricingsociety.com 
Kevin Mitchell, Publisher 
All Rights Reserved © 2012

2012March

A Professional  Pr ic ing Society Publ icat ion

PPS Happenings Serving the Pricing Community Since 1984

Upcoming Events
23rd Annual PPS Spring Conference: InterContinenal Chicago O’Hare 
Hotel; May 8-11, 2012. Workshops offered include:

Two-Day Workshops (May 8-9) – Core Pricing Skills (Kent Monroe) / 
Consumer Products (Frank Luby)

One-Day Workshops (May 8) – In Pursuit of Value (Rich Eagles & Oliver 
Griebl) / Sales & Profit Growth through a Pricing Improvement Initiative 
(Robert Sherlock) / The Pricing Story – Decisions & Outcomes Case Studies 
(Tim Smith)

One-Day Workshops (May 9) – Extracting Full Value from New Product 
Launches (Madhavan Ramanujam) / The First & Second Laws of Pricing 
(Ron Baker) / A Framework for Implementing Value-Based Pricing in Your 
Organization (Harry Macdivitt) / Building a High Impact Pricing Strategy 
(Paul Hunt) / A Holistic Approach to Effective Price Management (Shruti 
Kahlon & Julian Ryu)

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

Understanding J.C. Penney’s 
Risky New Pricing Strategy

J.C. Penney recently took a big leap, 
introducing the “New Fair and Square 
Every Day” pricing strategy, which 
moves away from large sales events 
and coupons for JC Penney card hold-
ers towards less complicated shopping 
through consistently low prices. Will this 
strategy work? According to the author, 
J.C. Penney does not have the product 
differentiation necessary to make this 
kind of pricing approach successful. Rafi 
Mohammed is the founder of Culture of 
Profit LLC, a Cambridge, Mass.-based 
company that consults with businesses to 
help develop and improve their pricing 
strategy, and author of the Pricing for 
Profit Blog. He can be reached at rafi@
cultureofprofit.com.This article original-
ly appeared in the Harvard Business 
Review blog at HBR.org. 

J.C. Penney CEO Ron Johnson re-
cently unveiled ambitious plans to 
transform the 110-year-old depart-
ment store chain into a 21st cen-

tury retail powerhouse. Leveraging his 
experience at Target and Apple, Johnson 
aims to create 80 to 100 highly-brand-
ed “stores within a store” (e.g. a Martha 
Stewart boutique). 

Channeling the spirit of Apple’s Genius 
Bar, every J.C. Penney will also have a 
“Town Square” offering complimentary 

services to customers as well as promo-
tions such as free hot dogs and ice cream 
in July.

The lynchpin of J.C. Penney’s revital-
ization is a new “Fair and Square Every 
Day” pricing strategy. The plan stems 
from Johnson’s realization that three-
quarters of everything sold at J.C. Pen-
ney is typically sold at a 50% discount 
from list price. 

Instead of using deep discount sales to 
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Once J.C. Penney achieves its long-term retail vision — 
which is exciting and innovative on many levels — it will 
have both the product and shopping experience mojo to 
make its Fair and Square pricing strategy a success.

attract customers, starting this week the 
chain will simply offer three prices: (1) 
“Every Day”, (2) “Month Long Value” 
(theme sales such as back-to-school re-
lated products in August), and (3) “Best 
Prices” (clearance). Prices will also now 
end in “0” instead of “99” and price tags 
will list just one price (instead of includ-
ing the de rigueur “previously sold at a 
higher price” convention).

To be clear, Fair and Square Every Day 
pricing strategy is different than Wal-
Mart’s everyday low prices. J.C. Penney’s 
Every Day prices will not be as low as 
the biggest discounts that it once offered. 
Instead, its pitch to consumers is why 
play the “wait for the rock-bottom price” 
game when Penney offers “pretty good” 
prices every day?

My verdict? Remember those Orson 
Well’s Paul Masson wine commercials? 
Fair and Square pricing is a strategy be-
ing implemented before its time.

Quite simply, J.C. Penney lacks the dif-
ferentiation to make this pricing strat-
egy successful. J.C. Penney’s products 
are fairly homogenous. When selling a 
relatively undifferentiated product, the 
only lever to generate higher sales is dis-
counts. Even worse, if competitors drop 
prices on comparable products, J.C. Pen-
ney’s hands are tied — it is a sitting duck 
that can’t respond.

