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JCPenney’s Uncertain Turnaround
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Investors in JCPenney experienced a great deal of uncertainty in the pagt Bovy -
Penney's replaced its CEQ in 2011 and agamn in 2013, and made major alterationg 0
corporate strategy each time. The company also dramatically changed its Pricing ana O Ry
approaches. During the same period, profits were negative, the availability of Saleg
creased, and the company’'s stock price was volatile while trending down.
Penney's success throughout prior years was driven by discounts, Promotiong
clearance aisles. The company’s pricing model centered on setting high regular pﬂ'Ce; 2
oftering discounts on those prices to create the impression of great sales. The fee!‘i;w en
finding discounted items appealed greatly to moderate-income shoppers who were atta :h of
to sales and coupons. This marketing tactic worked for many years. By the eng of fis »
year 2007, Penney's had reached annual sales of over $19 billion. The company hag (;sa!
1,000 stores, opening an additional 50 in 2007 alone. On February 21, 2007, Penney's S(O:E

unds de.

reached its all-time high price of over $86 per share.
However, as the recession took hold, Penney’s success began to fade. Consumers began

to feel the effects of a weakening economy and store sales for Penney’s began to decline
Sales dropped to $18.4 billion in 2008 and to $17.5 billion in 2009. By the end of 2009
Penney’s stock had dropped nearly 70 percent to just over $26 a share. ’

When the economy began to recover from the economic recession that endeq &
June 2009, Penney’s saw only a marginal improvement. Sales increased 1.2 percep, o

$17.7 billion for fiscal year 2010. The slight improvement in sales did not stir investor
confidence. By the end of 2010 the stock price had only increased to a respectable byt un-

remarkable $30 per share.
The number of new store openings paralleled the multiyear decline in sales. In 2008, the
company opened 35 stores, followed by only 17 store openings in 2009, and just two ney

store openings in 2010,

The company’s financial situation became worse in 2011. Sales dropped by 2.8 percept
to $17.2 billion. Citing the continuing pattern of financial decline, Penney’s fired CEQ
Mike Ullman in 2011, His replacement was Apple executive Ron Johnson. The new CEQ
was praised for his work as the head of retail operations at Apple. He had created the unique
style of Apple stores and had pioneered the Genius Bar. The financial markets reacted very
positively to the news when the change of CEO was announced. Penney’s stock rose by
17.5 percent on the day that Johnson was hired. ’

Penney's hoped to utilize Johnson’s innovative ideas to recreate the Penney’s brand.
Johnson’s first change involved introducing “everyday low prices” instead of sales and
discounts. To make up for the Jack of sales prices, the company advertised their products
more aggressively. The company turned away from special promotions, believing that pro-
motions encouraged consumers to look for price breaks on products, which ultimately de-
tracted from customers’ Joyalty to the Penney’s brand. This was an approach that Johnson
brought from Apple. He believed that consumers would buy more from Penney’s when they
were loyal to the company rather than simply looking for a good deal.

Johnson also began the process of changing the Jook of stores by creating in-store bou-
tiques with higher-end fashion brands. The stores were transformed to appeal to a mor¢
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)’Outhful demographic. The Apple stores were viewed as a place consumers went 1o .

nson wanted to bring that characteristic to Penney's stores.
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The changes were implemented by Johnson on a nearly simult compaily” -
: : " . ces
pasis. Instead of using the traditional small test-market approach 10 gauge how sucte

' | ' e at the sine
the new tactics would be, all Penney’s stores introduced the untested changes at the si g
planners to believe

time. The steady decline in company performance led Penney’s strategic -
that delaying a full rollout for testing purposes would allow the financial problems ,“’, g;ru' ,
and would rob the company of the positive buzz surrounding Johnson’s much anUCle';L'(
changes. However, the all-in approach put the company at greater risk, and it was @ gambic
that did not pay off. ]

One year after the plans were implemented, Penney’s revenucs had dmppcd by 9k, Pflff ;

cent and the company was unprofitable. By the end of 2012, the company s stock ’:‘“
dropped below $20 per share. Penney’s store closures continued to rise, albeit s'}UWi y- " er-
haps most discouraging, Johnson’s new store designs and change in prices were ineffective.
Game-store sales were 30 percent lower than the previous year. ,

The decline of sales and increased costs of remodeling stores combined to drain Pcnftcty e
cash.!In January 2013, Penney’s had $930 million in cash and short-term investments. This
figure had dropped by over $2 billion in two years. Closer inspection revealed that near ly
10 percent of the cash on hand was from deferring $85 million in payments to %prl’ers'
The lack of cash led the company to draw $850 million from its revolving credit line of
$1.85 billion in April 2013.

