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How to Beat Wal-Mart  
at Your Own Game

Wal-Mart’s dominance in retail is 
indisputable. But rival chains have 
carved out successful niches for them-
selves by understanding the giant’s 
vulnerabilities and then exploiting 
them. By doing so, they’ve demon-
strated that other attributes can mat-
ter far more to consumers than prom-
ises of low prices. This article was 
written by Russ Jones, Keith Jelinek, 
and Frank Jones, Directors at Alix-
Partners LLP and is reprinted here 
with the company’s permission. See 
them on the Web at www.alixpart-
ners.com.  A 14-page overview of the 
2006 AlixPartners Consumer Sen-
timent Index can be found at www 
.alixpartners.com/CSI2006.

“It’s a Wal-Mart World.” That’s the 
headline we used in the AlixPartners 
2006 Consumer Relevancy Study, which 
asked 6,000 consumers to grade indi-
vidual retailers within 13 major retail 
categories. 

While certainly no trend today is more 
obvious than the growing power of the 
“Bentonville Behemoth,” what surprised 
us is how pervasive the chain has become 
in the minds of consumers. 

According to our study, Wal-Mart has 
almost completely broken down tradi-
tional sales channels. The retail giant 

has become not only the most prominent 
brand in the mass-marketer category but 
is also seen by consumers as the #1 dis-
count retailer, #1 grocer, #2 convenience 
chain, #3 in both do-it-yourself and elec-
tronics, and #4 or #5 in everything from 
drug to books. In short, in many ways 
Wal-Mart defines retail in America to-
day. A “channel-buster” of these propor-
tions is simply unprecedented. 

If that weren’t enough, in addition to 
its bold new regional prescription-drug 
experiment, Wal-Mart also has em-
barked on a national marketing effort to 
persuade consumers that there is more 
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Don’t Miss These Upcoming Pricing Events 

t 2-Day Workshops in Chica-
go, July 12-13, 2007, at the Chi-
cago Westin O’Hare Hotel

2 Days, 2 Credits, 1 Location! 
Topics include: Pricing for Prof-
itability; Pricing Research: A 
View of Tomorrow; Pricing for 
Service Providers; Pricing, Bun-
dling & Tiering; Pricing and 
Revenue Optimization

The Professional Pricing Society website www.pricingsociety.com is the best 
location to keep up-to-date on PPS happenings, such as workshops, conferences 
and webinars. 

t 18th Annual Fall Conference 
2007 in Orlando, October 24-25, 
Workshops; October 25-26, Full 
Conference; at the Hilton in the Walt 
Disney World Resort

t European Workshops & Confer-
ence, November 22-24, Workshops; 
November 23, Full Conference; at the 
Radisson SAS Hotel, Brussels
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to the chain than just low-priced ba-
sic items. Nearly 130 million custom-
ers shop its 3,800-plus U.S. stores each 
week, yet just 45% shop the whole store, 
estimates the research firm William 
Blair & Co. Moreover, 40% of regu-
lar shoppers stick to low-margin basics. 
Wal-Mart executives have decided that 
high-margin categories such as apparel, 
electronics, and home fashion have the 
potential to drive sales and margin in-
creases. Moreover, they are putting big 
marketing dollars behind the effort, cut-
ting traditional ad spending and plowing 
a lot of that money into category expan-
sions and upgraded store interiors.

So, given all this, can retailers actually 
win against Wal-Mart — and if so, how?

Chinks in the  
Wal-Mart Armor
With so many (mostly unhelpful) books, 
magazine articles, and newspaper stories 
on competing against Wal-Mart already 
written, it would be foolhardy to say 
there’s anything approaching a “magic 
formula.” Nevertheless, there are formu-
las — plural — out there that can, and 
are, working. Wal-Mart may be big and 
strong, but it is not invincible. 

In competing with Wal-Mart, what 
usually doesn’t work is a “hit ‘em where 
they ain’t” approach because Wal-Mart 
is virtually everywhere these days. 
However, what can work is a “find the 
chinks in their armor” approach. In 

other words, beat Wal-
Mart at your own game. 

In our view, understanding 
Wal-Mart’s strengths and 
the opportunities to exploit 
its vulnerabilities come 
from analyzing the five key 
attributes of the retail store 
from a consumer perspec-
tive. These are Product, 
Price, Experience, Access, 
and Service. 

We asked consumers for 
opinions on how well re-
tailers perform on each 
attribute. Their answers 
point the way for compa-

nies looking to succeed in the Wal-Mart 
world. 

