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Pricing a La Carte

“We have resisted an 
across-the-board 
price increase so far 
this year, largely 

because we know that the economy is 
already causing so many people to make 
difficult choices about how and where 
they spend their money,” said the voice 
over the conference call. It was Steve 
Ells, founder and CEO of Chipotle, dur-
ing the company’s third-quarter investor 
conference. “However, in light of food 
costs that have continued to rise farther 
and more rapidly than we expected, we 
will be raising menu prices,” Ells contin-
ued.

Increases on a $7 burrito paled in com-
parison to the $700-billion bailout pack-
age that passed recently, but the news 
was equally as bad for quick-serves. If 
Chipotle, as a standard bearer for the in-
dustry, can’t fend off menu price increas-
es then countless quick-serves will likely 
suffer the same fate this year.

As consumers trade down and food 

and energy prices inch up, menu price 
hikes may become unavoidable for many 
brands. Rafi Mohammed has worked on 
pricing issues for the last 20 years and is 
the founder of Culture of Profit LLC, a 
consultancy that works with companies 
on pricing strategies. The author of The 
Art of Pricing, and co-author of Internet 
Marketing: Building Advantage in a Net-
worked Economy, he offers QSR readers 
advice on how to make price increases 
work.

How Is the Economic Slowdown Af-
fecting Pricing? Restaurants are facing 
a one-two punch. In the good ole days 
. . . when wholesale costs increased, res-
taurants could easily pass along the price 
hike because the economy was doing re-
ally well. But now that consumers have 
the shaky economy and price increases, 
there are certain limits to their budgets.

Is There a Smart Way to Increase Pric-
es and Ensure Repeat Business? Let’s 
say I go to my favorite restaurant, and all 
of a sudden I see they did a six percent 
price increase. Sure, they might get me 
one time, but the next time I’m going to 
remember that the prices increased. It’s 
important to keep people in the family 
and to have a mix of 
products that are low-
er cost. For example, 
in the consumer pack-
aged-goods market, 
Procter & Gamble 
is doing an excellent 
job of having dif-
ferent versions of its 
products—for Bounty 
it has a good, bet-
ter, and best option. 
What they’re doing is keeping people in 
the family by offering less-costly options 
that people can trade down to without 
damaging the brand.

If I were a quick-serve restaurant faced 
with low demand and increased prices, I 
wouldn’t want to turn off those custom-
ers [so] this is their last straw. Offering 

discounted specials is an important fac-
tor for these restaurants.

You have increased opportunity to 
[raise] prices when people are trading 
down to your brand. You can’t just do 
it across the board. It’s important for 
restaurants to really stand up and show 
their value. Applebee’s is really touting 
their $5.99 special on television, saying, 
“For $5.99 you get a sit-down meal.” 
They’re doing a great job of articulating 
the value of their product. These days, 
consumers are really in tune to what 
value is.

Are Across-the-Board Increases Ever 
the Best Option for a Quick-Serve? 
No. Never. Customers value your prod-
ucts very differently. There could be 
pockets of your menu [where] you have 
more opportunity to increase prices. For 
example, it would be smart to increase 
prices on sides—something that’s op-
tional—rather than the main course. 
The entrée has the lowest markup rela-
tive to desserts, sides, and drinks, so get 
people in for the main entrée and give 
them the option of trading up to the 
higher-margin items. That way you can 
still keep them coming in the door. 

What Else Can Operators Do to 
Make Their Increases More Success-
ful? Think about offering increased pro-
motions or couponing. The people who 
come in with a 10-percent-off coupon 
are saying, “Price is really important 
to me, and I need a break.” If you do a 
big, across-the-board price increase, you 
might lose your sensitive customers. You 
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Applebee’s is really touting their 
$5.99 special on television, saying, 
“For $5.99 you get a sit-down 
meal.” They’re doing a great job of 
articulating the value of their product.
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can keep those people in the fold by us-
ing coupons or incentives like, “You have 
to be in here before 5 p.m.” 

The key to price increases is to give con-
sumers as many options as possible. If 
someone takes the time to clip the cou-
pon, bring it in, pull it out of their wal-
let, this is a person who is telling you 
that price is important to them. 

How Do Customers React to Price 
Hikes? People are often scared to in-
crease prices. But when consumers are 
buying from you, they’re telling you: 
“We looked around at all the other op-
tions, and we think you offer the best 
value.” Consumers are understanding of 
price increases. We also need to be un-
derstanding, though. There is only so 
much in the budget these days. It might 
not be a personal decision, so don’t take 
it personally if people stop coming. But 
again, all concepts should have good, 
better, and best options. I think there’s a 
lot of room to play around with price in 
this economy. 

Should Quick-Serves Tell Their Cus-
tomers That Prices Are Going Up? I 
wouldn’t make an across-the-board state-
ment, but crew members should be cog-
nizant of those changes, and maybe for 
those customers who really say, “This 
price is a problem,” give them a coupon 
for the next time they come back. 

All companies have three types of con-
sumers. There are those that say, “Gosh, 
this is a great value.” You need to find 
ways to charge them more. You also have 
the regular people who say, “I like com-
ing here, and this place is fun.” 