Product differentiation is the key to 
avoiding drastic discounts. Bose and 
Cartier, for instance, have the differen-
tiation necessary to set a price and stick 
to it — the price is what it is. Also, the 
J.C. Penney shopping experience hasn’t 
reached the “loyalty-inspiring” stage, 
like Nordstrom’s, which can immunize it 
from price competition. Johnson himself 
has characterized J.C. Penney stores as 
“tired.” It’s notable that the Apple Store, 

which Johnson drove to success and 
appears to be emulating, has both the 
product and retail differentiation mojo 
to successfully implement a Fair and 
Square Every Day strategy.

Other facets of J.C. Penney’s Every Day 
pricing strategy go against the conven-
tional wisdom about effective pricing. 
For instance, prices ending in 0 tend to 
be interpreted as a premium offering, 
while those ending in 9 convey value. 
(Entrée prices at upscale restaurants, for 
instance, typically end in round numbers 
such as $40 instead of $39.99.) 

Is J.C. Penney the Wolfgang Puck of re-
tail? Also, for relatively undifferentiated 
products, a reference price — meaning, 
the price before discounting — can be 
helpful to establish value. It’s challeng-
ing for customers to determine, for in-
stance, whether a run-of-the-mill white 
dress shirt by Christian Dior is worth 
$22. However, seeing a “previously sold 
at $29” blurb on the price tag helps to 
justify this price psychologically.

Fair and Square pricing is reminiscent of 
the Value Pricing strategy that American 
Airlines implemented in 1992. Much 
like Mr. Johnson’s strategy, American 
sought to rollout a standardized tier 
strategy (First, unrestricted coach, 14 
day advance, 7 day advance) that elimi-
nated rock-bottom discounting.

Just as importantly, this strategy was in-
tended to provide confidence to travelers 
that they were getting a good deal (and 
didn’t have to worry that prices will sig-
nificantly drop after purchase). So what 
happened? Rivals responded by offering 
lower prices and American quickly aban-
doned Value Pricing.

Once J.C. Penney achieves its long-term 
retail vision — which is exciting and in-
novative on many levels — it will have 
both the product and shopping experi-
ence mojo to make its Fair and Square 
pricing strategy a success. But given its 
current “I’ve got something similar” 
product mix and very price-sensitive cus-
tomer base, its rollout seems premature. 
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Loss of Exclusivity – Quantifying the Financial Impact 
and Making Informed Decisions

Pharmaceutical companies are 
standing on the edge of a major 
patent cliff.  Due to patent ex-
piration and subsequent loss of 

exclusivity (LOE), pharmaceutical com-
panies today face tremendous financial 
pressures; more than $180 billion sales 
are at risk between 2012 and 2015.1 For 
some of the major companies, products 
comprising 70% to 80% of their world-
wide revenue will lose patent protection 
in the coming years. 

In addition to the financial obstacles, a 
drug’s LOE can also face a number of 
other challenges, such as intra-organiza-
tional conflicts and fluctuating national 
policy environments.  Within an orga-
nization, internal stakeholders can have 
varying perspectives and requirements 
when deciding on how to deal with the 
LOE (e.g. global vs. affiliates, or one af-
filiate’s benefit may be another affiliate’s 
loss) leading to delayed and/or subop-
timal decisions and eventually to loss 
of revenue. The frequent changes in the 
policy environment further increase the 

magnitude of the LOE challenge. For 
example in Spain, only one year after re-
forming the national reference price sys-
tem, the Spanish government published 
another update just recently (Royal de-
cree 9/2011), which, in addition to other 
changes, set new price regulations fol-
lowing generic entry.

As a drug’s LOE has a significant im-
pact on a company’s business, it should 
be part of an integrated lifecycle man-
agement. When making decisions on 
what can be done to optimize the life-
cycle of a drug, many companies face 
considerable uncertainties. In this mat-
ter, Europe is an especially complex case 
given the fact that countries have hetero-
geneous policies and are highly interde-
pendent. 