What are the some of the chinks in the 
Wal-Mart armor? Several important 
trends leap out of our consumer study; 
and some of these suggest that, if re-
tailers really listen to consumers, Wal-
Mart’s current dominance might not be 
so overwhelming after all. We’ll look at 
some of the areas where Wal-Mart ap-
pears vulnerable and point out a few ex-
amples of retailers that have found a way 
to thrive against the giant by focusing on 
their own game.

Product
When it comes to product, Target, of 
course, has consistently proved it can 
compete successfully against Wal-Mart 
at the higher end of the mass discount 
product scale (e.g. apparel and home 
fashion). 

Target’s apparel approach has established 
“Tar-jhay” as the place for value apparel 
“with cachet,” and its impressive compa-
rable store sales trends of late are due in 
large part to its ability to offer a strong 
and stylish set of private-label softlines, 
marketed aggressively to create a level of 
brand equity that Wal-Mart has never 
attained in this area.

Similarly, Kohl’s found a way to compete 
with Wal-Mart, not at the high end of 
the margin scale, but right in the middle. 

With a strong lineup of national brands 
not sold at mass discounters and avail-
able at prices below traditional depart-
ment stores, Kohl’s has created a busi-
ness model that has produced impressive 
comparative store sales increases. It has 
also seen its store count expand to over 
740 locations. What Kohl’s figured out 
is that when it comes to what consumers 
put on — as opposed to in — their bod-
ies, name brands mean a lot!

Wal-Mart has successfully established 
dominance with the price attribute in 
the minds of its consumers. It has long 
featured low-priced fashion and electron-
ics basics as part of that image. 

Changing consumer perceptions, with its 
current push into higher-margin, fash-
ion-forward apparel will not be easy. 
Retailers who can establish product as-
sortments where price is not decisive in 
consumer choices will find it possible to 
succeed in the battle with Wal-Mart.

Access 
Access is a multi-faceted attribute in the 
minds of consumers. For example, Wal-
Mart and Target both exceed customer 
expectations for this attribute in our 
study, but for markedly different reasons. 
Having a large number of locations does 
create easy access in terms of customers 
being able to get to your store. 

However, once inside, this attribute takes 
on new meaning. Wal-Mart is now try-
ing to change this aspect of its stores, as 
well, by making the inside easier to shop 
with more accessible (lower) shelving, 
upgraded electronics displays, and im-
proved fixtures in other departments.

Target is already there. So is Bed, Bath 
& Beyond, a retailer with a highly fo-
cused product assortment and great ac-
cess scores in our study. These high ac-
cess scores can be attributed to logical 
in-store layout coupled with a highly 
focused product assortment. Moreover, 
you do not have to fight crowds buy-
ing things like toys, paint, and groceries 
when you shop there. 

How to Beat Wal-Mart at Your Own Game 

Wal-Mart’s dominance in retail is indisputable. But rival chains have carved out 
successful niches for themselves by understanding the giant’s vulnerabilities and 
then exploiting them. By doing so, they’ve demonstrated that other attributes can 
matter far more to consumers than promises of low prices. This article was 
written by Russ Jones, Keith Jelinek, and Frank Jones, Directors at AlixPartners 
LLP and is reprinted here with the company’s permission. AlixPartners has 
served dozens of leading retailers with their performance-improvement and 
turnaround services.  See them on the Web at www.alixpartners.com.  A 14-page 
overview of the 2006 AlixPartners Consumer Sentiment Index can be found at 
www.alixpartners.com/CSI2006.

“It’s a Wal-Mart World.” That’s the headline we used in the AlixPartners 2006 
Consumer Relevancy Study,i which asked 6,000 consumers to grade individual 
retailers within 13 major retail categories.  While certainly no trend today is more 
obvious than the growing power of the “Bentonville Behemoth,” what surprised us 
is how pervasive the chain has 
become in the minds of consumers.

According to our study, Wal-Mart has 
almost completely broken down 
traditional sales channels. The retail 
giant has become not only the most 
prominent brand in the mass-
marketer category but is also seen by 
consumers as the #1 discount 
retailer, #1 grocer, #2 convenience 
chain, #3 in both do-it-yourself and 
electronics, and #4 or #5 in 
everything from drug to books.  In 
short, in many ways Wal-Mart defines
retail in America today.  A “channel-
buster” of these proportions is simply 
unprecedented.