They’re fine where they are. But then you 
have early-bird customers who come in 
earlier and have a smaller budget. They’re 
not bad customers to have because 
they’re covering their food costs and con-
tributing to overhead. You really want all 
three kinds. 

If there’s a family that comes in and 
complains about the price, staff members 
should be able to explain why they’re go-
ing up. The additional step would be the 

coupon for next time. Judicially do that. 
What you want to do is charge every 
customer who walks in the door what 
they’re willing to pay. 

Is It Better to Raise Prices Incremen-
tally? I think people really get turned 
off if every time they come in the price 
goes up and up again. The one shot is 
often the best. Certainly, if you have 
to do a big price increase, the key is to 
have the options available to customers. 

If an Operator Insists on Incremental 
Increases, How Many Times Can He 
Raise Prices? The first time most cus-
tomers are understanding. The second 
time in six months, they really start to 
notice, especially in this economy. Most 
customers understand that all businesses 
are hurting right now, but they only have 
limited budgets. 

Should Operators Improve Their 
Menu Items to Make Consumers Feel 
Like the Increases Are Worth It? I re-
cently spoke to a high-end restaurateur, 
and he said, “Every time I do a price 
increase, I return it to my customers 

somehow—better linens, better china.” 
He was always trying to enhance the 
product. I’m not sure what you can do to 
truly enhance the product.

There is room for a chain to come out 
and say, “We know pricing is tough. 
We’re looking out for you and trying to 
do the best we can.” Chains should start 
having more of an open dialogue with 
their customers about that because the 
customers see the price increases, and 

they’re likely to say, “Oh, they’re just 
making up for fewer customers.”

I’ve seen this in some of the companies 
I’ve worked with who have done price 
increases. It’s very important to messen-
ger to the consumer why they’re doing it. 
Having that open dialogue with the con-
sumer was very successful for them, and 
they passed along some very large price 
increases. 

Should You Always Offer a Lower Op-
tion When Increasing Prices? Or, Can 
You Offer a Higher Option and Increase 
Prices on Your Existing Menu? This is 

“What you want to do is charge every customer who 
walks in the door what they’re willing to pay.” 
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a good time for operators to think out 
their pricing strategy. Most companies 
I work with don’t really think it out. 
The notion is: Customers with different 
budgets are walking through your doors 
every day. Your goal is to get them to 
spend as much as possible in your store. 

I really do think many restaurants 
should have a good, better, and best 
option for their customers. This isn’t 
necessarily about having a low-price 
option, but it’s about rethinking pric-
ing. There are customers today who are 
quite happy with your prices; get them 
to pay more. What would be a high-
er menu option that you could have? 
Come out with the Cheesecake Factory 
Sampler or a Chef Series and allow cus-
tomers to have the choice to pay you 
more. 

Should Operators Emphasize Their 
Good, Better, and Best Options 
Equally? Yes. I think it should be em-
phasized equally, so people don’t feel like 
there is constant upsell. Especially in this 
time period, it’s about offering people 
options. 

What I am seeing is a lot of restaurants, 
higher-end restaurants, coming out with 
specials and lower-priced menus. For 
instance, I just got this coupon in the 
mail from Morton’s. They’re offering a 
$99 dinner for two, and they’re giving 
you the option to buy a bottle of wine 
for $30. The interesting part [is] this: 
They’re very clear in the ad to the cus-
tomer. They say, “This is not available on 
the menu. You have to bring this little 
card in to get the deal.”

This is a classic example of price dis-
crimination. Only people who this real-
ly matters to are going to take the time 
to clip this coupon and go in. If there 
was a sign in the restaurant promoting 
the deal, most people would order it. 
But what Morton’s is saying is: “People 
are coming through the door and ex-

pecting to pay our regular prices, so 
we’re not going to offer them the deal. 
We’re only going to offer it to the peo-
ple who took the time to clip the cou-
pon and bring it in.”

That is a brilliant pricing strategy. You 
can have two tables next to each other, 
and one doesn’t know they’re paying 
double the price of the other table. 

How Did Morton’s Know Whom to 
Send the Coupons To? They’re send-
ing them out to their mailing list and 
letting them self-select. For me, I wasn’t 
happy with the entrées they were of-
fering, but I know a lot of other peo-
ple who were. It’s a very good pricing 

strategy. The key take-away is to offer 
the consumers these types of options 
and keep them in the fold. Be cogni-
zant that you have customers in your 
fold who would be willing to pay more. 
What can you do to get these guys to 
pay you more without doing an across-
the-board price increase?

Morton’s Is a Fine-Dining Concept, 
Though. Can You Still Use This Strat-
egy If You’re a Quick-Serve with 
a Much Lower Price Point? Yes, of 
course. Look at McDonald’s. It offers a 
$1 value meal. Its menu ranges from $1 
[for a] hamburger to $3 for a Big Mac. 
There might be room to come in with a 
fighter brand in the middle, also. 

“What I am seeing is a lot of restaurants, higher-end 
restaurants, coming out with specials and lower-priced 
menus. For instance, I just got this coupon in the mail 
from Morton’s. They’re offering a $99 dinner for two, 
and they’re giving you the option to buy a bottle of wine 
for $30.” 