This article will address how the effects 
of a patent loss can best be quantified 
within the European markets and which 
factors and criteria need to be consid-
ered to do so. The outlined approach can 
partly be transferred to other markets as 
well. Furthermore we will explain which 
aspects should be looked at for risk miti-
gation and which methods are suitable 
for providing a quantifiable support for 
strategic decision making. 

Understand the impact  
of LOE on sales
A two-step approach can help to system-
atically understand the complex LOE en-
vironment in Europe and to make valid 
estimates of the financial impact. After 
taking a look at the individual countries, 
international interdependencies are con-
sidered for the pan-European perspec-
tive.

Step 1: Forecast of how LOE 
affects individual countries
The financial impact of a product’s LOE 
always has two facets: price and volume. 
The risk factors associated with LOE can 
also be categorized based on these two 

facets, to better understand the impact 
on a drug’s sales in a specific country.

First, we should find out what pricing 
possibilities exist in a market. Depend-
ing on the country, companies can chose 
between several strategic options such as 
“maintain access” or “maintain price,” 
as well as strategies that lie in between 
those two options (e.g. accepting certain 
copays). Each country has its own pric-
ing regulations for off-patent products 
that need to be considered when decid-
ing on the pricing strategy. For instance, 
in France, branded drugs undergo an 
initial mandatory price cut at patent ex-
piry (15%), and an additional one after 
18 months (12.5%). Many other markets 
do not have specific price cuts but use 
internal price referencing rules requir-
ing the off-patent brands to reduce their 
prices to a determined level to maintain 
full reimbursement, often using generic 
prices as reference. For example, in Ger-
many, if a drug is included in a fixed ref-
erence price (FRP) group, its reimbursed 
price is determined by the lower priced 
drugs included in this FRP group which 
are often generics.

Next, we should consider the volume 
developments of the market. The most 
direct way that healthcare authorities 
influence utilization is through generic 
substitution. In its most advanced form, 
pharmacists must dispense the cheap-
est available drug to patients, as is the 
practice in Sweden. It should be noted 
that although the generic substitution 
rules may be similar on paper across 
many countries, the uptake reality can 
be very different depending on factors 
such as physicians’ and patients’ brand 
loyalty, the level of generic competi-
tion in an indication, and the number 
of competitors in the market.  Consid-
ering the price and volume risks, it be-
comes clear that the room to maneuver 
differs substantially in each market. For 
example, whereas in Italy or Belgium 
options along a spectrum of compliance 

Patent expiration and loss of exclusiv-
ity (LOE) are presenting unprecedented 
challenges for pricers in Europe’s phar-
maceutical industry. In this article, 
the authors address how the effects of a 
patent loss can best be quantified with-
in the European markets and provide 
insights for pricers working to overcome 
changing government standards and ge-
neric product offerings in these markets. 
This example from the pharmaceutical 
industry provides good strategies that 
pricers can apply when facing govern-
ment regulation and competition in 
many other industries. Stephan Schurz 
is a Director and Yue Luo-Fuhrmann 
is a Consultant in the Simon-Kucher 
and Partners Bonn Office. They can 
both be reached via stephan.schurz@
simon-kucher.com. 
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(i.e., different patient copay levels) can 
be assessed for their impact on profitabil-
ity, in other countries whether or not to 
comply with the reference price is a fairly 
binary decision. Therefore, the strategic 
possibilities need to be explored coun-
try by country. A forecast of the poten-
tial price and volume development af-
ter LOE provides input for the revenue 
comparison of alternative scenarios and 
thus helps to determine the optimal 
pricing strategy within each country. 
Therefore multiple methods and sources 
should be used, such as analogue cases, 
company internal expertise (captured 
with structured affiliate questionnaires 
or workshops) and validation with exter-
nal stakeholders.

Step 2: Understand cross-country 
interdependencies
After evaluating the country-specific 
situation and possible options, the cross-
country interdependencies need to be 
considered. This is necessary because 
the optimal strategy on the pan-Euro-
pean level may not be the simple sum 

of best options for individual markets. 
After LOE, a price decrease in one coun-
try due to internal regulations can trig-
ger a cascade through the international 
referencing mechanism. This not only 
reduces the total European revenue po-
tential of a product, but can also change 
the optimal pricing and access strategy 
for individual markets (assuming pan-
European optimization is the goal). In-
ternational referencing is currently used 
by 24 out of 27 EU countries.2 It needs 
to be considered that international refer-
encing can differ depending on the life-
cycle phase of a drug (e.g. referencing at 
launch vs. referencing post LOE).