If that weren’t enough, in addition to its bold new regional prescription-drug 
experiment, Wal-Mart also has embarked on a national marketing effort to 
persuade consumers that there is more to the chain than just low-priced basic 
items.  Nearly 130 million customers shop its 3,800-plus U.S. stores each week, 
yet just 45% shop the whole store, estimates the research firm William Blair & 
Co.  Moreover, 40% of regular shoppers stick to low-margin basics.  Wal-Mart 
executives have decided that high-margin categories such as apparel, 

WAL-MART THE CHANNEL-BUSTER

Category Rank Category Rank 

Overall 1 Club 4 

Discount 1 Drug 4 

Grocery 1 Office 4 

Mass 1 Sport 4 

Convenience 2 Books 5 

D-I-Y 3 Clothing 5 

Electronics 3 Dept Stores 5 
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Talk about a chink in the armor: Wal-
Mart may be spending more on the in-
side of its stores, but a barn is still a barn 
— and that’s a basic, strategic fact never 
to be overlooked.

Service
In a recent conversation with a retail 
shopper, we asked about customer service 
at some of the notable retailers. When 
asked about Wal-Mart, she paused and 
then asked if we noticed that the phrase 
“How Can I Help You?” appears on the 
back of the blue Wal-Mart smocks. She 
noted that this was her impression of 
customer service at Wal-Mart — that it 
boiled down to seeing little but the back-
side of employees seemingly always head-
ed somewhere else! 

In fact, when it comes to service, Wal-
Mart scored much lower than many 
other retailers did in our study. And our 
findings mirror those in the recently re-
leased 2006 Consumer Reports grocery 
store survey, where Wal-Mart received 
the worst score possible for service. 

Knowing there are opportunities to be 
had, many retailers have successfully 
built a core competency around custom-
er service such as Nordstrom, Coldwater 
Creek, Publix, L.L. Bean, Harris Teeter, 
and Recreational Equipment, Inc. (REI). 

But even in the grocery trade, where 
much has been made of Wal-Mart’s 
heavy influence, at least one grocer, the 
regional chain Wegmans Food Mar-
kets from Rochester, New York, seems 
to have found a formula that works for 
them — thank you very much!

Wegmans lives and breathes customer 
service, and shoppers reward them with 
a level of loyalty that is truly impressive. 
How do they do it? They start by tak-
ing care of their employees. Wegmans 
ranked #2 in Fortune’s “Top 100 Com-
panies to Work For” in 2006. In fact, 
they have been in the top 100 since the 
list started in 1998. 

CEO Danny Wegman says the firm’s 
employees are “something our com-
petitors don’t have and our customers 

couldn’t get anywhere else.” Re-
tailers take note: Are your employ-
ees such a competitive weapon?

Experience
In terms of competing on the 
overall shopping experience, one 
need go no further than two of 
the retailers already mentioned: 
Target and Wegmans. Both do 
business in channels that are in 
Wal-Mart’s “sweet spot,” i.e. mass 
discount and grocery. Yet, both 
companies are thriving. 

Target created its strong brand 
in large part on the very experi-
ence of being inside its brightly lit, 
bold-colored stores and encounter-
ing “cheap-chic” products. Com-
pared with a Wal-Mart store, 
the Target experience is like the 
difference between going to a 
trendy nightspot versus an Elks 
Club lodge: both serve beer, but 
what a different experience!

Wegmans, meantime, has created what 
some call a “theater of food,” and cus-
tomers are eating it up — both figura-
tively and literally! Visiting a Wegmans 
is more than a weekly shopping trip; it’s 
like a trip to a Paris or SoHo market. 
High quality produce, a wide selection of 
fresh baked goods, hundreds of varieties 
of cheese, expert help in meal-planning 
and an array of other in-store services 
create an experience unmatched today in 
the grocery industry.

Do Your Own Thing:  
Dare to be Average!
Sam Walton himself gave some great ad-
vice on competing with Wal-Mart: “You 
know, there have been articles … written 
on how to compete with us. And I’ve got 
a few suggestions of my own … They 
need to avoid coming at us head-on, and 
do their own thing better than we do 
ours.” 

Can you win against Wal-Mart? You bet 
you can. But it means finding out what’s 
truly relevant to the consumer — and 
then “doing your own thing” in that 
market category. 

As for “daring to be average,” the Alix-
Partners 2006 Consumer Sentiment In-
dex clearly shows that consumers today 
want businesses to absolutely, positively 
“wow” them in one key area (e.g., ser-
vice) — while differentiating themselves 
in a second (e.g., product).  