[n that same month, the company made another change of CEO, bringing back Mike
Ullman to his previous position. Several possible explanations for Johnson’s failure to turn
around sales at Penney’s were given. First, he might have misjudged customers’ prefer-
ence for discounts and promotions over everyday low prices. Second, customers might
have been confused by the changes in pricing policies. Third, a combination of changes at
Penney’s, NOt just its pricing policies, might have displeased customers. Fourth, the conse-
quences of the economic recession and the subsequent period of no or low growth might
have affected Penney’s more than analysts understood. Finally, Johnson’s lack of presence
at the company’s headquarters in Plano, Texas was viewed very negatively. Johnson chose
not to relocate from California, and instead spent three days a week at the headquarters and
worked remotely the remainder of the time.

With Ullman back at the helm, Penney’s looked to return to its former operations model.
Ullman began by adding a greater variety of clothing styles and sizes, in contrast to former
CEO Johnson who had stopped selling larger sized clothing, focusing more on a trendier,
younger shopper. However, Ullman’s major change as CEO was to restore the discounts
and promotions offered by the company. He believed strongly that Penney’s shoppers
wanted to buy items at promotional prices. Uliman promised to bring back 26 annual event
promotions, with most occurring around the holidays when there is a greater presence of

shoppers in the stores. Interestingly, Ullman’s reintroduction of promotional prices and

discount coupons occurred just as consumer retail sales began to pick up in earnest nation-

wide. and as consumers measurably decreased their couponing in clothing stores.
Additionally, not everyone was pleased with Penney’s return to its old pricing tactics. In

response to a July 2013 article in 7oday that was critical of JCPenney for initially pricing

items artificially high, then dropping the prices to a competitive level and calling them “sale

prices,” the company released the following statement:?

'i[.ahan. J.2013. “Not Much Future in Penney’s Past.”” Wall Street Journal, April 17: C.16.
*Rossen. J.. and A. Patel. 2013, “Some of JCPenney’s Big Sales Are Misleachng. Say Employees.” TODAY

July 24,



15

16

17

18

19

. day low pricing structure that was ultitnieyy
isdRn ey ‘y ned that our CUSLOMETS dre Motivated
tomer. We‘ li‘:)u sh sales and coupons applied at che,j, -
dlsc()un.tb t ] riiing model employed often in the retgg) (
o}t)lr(l)illc; gpch'd nges on Ir'luch of the fncrc’handisc. to
his promotiona] ancxng {ﬂ();iel, dnyy :fmc z’xn 1Lfcm
: i ot have been previously sold at its Oflgl(n,d or “bu. f‘f'Pf"‘-«k kfr‘a
is;puton Salertlic 1te!n. gt derstand this transition back to Pmnmllf)nd! Pricing
reasonable period of time. While Wf,rtmthe Company remains committed to delivering iy,

may cause some temporary confusi ‘ e EPesties:
quality, price and value that customers expec

Last year [2012] we ifnplemen \
rejected by JCPenney s coreh cus
promotions and prefer to receive °
As such, we have returned to the prot

industry. This shift requires I.JS to m(zjlket
remain competitive. In addition, under

bedding, cookware, and furniture. The company partnered with exdll;,lglwe d?}lgncm and
dding, ¢ s 7 . . art. . . )
hzme difcor specialists, such as Michael Graves and Martha Stewart. Ullman fel (he Negd

e s performance in 2012, when home goods sales dropped by ) bil.
lti(z)rrlc.\;rgxfxcteh;()cc?:iz[glgsSvf/)ere critica}]yzi()x?gl)zrtant because they represented 12 percen of

arall <ales ercent 1n . . .

o»e[?:lui;]i:ai‘;‘z: i/rc(:)r? ;155(5) made to the company’s or}line offcrlngs. I?urmg J’ohnmn’s
short stint as CEO, the company had changﬁ_d the demgq of its Web site, which Many
consumers complained had been made too difﬁcult to navxga'te. In 2012, Web traffic fell
compared to 2011, leading to online sales dropping d()utjle-dl glts. Part. of the new approach
involved restoring online promotions to the company’s social media platforms, During
April and May of 2013 Penney’s posted discounts on its Facebook page for the first time iy
more than a year.*

However, Penney’s did not return to all of its previous tactics. The company is continy-
ing with its approach of creating in-store boutiques for specific brands. This was a tactic
Uliman had implemented with Sephora products during his first tenure as CEO. The com-
pany also continued to try to expand its customer base by trying to attract a younger, more
stylish demographic, but without alienating its already established consumers.

Part of this plan involved expanding Penney’s brand offerings. The company partnered
with Canadian-based apparel maker Joe Fresh to drive up traffic to stores. The Joe Fresh
products were available in nearly 700 Penney’s stores. Even though the Joe Fresh brand
made up only a small portion of the overall inventory, results showed that customers were
starting to return.

Near the end of Johnson’s run as CEO, JCPenney’s stock dropped to near record low
levels, at less than $15 per share. By mid-2013, the stock recovered slightly to just above
$16 as the new changes took hold. Whether the return to Ullman’s traditional model, which

:lll‘;;)‘(’)':t; : }:rfi :2:1?3:[]:3 :L}:J tl)w‘n two years earilicr, would attract them to return as active
S stastic buyers would determine Penney’s survival,