Besides international referencing, paral-
lel trade also needs to be considered on a 
pan-European level. While international 
referencing refers to relatively clearly out-
lined and documented regulations, par-
allel trade is the dynamic result of price 
differences and supply situations in the 
EU, which can significantly change af-
ter LOE. The quantification of the ef-
fect of parallel trade requires in depth 
understanding of the product and mar-

ket dynamics (i.e. long-term experience 
with trade histories and patterns). The 
relevant cross-country interdependencies 
can best be simulated by comprehensive 
modeling. An analytical model helps 
in tracking the numerous parameters. 
The expected price and volume develop-
ments for each strategic option identified 
in Step 1 are fed into the model, which 
then calculates the referencing effect and 
the resulting trade flows. In this way, the 
financial impact of an LOE can be eval-
uated and strategic alternatives can be 
compared based on evidence.

Risk mitigation strategies
The ultimate goal of a product lifecycle 
strategy is to optimize the total revenue 
of the franchise across the markets even 
after LOE. To do this, we need to an-
swer a number of questions. What are 
the sources of negative (spillover) effects 
on post LOE sales on a pan-European 
level and more importantly, what can we 
do to prevent these spillover effects? The 
focus should be on identifying bottle-
necks and mitigating risks. After hav-
ing identified “at-risk” countries with 

1

A price decrease 
in Denmark

…can have a 
direct referencing 
impact on prices in 
other countries…

…and an indirect
referencing

impact on even 
more

Denmark

Czech Rep Hungary Slovakia Norway

Greece RomaniaLithuania

Timing: Ongoing
Rule: Min in EU 
(incl. generics); 
not for list price

Timing: Yearly 
Rule: Avg. 5 
lowest + 40% (all 
except NO) 

Timing: Yearly 
Rule: Avg. of 3 
lowest (AT, BE, 
DE, DK, FI, IE, 
NL, SE, UK)

Timing: 2x/year
Rule: Avg. of 6 
lowest (all 
except NO)

Timing: 3x/year
Rule: Avg. of 3 
lowest (not DK, 
EE, NO, SE)

Timing: Yearly 
Rule: Avg. (BG, 
CZ, LV, PL, RO, 
SK) –5%

Timing: Yearly 
Rule: Min of AT, 
BE, BG, CZ, 
DE, ES, GR, 
HU, IT, LT, PL, 
SK

Other EU countries have 
international referencing 
regulations but these do 
not yet necessarily apply 

following an LOE

Conceptual example
Significant discounts 

usually required to stay 
in the market post-LOE

Figure 1
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Figure 2extraordinary high 
negative LOE effects or 
markets that could trig-
ger a cascade of negative 
effects in other coun-
tries, a set of potential 
risk mitigation strate-
gies should be evaluat-
ed. The long list of risk 
mitigation strategies is 
based on the local regu-
lations and the viable 
pricing options in a par-
ticular country, identi-
fied in Step 1 (“Fore-
cast of how LOE affects 
individual countries”). 
A qualitative evaluation 
of feasibility and attrac-
tiveness helps to rank 
the potential risk miti-
gation strategies. The 
most promising strategies are then con-
sidered in the financial modeling. 

Part of the modeling is to understand 
which pricing strategy can best mitigate 
financial risks. An example is to evalu-
ate different copay strategies which can 
limit negative effects on the overall busi-
ness results, both within and across 
countries. Trade-offs need to be analyzed 
when there are promising opportunities 
in one country but a potential negative 
impact on other countries. A common 
trade-off is whether a price of a drug in 
Germany should be lowered to the fixed 
reference price level to maintain full re-
imbursement or whether the price should 
be maintained as to not jeopardize the 
price potential in other countries. If it 
is not possible to maintain the price, it 
may even be an option for some smaller 
markets to exit this market completely, 
avoiding negative effects on other coun-
tries. 