Put the lion’s share of your time and 
resources into excelling in two highly 
relevant areas, and its OK, even advis-
able, merely to meet expectations in the 
other three.  

In other words, “dare to be average” in 
the other three, resisting the ever-pres-
ent temptation to spend “just a little 
more” on things your customer probably 
doesn’t really care that much about any-
way. In fact, if you’re spreading precious 
assets, peanut butter-style, evenly across 
all five attributes, you’re either wasting 
money or, worse, condemning all five to 
mediocrity.  

As to “doing your own thing,” recent 
history has proven that where others 
so often fell short, ol’ Sam also knew a 
thing or two about good advice!

Product
When it comes to product, Target, of 
course, has consistently proved it can 
compete successfully against Wal-Mart 
at the higher end of the mass discount 
product scale (e.g. apparel and home 
fashion).  Target’s apparel approach has 
established “Tar-jhay” as the place for 
value apparel “with cachet,” and its 
impressive comps of late are due in 
large part to its ability to offer a strong 
and stylish set of private-label softlines, 
marketed aggressively to create a level 
of brand equity that Wal-Mart has never 
attained in this area. 

Similarly, Kohl’s found a way to compete 
with Wal-Mart, not at the high end of the 
margin scale, but right in the middle.  
With a strong lineup of national brands 
not sold at mass discounters and 
available at prices below traditional 
department stores, Kohl’s has created a business model that has produced 
impressive comp store sales increases. It has also seen its store count expand to 
over 740 locations.  What Kohl’s figured out is that when it comes to what 
consumers put on—as opposed to in—their bodies, name brands mean a lot! 

Wal-Mart has successfully established dominance with the price attribute in the 
minds of its consumers.  It has long featured low-priced fashion and electronics 
basics as part of that image.  Changing consumer perceptions, with its current 
push into higher-margin, fashion-forward apparel will not be easy.  Retailers who 
can establish product assortments where price is not decisive in consumer 
choices will find it possible to succeed in the battle with Wal-Mart.

Access
Access is a multi-faceted attribute in the minds of consumers.  For example, Wal-
Mart and Target both exceed customer expectations for this attribute in our 
study, but for markedly different reasons.  Having a large number of locations 
does create easy access in terms of customers being able to get to your store.  
However, once inside, this attribute takes on new meaning. Wal-Mart is now 
trying to change this aspect of its stores, as well, by making the inside easier to 
shop with more accessible (lower) shelving, upgraded electronics displays, and 
improved fixtures in other departments. 

CONSUMERS’ TOP 10

1 Courteous employees  

2 Well-marked price

3 Good-quality merchandise  

4 In-stock merchandise  

5 Honest prices  

6 Unconditional returns  

7 Quick and easy returns  

8 Easy to find what you want  

9 Clean store  

10 Convenient hours  

“Please treat me with respect and dignity, 
don’t rip me off, and don’t waste my time”–
that’s what consumers in 2006 are saying.  
Consumers would like retailers simply to 
obey the Golden Rule: Treat me like you’d 
treat yourself.  
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Maximize the Impact of Your Pricing Efforts

Pricing has a huge impact on 
profit, and the analytical to 
identify potential opportunities 
has improved greatly in recent 

years. However, capitalizing on pricing 
opportunities remains challenging. 

Pricing teams rarely enjoy unlimited 
time or political capital. Therefore, the 
key to unlocking these opportunities 
is to focus attention on the right areas. 

This often means ignoring large theo-
retical opportunities, or whittling them 
down to smaller, concrete ones that can 
be pursued with a definite action plan. 

Avoiding The 1% Trap
A common trap for people writing busi-
ness plans is to look at a huge market 
and say “we only need to get 1% of this 
market.” Unfortunately, aiming for 1% 
of a big market precludes your captur-
ing any significant part of the market 
and is a recipe for failure. 

It’s better to aim at a smaller market that 
you can dominate, which in turn pro-
vides the resources to pursue the next 
sub-market. The same principle applies 
in the pricing space. Unfortunately, we 
in the pricing community have pushed 
the “1% price improvement” message so 
hard that it can encourage people to start 
down the wrong path. 

The Hunt for Opportunities 
and Setting Attainable Goals
The search for opportunities usually 
starts with data. Unfortunately, dirty 
data often lead to the setting of unreal-
istic goals, which undermines the cred-
ibility of pricing efforts. 

