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Whole Foods Market Needs  
More Than Price-Tinkering

In this article, the author examines 

Whole Foods’ recent stock woes, despite 

steady earnings, and explains how the 

company’s recent struggles are a result 

of a fundamental misunderstanding of 

the scale of the pricing problem and the 

efforts required to fix it. Rafi Moham-

med is the founder of Culture of Profit 

LLC, a Cambridge, Massachusetts-

based company that helps businesses de-

velop and improve their pricing strat-

egy, and author of The 1% Windfall: 

How Successful Companies Use 

Profit to Profit and Grow. This article 

originally appeared on the Harvard 

Business Review web site at HBR.org.

Whole Foods has a bad 
taste in its mouth – it re-
cently had to revise both 
its sales growth and earn-

ings for the third time in six months. As 
a result, its stock dropped by 19% in one 
day. To be clear, Whole Foods’ financials 
are still healthy: in FY 2013, its revenue 
was $12.9B, EBITDA $1.2B, and earn-
ings per share increased by 19%. And 
yet investors are jittery over whether 
the company will be able to deliver the 
growth necessary to justify its still-hefty 
valuation.

The drivers behind Whole Foods’ di-
minished growth prospects are two-
fold. First, its success has drawn in new 
competition. Whole Foods has done a 
great job of cultivating the organic and 
all-natural market. Rival organic and 
all-natural chains such as Fairway and 
Sprout are thriving. Grocery chains such 

as Kroger now offer similar products 
(often with discount private label offer-
ings). Even Wal-Mart has entered the 
game with Wild Oats products and, not 
surprisingly, a pledge to be 25% cheap-
er than national brands. While Whole 
Foods’ advantage of “being the only 
game in town” is slowly being eroded, 
this competition doesn’t automatically 
foretell disaster. In fact, it reveals a grow-
ing consumer interest in organic and 
all-natural products – and it’s good for 
Whole Foods that the category is flour-
ishing.

But just as importantly, Whole Foods 
has a poor pricing image problem – the 
rather unflattering “Whole Paycheck” 
moniker – which it needs to and can re-
verse.

Whole Foods Market Co-CEO John 
Mackey recently confessed, “We haven’t 
been investing in price as aggressively 
as we probably needed to.” Admitting a 
problem is a great first step – but what’s 
less great is how Mr. Mackey proposes 
to fix it. He wants to simply lower pric-
es to “hopefully get a lift on that item as 
people purchase more of it, and the over-
all perception of your basic price value 
ratio is improved, and it helps your over-
all sale.” This statement reflects a fun-
damental misunderstanding of the scale 
of the pricing problem and the efforts 
required to fix it. A lackadaisical price 
slash of, say, five-to-ten percent is a slow-
boat-to-nowhere strategy.

Instead of focusing on current custom-
ers and hoping a small price cut will 
induce them to purchase more, Whole 
Foods needs to communicate lower 
prices to bring in new customers (some-
thing I think of as “activating dormant 
customers”). But what exactly does an-
nouncing that Whole Foods is lower-
ing its reputedly sky high prices mean? 
Are prices dropping from “exorbitant” to 
merely “expensive?” Who knows? This is 

exactly Mr. Mackey’s problem. His pric-
ing baby step is so ambiguous that it will 
make little headway toward the goal of 
changing its image.

Sure, Whole Foods’ gross margin (36%) 
is much higher than, say, Kroger (21%). 
But its gross margin isn’t far off from di-
rect competitors (Sprout, 30%; Fairway, 
33%). Regardless of whether the “Whole 
Paycheck” label is justified or not, what’s 
critical is the fact that “expensive” is in-
grained in consumers’ minds.

Whole Foods needs to take concrete 
pricing actions, not tinker with pennies. 
These should be initiatives that can be 
summarized in a line or two that clearly 
change its price perception. For instance, 
since Whole Foods is known for its out-
standing produce, they might make the 
claim (and take the action) that it sells 
produce for no more than 15% above 
its wholesale price (a pricing action that 
Costco makes for all of its products and 
that has built trust with its customers). 
Another example would be to publi-
cize more than they already do that its 
private label products are priced on par 
with comparable products in the area. 
Both of these actions would reap the 
same benefits as a weekly grocery flyer – 
drawing in new customers — but equal-
ly importantly, these fact-based pledges 
will work to change Whole Foods’ pric-
ing image.

The “Whole Paycheck” pricing brand 
image has been built over decades and 
it’s going to take drastic actions to re-
verse this long-held belief. What Whole 
Foods and companies in a similar situ-
ation need to understand is that vague 
pricing communications such as “cut-
ting prices” or “everyday value” will 
have almost no effect on their brand. To 
revamp a pricing image, companies must 
provide concrete, guaranteed data that 
demonstratively conveys change to con-
sumers.