Sometimes price and product strategy 
go together: Introducing a second brand 
with potentially different price lev-
els could capture part of the post-LOE 
market while the original LOE-affected 
drug can follow a pricing strategy which 
is beneficial for the other markets. Ad-
ditionally the available range of product 
enhancements options (e.g. next-genera-

tion drug) should be considered to miti-
gate LOE risks. Sensitivity analysis on al-
ternative forecasts or policy assumptions 
can further increase the robustness of the 
strategy selection.  As a result, a detailed 
guidance on what should be done in 
which country to optimize the business 
potential at the end of a drug’s lifecycle 
is available including the impact on the 
net present value.

As a next step, the country-specific strat-
egies need to be implemented. The in-
dividual markets will have different re-
quests on how to deal with the LOE, 
which needs to be aligned with the 
global strategy. For example it should be 
clearly outlined and communicated how 
much flexibility each market is allowed, 
which could be accomplished by set-
ting target price ranges. When a coun-
try wants to deviate from this range, a 
separate business case would be needed, 
to estimate the implications on the over-
all business. In all cases though, the goal 
is to help both the local and the global 
level by providing clear guidance.

Conclusions
To identify the optimal LOE pricing 
and product strategy, it is essential to 
understand the complex LOE environ-
ment and to analyze the situation in each 
country as well as to understand the 
cross-border implications.

Activities to optimally prepare for a fu-
ture loss of exclusivity should ideally 
start well in advance to the actual pat-
ent loss. An early forecast of the finan-
cial impact makes it possible for a com-
pany to better understand the type and 
scope of possible actions, the resources 
needed, and provides insights into in-
terdependencies of decisions. This can 
also help to facilitate both internal and 
external communication regarding the 
pricing and product strategy of the LOE 
candidate as well as the implementa-
tion. The described stepwise approach 
enables responsible managers to identify 
the optimal pricing and product strat-
egy of a LOE candidate in a country and 
an entire region and to make informed 
decision on it, backed up by hard quan-
titative data. Properly executed, pharma-
ceutical companies can develop strategies 
to best respond to a LOE and exploit the 
profit potential of a drug, even at the end 
of its lifecycle. 

Endnotes
1 EvaluatePharma World Preview 2016, 
sales at risk as the worldwide product 
sales in the year prior LOE but allocated 
to the year of LOE

2 Europe’s industry wants urgent action over 
“detrimental” effects of price referencing, 
Scrip Intelligence, May 4, 2011

Country Evaluation

Pricing guidance over time

Sensitivity

DE

Too important
to lose

Maintain
price

Comply with FRP to maintain access
No risk for floor price

Maintaining price is 
equivalent to 
maintaining access if 
volume is 40% lower 
than projected

IT
Sets the floor 

price
Maintain
price

Comply with reference price
Country sets the European floor price

Maintaining access 
is best even if 
reference to lowest 
EU generic price

SP
Too important to 

lose
Maintain
price

Comply with reference price
Exception due to size: allow undercutting the 
floor price

Low potential 
and high spill-

over risk

Launch
second
product

Maintain price of the original brand after LOE Worth cutting price if 
volume is 75% 
higher than forecast

…

Spain

Italy

Germany

Time

Sweden

Example: General EU pricing strategy – fixed floor price, allowing exception countries

Product LOE

2012 2013 2014 20152011

2
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10 Steps to Quantifying Value
The ability to measure and communi-
cate the economic value that your prod-
ucts and services deliver to customers 
will help to neutralize your customer’s 
obsession with price and give your sales 
team the badly needed ammo to succeed 
in future negotiations. But how do or-
ganizations quantify value? In this arti-
cle, the author outlines a proven process 
that enables organizations to express, in 
economic terms, their superior customer 
value. Roberto Rivera has 12 years of 
pricing and marketing experience. He 
is currently Director of Professional 
Services at LeveragePoint and can be 
reached at rrivera@leveragepoint.com.

To price and sell on value you 
must first measure it. The 
ability to measure and com-
municate the economic value 

that your products and services deliver 
to customers will help to neutralize your 
customer’s obsession with price and give 
your sales team the badly needed ammo 
to succeed in tough negotiations.  But 
how do organizations quantify value? 
This is a basic question for marketers and 
sales professionals that are seeking to sell 
on value and rely less on price.  Below is 
a step-by-step process that has been prov-
en to help organizations express, in eco-
nomic terms, how they are able to deliver 
superior customer value relative to the 
competition.  