For example, Figure 1 shows a collection 
of sales transactions plotted against their 
revenue contribution margin and size. 
(All charts in this article are based on 
real-world data, and preserve the essen-
tial characteristics of those data.) This 
is a dramatic case where dirty data skew 
the results to make a chart useless. 

A point on the far right is a set of trans-
actions that the ERP system clumped 
together under a single transaction be-
cause of some obscure business process. 
Meanwhile, the set of points running 
up from near 0 on the x-axis represents 
concessions with special list pricing that 
distorts the margin.

Zooming in on the “valid” data, we 
can see a typical pricing scatter plot, as 
shown in Figure 2. There are noticeable 
thresholds along with a wide distribution 
of seemingly random points. 

A natural first response to this chart 
might be to establish a cut-off margin, 
perhaps at 45%, and force all deals to 
come in above that margin. Even if we 
lose a portion of our business, we can 
increase profit by moving the remaining 
low-margin business to 45% margin. As 
shown in figure 3, this means moving 
the red dots to the 45% line.

These broad targets invite push back. We 
sometimes hear “every dot has a story 
behind it” when looking at scatter plots. 
Even if some of these tales are very un-
profitable and avoidable, a few “legiti-
mate” stories can create the impression 
that high pricing variability is a natural 
part of the business, not something that 
requires a bold new policy. 

After all, making this type of change 
will impact a lot of people’s careers and 
compensation, and not necessarily in a 
positive way. While resistance to change 
is inevitable, we can reduce this resis-
tance by presenting a more compelling 
case that takes into account the realities 
on the ground. 

To capitalize on promising pricing 

opportunities, companies must avoid 

some common pitfalls that derail 

even the most carefully thought out 

plans. Here’s a blueprint for suc-

cess. The authors of this article are 

frequent PPS contributors Reuben 

Swartz and Lian Wang of Mimiran, 

leading consultants on pricing. You 

can reach them at their respective 

email addresses: reuben@mimiran 

.com and lian@mimiran.com.

Figure 1: Dirty Data Distort the Margin Picture
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Perhaps most importantly, even if we do 
succeed in changing policy, we are un-
likely to move all the low performers to 
the cut-off margin in a short period of 
time. What’s the difference between a 
successful pricing project that nets $2M 
in three months and an unsuccessful 
project that nets the same amount in the 
same time? In a word: expectations. 

If you have identified a $2.2M opportu-
nity and actually pull in $2.3, it is a big 
success. But should you project you will 
achieve “50% of a $50M opportunity” 
and only net $2M, then it is a failure. 
Both approaches may have added the 
same amount to the bottom line at the 
end of three months; but when the time 
comes to win support for the next round 
of pricing improvements, who will be in 
a better position to make the case?

To effectively capitalize on true pricing 
opportunities, we need to qualify them, 
just like any other business venture. To 
do this, we must filter out price points 
that are unchangeable, at least in the 
short term. 

The constraints on these prices fall into 
two categories: internal and external. In-
ternal constraints include long-term con-
tracts that specify price levels or limit the 
ability to make changes in prices, incen-
tive plans, and a wide range of planning 

cycles (including such mundane activi-
ties as printing up promotional material 
with prices). 

External constraints may include the 
business models of your partners, laws 
and regulations, and fluctuations in the 
business cycle. Some of these constraints 
are absolute — at least in the near term 
— while others have some flexibility, but 
will still force you to “swim upstream.”

Looking at our earlier example, but fo-
cusing on the low margin deal, we see 

that many agreements involve fixed-price 
contracts that preclude immediate cor-
rective action. 

We only have true pricing flexibility on 
deals noted by blue triangles as shown in 
Figure 4. (Red triangles represent future 
opportunities, but only when we renego-
tiate the contracts.) 

Making Actions Count:  
The Power of Focus
By focusing on a more restricted area 
of the business, we appear to have re-
duced the potential size of the opportu-
nity; but we have actually increased the 
chances that we can change behavior 
and capture real value. 

This approach leads us to target the 
parts of the pricing process with the 
most impact on the end result. In many 
cases, this will be the list price. In other 
cases, changes in list price do not reliably 
flow through to the final price, and we 
should not waste time trying to optimize 
list prices. 