Step 1: Start by selecting the offering 
that you are interested in selling.  The 
term “offering” refers to not only the 
core product or service, but also any as-
sociated services like delivery, training, 
financing, etc.

Step 2: Identify the market segment or 
customer you are selling to.   It is likely 
that your value will differ based on the 
needs of different customers or market 
segments.   

Step 3: Select your closest competi-
tor along with the price they charge 
for their offering.  Customers will likely 
evaluate your capabilities against other 
alternatives; therefore, the price of the 
competitive offering becomes the refer-
ence point for measuring value.  

Step 4: Break out your offering into 
discrete features.  We define features 
as the different attributes that make up 
your offering.    Do not overlook possible 
sources of value from attributes such as 
training, customer support, packaging, 
delivery, financing, etc.

Step 5: Identify the customer benefits 
associated with your offering’s features.  
We think of benefits as the actions or 
results customers get from using your 
offering.  Identifying benefits requires a 
good understanding of how customers 
use your offering.  

Step 6: Document the top unique ben-
efits of your offering that result in eco-
nomic gains for customers.  We refer to 
quantifiable benefits as VALUE DRIV-
ERS.  To identify value drives take each 
benefit and create a hypothesis on how 
the customer is able to reduce cost or 
increase revenues with your offering vs. 
your closest competitor.   

Step 7:  Identify the different vari-
ables and logic that would allow you 
to build out a formula to measure how 
your offering reduces costs or increases 
revenues for customers for each value 
driver identified in step 6.  All variables, 
formulas, and calculations for each value 
driver will ultimately be presented and 
validated by customers.  Selling value 
requires a collaborative relationship with 
customers since they play a key role in 
helping to refine and confirm your un-
derstanding of value.  

Step 8: Populate the formulas and vari-
ables with data or assumptions.  Data 
could come from existing competitive 
studies, sales feedback, customer inter-

views, industry publications, surveys, tes-
timonials or third party market research.  
Expect your data to improve over time as 
customers provide feedback on the value 
you deliver.  

Step 9: Create a value message for each 
value driver that engages customers by 
describing how your offering address-
es their business needs.  Also, create a 
set of questions to trigger a richer dialog 
around the data and assumptions used to 
estimate value.   Asking the right ques-
tions demonstrates to customers that you 
understand their business needs and that 
your offering is aligned with their busi-
ness needs and financial objectives.  

Step 10:  Gain a mutual understand-
ing the value you deliver with your 
customers by organizing steps 1-9 into 
a format that encourages interaction and 
open communication.  

Note that the entire process is designed 
to be iterative.  Expect to revisit previ-
ous steps as you sharpen your thinking 
through interactions with colleagues and 
customers.   

Summary: Steps 1 - 10
To summarize, start by selecting the of-
fering you are selling and the market you 
are selling to. Next, identify your prima-
ry competitor and their pricing strategy. 
Then, break your offering up into dis-
crete features, identify your offering’s pri-
mary value proposition to your custom-
ers, and document this value in terms 
of economic benefit to your customers. 
Develop a formula for calculating your 
economic value and develop messaging 
to communicate this economic benefit to 
your customers. Encourage interaction 
with your customers and repeat steps 1-9 
to adjust strategies as needed. 

By continuously defining your value 
proposition based on customer feedback 
and re-communicating to them the value 
that they see, you create a cycle of value 
reinforcement with your target market.
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Restaurant Pricing:  
Some ‘Food for Thought’

The increase in commodity prices due 
the struggling economy is hurting the 
bottom line of many small businesses. 
As a result, many business owners are 
faced with the challenges of adjusting 
prices and recouping lost profits. How-
ever, many make the mistake of sacrific-
ing their value proposition in order to 
recover costs, as the author highlights in 
this real life example. Peter Maniscalco 
is a contract Senior Pricing Consul-
tant for the Strategic Pricing Manage-
ment Group, an international pricing 
management consulting firm.  A PPS 
contributor and presenter, his specialty 
is B2B and B2C product and services 
pricing for multi-industries.  He can be 
reached at peterm09@yahoo.com.

My wife and I recently vis-
ited one of our favorite lo-
cal restaurants (a “Bar & 
Grill” as it’s called).  We’ve 

been loyal customers for several years.  
It’s a nice place, always busy with good 
food, service, atmosphere and, reason-
able prices.  Clientele is mixed (i.e. blue 
and white collar patrons) as the estab-
lishment is located in the suburbs but, 
not close in proximity to a major city 
either. 

Sounds like a great place so far, right?  
Well, that was the case until about six 
months ago after we had some new 
priced “food for thought.” 

What happened?  Well, whether it was 
due to the change in economic con-
ditions over the last few years or not, 
the Bar & Grill decided to make some 

changes.  The food is still good with 
same portion sizes and the atmosphere 
is still nice, however, the grill extended 
the length of the bar.  Okay, so they can 
now seat several more customers at the 
bar.  I see the improvement.

What we noticed even more was a com-
plete change out of staff members.  And 
yes, as a result there has been a notice-
able decline in the level of quality service 
in addition to (are you ready for this?), 
selective yet significant price increases in 
the menu! 

Examples include a two dollar increase 
for a salad, a one to two dollar increase 
for a cocktail, and a one to two dollar 
increase for a dessert.  This all happened 
within a month or so of completing the 
bar “renovation.”

Well, we all know commodity costs 
have increased in the last couple of 
years or so but did the Bar & Grill in-
advertently overlook, ignore, or just 
plain screw up their value proposition 
here?  The staff, according to what we 
understand from an inside “source,” is 
much less costly compared to the prior 
staff.  All right, so now their variable 
costs have decreased.  But, the additional 
costs incurred were for the extended bar, 
a one-time fixed cost investment!  

My “Food for Thought?”  The food and 
drink price increases are significant, 
there is a decline in the level of qual-
ity customer service but quality of food 
and atmosphere are still solid.  However, 
from what we’ve heard and observed, the 
level of business has dropped noticeably.

The key points missed here by the own-
er are that a value proposition contains 
more than just the price element. Pric-
ing is not solely just a function of costs, 
and to be successful one must take into 
consideration the target market/cus-

tomer base (i.e. segmentation).

Alternative solutions?  Sure.  Here are 
a few quick and obvious ones that the 
owner(s) could have taken.  

1. Bar & Grill could have held its 
prices, for at least a little longer 
anyway.  Please don’t let me as a cus-
tomer think your price increases are 
simply a way to help you cover your 
sunk cost investment (i.e. extending 
the length of the bar).  Since there was 
an “overhaul” of the staff which re-
duced its variable costs, by holding its 
prices the Bar & Grill could probably 
still maintain its margins even in light 
of commodity cost increases.  Or, an 
option would have been to implement 
smaller and selective price increases, if 
the owners felt compelled to do so.  

2. Bar & Grill could have implement-
ed a less obvious price increase by 
“downsizing” the portion of its food 
and drinks, instead of the quite more 
noticeable price increases.  

3. Instead of a mass overhaul of its 
staff, the owners could have taken a 
selective approach in terms of re-
ducing its variable costs.  For ex-
ample, the owners could review their 
payroll staff and re-balance their 
hours and schedules based on employ-
ee labor expense differences.   

Will we frequent this establishment as 
often?  Most likely not. I’m not sure 
where the value is now, since we (and 
other patrons I’m sure) observed quite 
noticeable price increases, an obvious 
decline in quality customer service and 
a feeling that the restaurant lost sight of 
the customer.  Maybe the Bar & Grill 
will recognize that its value proposition 
is not (or should not be) just all about re-
covering its costs.
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Lydia DiLiello Appointed to  
PPS Board of Advisors 

The Professional Pricing Society is 
pleased to welcome Lydia DiLiello to 
the PPS Board of Advisors. As Direc-
tor of Strategic Pricing for Automated 
Packaging Systems, Lydia brings two 
decades of manufacturing industry 
pricing expertise. We believe that her 
insights, her unique expertise in the 
manufacturing industry, her dedication 
to PPS and her invaluable contribu-
tions to pricing education throughout 
her career will prove a valuable asset to 
our global membership. For more infor-
mation, please contact the Professional 
Pricing Society.