Understanding pricing yield on a list 
price change on a per-segment basis is 
quite valuable. Knowing where list price 
changes will have an impact and where 
they will not cause disruption due to 
counterbalancing discounts can win sup-

Figure 2: Valid Data Provide Solid Base for Detailed Analysis

A natural first response to this chart might be to establish a cut-off margin, perhaps at 
45%, and force all deals to come in above that margin.  Even if we lose a portion of our 
business, we can increase profit by moving the remaining low-margin business to 45% 
margin.  As shown in figure 3, this means moving the red dots to the 45% line. 

Figure 3—Simplistic First Response May Imply Trouble Down the Road 

These broad targets invite push back.  We sometimes hear “every dot has a story behind 
it” when looking at scatter plots.  Even if some of these tales are very unprofitable and 
avoidable, a few “legitimate” stories can create the impression that high pricing 
variability is a natural part of the business, not something that requires a bold new policy.  
After all, making this type of change will impact a lot of people’s careers and 
compensation, and not necessarily in a positive way.  While resistance to change is 
inevitable, we can reduce this resistance by presenting a more compelling case that takes 
into account the realities on the ground.

Perhaps most importantly, even if we do succeed in changing policy, we are unlikely to 
move all the low performers to the cut-off margin in a short period of time.  What’s the 
difference between a successful pricing project that nets $2M in three months and an 
unsuccessful project that nets the same amount in the same time?  In a word: 
expectations.  If you have identified a $2.2M opportunity and actually pull in $2.3, it is a 
big success.  But should you project you will achieve “50% of a $50M opportunity” and 
only net $2M, then it is a failure.  Both approaches may have added the same amount to 
the bottom line at the end of three months; but when the time comes to win support for 
the next round of pricing improvements, who will be in a better position to make the 
case?

To effectively capitalize on true pricing opportunities, we need to qualify them, just like 
any other business venture.  To do this, we must filter out price points that are 
unchangeable, at least in the short term.

Figure 3: Simplistic First Response May Imply Trouble Down the Road
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port for changes and make sure those 
adjustments have the intended conse-
quences. 

In addition to the mathematical power 
of focus, consider the temporal power. 
Most pricing groups are already stretched 
thin. Why perform detailed analysis if 
the output will not have a strong impact 
on the outcome? Targeting time to ar-
eas where the team can have real impact 
greatly increases the effectiveness of the 
group.

Keeping an Eye on the 
Unconventional
Consider all pricing elements, not just 
the conventional ones that show up on 
the invoice. Pay extra attention to the 
“boundaries” in the pricing process be-
tween organizational groups and soft-
ware systems. 

Free or discounted shipping, free train-
ing, concessions in payment terms or 
waiving fees for higher levels of service 
may not show up in ERP data; but they 
can represent significant opportunities. 
Indeed, the opportunities are often rich 

in this area precisely because the compa-
ny exercises lax oversight. 

Thriving in Uncertainties
One of the scariest aspects of a pricing 
change is uncertainty about what will 
happen next. This is part of human na-
ture, but we can try to anticipate what 
will happen to maximize the expected 
return. 

In an ideal world we would understand 
each customer’s demand curve, allowing 
us to immediately calculate the outcome. 
In the real world we may have historical 
data with sufficient statistical validity to 
estimate demand well enough to make 
intelligent decisions. 

Even when we have very sparse de-
mand data, as is often the case in the 
real world, we can use estimates of best-, 
worst-, and likely-case scenarios to model 
outcomes. 

We have used these models to guide pric-
ing decisions in a variety of industries. 
One particularly interesting case involves 
a financial services company trying to 

realign pricing policies for premium and 
value customers. 

Despite concern over defections if it 
raised prices on the value customers, 
modeling showed that even with worst-
case defection levels, the company would 
at least break even; while best-case reten-
tion and account growth would not im-
prove profit under a price drop. 

Seeing “the numbers” helped convince 
the team that their heads needed to over-
rule their guts, which had been making a 
lot of the pricing decisions.

Putting Ideas into Action
When putting your ideas into action, 
make sure that the organization under-
stands the scope of the opportunity, the 
actions needed to capitalize on it, and 
the metrics required to track progress. 

Break your targeted opportunities into 
phases when appropriate to allow the or-
ganization to capture benefits as quickly 
as possible and to continue capturing 
them as people, policies, and systems 
come up to speed. 

To help get the entire team on board, 
create win-win situations and focus on 
the future. Pricing efforts almost always 
involve multiple departments and require 
their concerted, coordinated actions. 

Address the pain points of every group 
involved and show how they benefit 
from improved pricing. Make sure that 
no one gets punished for actions that 
happened in the past. Trying to punish 
past behavior will only cause people to 
hide problems and set up roadblocks or 
ambushes. 

By doing our homework and finding 
actionable opportunities, pricing profes-
sionals can achieve maximum impact for 
their time and effort.

Figure 4: A Closer Look Reveals Immediate and Future Opportunities

The constraints on these prices fall into two categories: internal and external.  Internal 
constraints include long-term contracts that specify price levels or limit the ability to 
make changes in prices, incentive plans, and a wide range of planning cycles (including 
such mundane activities as printing up promotional material with prices).  External 
constraints may include the business models of your partners, laws and regulations, and 
fluctuations in the business cycle.  Some of these constraints are absolute--at least in the 
near term--while others have some flexibility, but will still force you to “swim upstream.” 

Looking at our earlier example, but focusing on the low margin deal, we see that many 
agreements involve fixed-price contracts that preclude immediate corrective action.  We 
only have true pricing flexibility on deals noted by blue triangles as shown in Figure 4.  
(Red triangles represent future opportunities, but only when we renegotiate the contracts.)

Figure 4—A Closer Look Reveals Immediate and Future Opportunities

Making Actions Count: The Power of Focus 
By focusing on a more restricted area of the business, we appear to have reduced the 
potential size of the opportunity; but we have actually increased the chances that we can 
change behavior and capture real value.  This approach leads us to target the parts of the 
pricing process with the most impact on the end result.  In many cases, this will be the list 
price.  In other cases, changes in list price do not reliably flow through to the final price, 
and we should not waste time trying to optimize list prices.  

Understanding pricing yield on a list price change on a per-segment basis is quite 
valuable.  Knowing where list price changes will have an impact and where they will not 
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Pricing Airline Seats, Golden Oldies 
and Other Pricing Dilemmas

Skybus’ $10 Seat Strategy
Last month, I got a phone call or email 
from practically every person I know 
raving about the fare structure of Sky-
bus, a new discount airline. Skybus of-
fers ridiculously low fares, but charges 
you for just about everything else. 

While seating is not assigned, $10 lets 
you onboard before the masses (who 
didn’t pay the extra $10) duke it out for 
aisle seats. Want to check your bags? 
That’ll be $5. A soda … $2. Want to go 
to the bathroom … that’s still free. 

But where Skybus is really raising eye-
brows is its pricing strategy of offering 
$10 fares on its routes. And get this, 
these $10 fares are not limited time of-
fers or restricted to 5:30 AM flights. 
Skybus pledges to offer at least 10 seats 
on EVERY flight for $10. And these 
aren’t phantom seats. I checked out their 
website, and there are plenty of $10 seats 
available. 

This pricing strategy is smart for many 
reasons. First off, it’s $10 — what a great 
marketing splash! But just as important-
ly, this strategy creates loyalty to Sky-

bus’ website. Sure there’s a good chance 
that the $10 seats will be sold out, but it 
definitely makes sense for a traveler to at 
least check availability when booking a 
trip to see if luck is on their side. And if 
that $10 fare is not available, they may 
just stick around to book a $79 fare.

Even if a startup airline offers an argu-
ably better product, it still has to dis-
count its price. Case in point: EOS Air-
lines. EOS offers a luxury ride between 
New York and London on 757 airplanes 
(normally holding as many 220 passen-
gers), which have been renovated to fly 
up to 48 passengers in grand style. 

Each passenger has a mind blowing 
21 square feet of personal space and a 
78-inch, fully flat reclining bed. EOS’ 
roundtrip price ranges from $3,200 to 
$7,500. British Airways’ comparable 
first-class service can be as expensive as 
$14,500. 

So why do new airlines have to dis-
count so heavily? Would it really sur-
prise you if I say it’s all about value? 
Sure incumbent airlines have well-es-
tablished brand names, a wide network 
of destinations, and back-up aircraft to 
help with delays. But I believe it’s all 
about the value of the “kickback”… fre-
quent flyer programs. 

Quite simply, new airlines offer infe-
rior programs. Their small network of 
destinations makes it difficult to earn 
frequent flyer miles, redeem miles to fun 
destinations, and diminishes the value of 
earning “elite” status. The latter reason is 
a key drawback to attracting well-heeled 
business travelers. Flyers are awarded 
“elite” status if they fly at least 25,000 
miles a year on an airline. 

One nice perk of being “elite” is regular 
first-class upgrades. There’s a great deal 
of value in being upgraded from a $300 

transcontinental coach ticket to a $2,500 
first-class seat. 