“The challenging global 
economy is presenting new 
and unique challenges to 
pricers, especially those in 

consumer goods industries. There are sig-
nificant demands on companies to improve 
their pricing capabilities and pricers to ad-
vance their knowledge.” 

— Marietta, GA (PRWEB)  
March 12, 2012 

The Professional Pricing Society (PPS), 
the world’s only professional society 
dedicated to pricing education and train-
ing, is pleased to announce the addition 
of Lydia DiLiello to its Board of Ad-
visors. Ms. DiLiello is the Director of 
Strategic Pricing for Automated Packag-
ing Systems in Cleveland, Ohio. With 
more than 18 years of pricing experience, 
Ms. DiLiello is a renowned manufactur-
ing sector pricing expert in the United 
States, Europe and Asia.

Ms. DiLiello began her career in auto-
motive component manufacturing with 
Delphi Packard Electric and spent 11 
years focused on the alignment of pric-
ing strategy and measureable impact to 

profitability in a variety of pricing and 
purchasing roles. She has spent the past 
seven years at a privately held plastic bag 
on a roll manufacturer, Automated Pack-
aging Systems, Inc., optimizing revenue 
and profit through value creation. Creat-
ing a pricing department, cultivating a 
positive interdependent relationship with 
Sales and actively engaging executive 
management in Pricing strategy and pro-
cess through Ms. DiLiello’s leadership 
have enabled APS to achieve double digit 
profitability lift.

“The challenging global economy is 
presenting new and unique challenges 
to pricers, especially those in consumer 
goods industries. Now more than ever, 
there are significant demands on com-
panies to improve their pricing capabili-
ties and pricing professionals to advance 
their knowledge” said Lydia DiLiello. 
“It’s an honor to be part of the PPS 
Board. I look forward to helping PPS 
fulfill its mission as the only professional 
society dedicated to pricing, and provide 
my unique experiences and insights to 
pricing professionals in manufacturing 
sectors and peripheral industries.”

Lydia ada-
mantly believes 
that Pricing is a 
discipline that 
requires both 
art and science 
to be optimally 
effective. 

“‘Art’ is the 
intangible gut 
instinct that 
guides you,” she 
explains, “while 
the ‘science’ is the empirical data dem-
onstrating the effectiveness (or ineffec-
tiveness) of the pricing actions. PPS pro-
vides this combination of art and science 
of pricing through thought leadership, 
certification, training and other means 

that help both companies and individu-
als rapidly improve their capabilities and 
skills.” 

As an active member of PPS through-
out her career, Ms. DiLiello has written 
several articles on Strategic Pricing issues 
for the Pricing Advisor journal. She suc-
cessfully implemented Revenue Manage-
ment software at both Delphi Packard 
Electric Systems, a Fortune 500 publicly 
held company, and at Automated Pack-
aging Systems, her current privately held 
midmarket firm. 

Ms. DiLiello is a regular presenter at PPS 
conferences, participating both in prac-
titioner panels and individual speaking 
events, including a Pricing Practitioner 
session titled “The Path to Successful 
Pricing Software Implementation: Ac-
tionable Plans for Successful Pricing 
Software Implementation” during the 
PPS 23rd Annual Spring Pricing Con-
ference & Workshops to be held in Chi-
cago on May 8-11. 2012.

She holds a BA in English and an MBA 
from The Youngstown State University. 
She has completed the 6 required credits 
and is eligible for her Certified Pricing 
Professional (CPP) designation. 

“The Professional Pricing Society’s 
Board of Advisors represents some of 
the world’s undisputed leaders in global 
pricing management. As our thirteenth 
board member, Lydia DiLiello’s knowl-
edge, experience, and dedication to the 
pricing discipline make her a very strong 
addition,” said Kevin Mitchell, Presi-
dent of the Professional Pricing Society. 
“We look forward to benefiting from her 
insights and we believe that her unique 
expertise in the manufacturing industry, 
her dedication to PPS and her invalu-
able contributions to pricing education 
throughout her career will prove a valu-
able asset to our global membership.”

Lydia DiLiello