If you are a business traveler who flies 
weekly on full fare tickets (the bread 
and butter of airline profits), which air-
line are you going to concentrate your 
travel on: a startup that flies to a handful 
of destinations (that may not even of-
fer first-class seating) or United Airlines 
(that flies globally and liberally pours 
champagne in first class)? 

Startups have to face the reality that 
business travelers love these “kickbacks.” 
As a result, new airlines are forced to 
offer discounts to compensate for their 
lackluster frequent flyer programs.

When Does “Old” Mean 
“Vintage” and Deserve a 
Higher Price?
Over the years I’ve worked on fasci-
nating pricing projects for companies 
that produce content (e.g., music, film, 
books). What’s interesting is that these 
companies share the same fallacy in how 
they think about their products’ value. 
They feel “old equals discount.” And 

Rafi Mohammed, the founder of 

Culture of Profit LLC, a pricing 

strategy consulting company, of-

fers more classic insights on pricing 

in these latest excerpts from his blog. 

This time he explains why Skybus is 

offering those $10 seats, and why me-

dia companies repeat the same mis-

takes in pricing new releases of old 

bestselling books and music. You can 

contact Rafi at: rafi@cultureofprofit 

.com or visit his website: www 

.pricingforprofit.com.
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what results from this thinking is … 
“Hidden Profits!”

On the front page of the D section of a 
recent New York Times, a large and col-
orful ad announced that the national 
bestselling book Stumbling on Happiness 
was in paperback “at last.” Hallelujah…
we can all sleep better knowing this day 
has finally arrived! 

The notion of releasing a 
high-priced hardback ver-
sion and then, after a period 
of time, offering a discount-
ed paperback is a classic 
combination of differential 
pricing and the versioning 
strategy. Depending on the 
demand for a product, sell 
high to readers that value 
the book, and discount the 
price later to entice other 
buyers with lower valua-
tions. Makes sense, right? 

Here’s the problem: from 
a value perspective “old” 
shouldn’t necessarily mean “discount-
ed.” Consider John Grisham’s break-
out book, The Firm. Published in 1991, 
it spent 47 weeks on The New York 
Times’ bestseller list. And while Grisham 
has gone on to write a number of big 
books, The Firm remains a classic. Still, 
Grisham’s publisher followed the tradi-
tional hardback to paperback differential 
pricing strategy. Today, if I want to buy 
The Firm, I can only get it in paperback 
($7.99 or $9.00). 

Publishers need to understand that 
the composition of people demanding 
a product changes over time. My bet 

is that current demand for The Firm 
comes from customers that have recently 
learned about the book. 

These consumers may have just read 
Grisham’s latest thriller and want to buy 
his other books, or they were exposed 
to the author from his recent Lifetime 
Achievement Award at the Galaxy Brit-

ish Awards. In fact, some interested cus-
tomers may not even have been born 
when the book was published. 

Can we agree that consumers in 2007 
are different than those interested in 
buying The Firm in the early 90’s? So …
why are publishers setting prices that are 
designed to entice those original lower 
value customers? 

My point is that, over time, the com-
position of buyers change. If I were a 
publisher, I’d take the discounted pa-
perback off the market after a year or so 
and replace it with a higher-priced (nic-

er-looking), softcover edition to better 
profit from new demand. 

The notion of changing prices to capital-
ize on different demand is also relevant 
to the music industry. Greatest hits CDs 
are rarely top sellers. If I own all of my 
favorite artist’s (Jimmy Buffett’s) CDs, 
why would I buy his greatest hits pack-

age (unless there are new 
songs/versions)? 

Since demand is expected 
to be less than blockbust-
er, record companies often 
set lower prices for great-
est hits CDs. For example, 
James Taylor’s latest release 
is priced at $18.98, while his 
outstanding Greatest Hits is 
priced at $11.98. The seg-
ment of customers that pur-
chase Mr. Taylor’s Greatest 
Hits is different than those 
that buy his latest release (a 
compilation of Christmas 
songs). 

My bet is that his record company can 
price at par or even at a premium to at-
tract these “entry level greatest hits” fans. 
These customers value the convenience 
(and cost savings) of receiving all of 
James Taylor’s best songs on one CD.

So for content providers, let me riff on 
Bob Dylan’s famous song title “The 
Times are A-Changin’” by humbly add-
ing “Your Demand Curve is A-Changin’ 
… So Your Price Should be A-Chan-
gin’.” Much like wine, some content can 
become “vintage” over time. 


