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There is only one leader.

— Philip H. Knight, chairman and CEO, Nike


To my wife, Evelyn, who is the center of my life.

— M.T.

To Catherine and Annelise, whose love I cherish more than anything.

— F.W.


INTRODUCTION
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Is your company willing to cannibalize its hottest product with a risky, untested new one? Offer a service at a loss hoping to establish a long-term relationship? Link up with an adversary to drive its costs even lower?

If not—or if you believe the answer isn’t of paramount importance—get used to mediocre market performance and to playing competitive catchup continuously. Your company will never be a market leader. Not until it learns discipline.

This is a book about the discipline needed to become and remain number one. It’s based on five years of research and practice conducted with CSC Index, the fastest-growing management consulting firm in the world. CSC Index launched a business revolution in 1993 with the publication of Reengineering the Corporation, by Michael Hammer and James Champy. That book, a bestseller around the globe, advanced a set of ideas about how companies can redesign the way they do their work. This book, The Discipline of Market Leaders, will change the way business leaders think about what work their companies should do. Reengineering the Corporation was about how to run a race. The Discipline of Market Leaders is about choosing the race to run.

In today’s economic environment, you’ve got to reinvent the rules of competition. Some familiar companies with long records of success—Wal-Mart, Hewlett-Packard, Sony—have already learned to play by the new rules. You’ll read about those companies, as well as some newcomers—such as Cott Corporation—that are on their way to becoming market leaders.

These companies, both old and new, are redefining business competition in one market after another. By relentlessly driving themselves to deliver extraordinary levels of distinctive value to carefully selected customer groups, these market leaders have made it impossible for other companies to compete on the old terms. The Discipline of Market Leaders also looks at how some of the world’s best-known companies—Digital Equipment Corporation, Eastman Kodak, and International Business Machines—have failed to recognize and adapt to this new competitive reality. Their stumbling performances provide cautionary tales about survival, to which close attention must be paid.

To whom is this book useful? It offers critical insights to the team struggling to turn around IBM. It offers market leaders, such as Home Depot, Nike, and McDonald’s, paths forward for sustaining their leadership. It applies to someone managing a small business—as small as a corner donut shop in Anytown, U.S.A.—by highlighting the key issues upon which that business will succeed or fail.

The message of The Discipline of Market Leaders is that no company can succeed today by trying to be all things to all people. It must instead find the unique value that it alone can deliver to a chosen market. Why and how this is done are the two key questions the book addresses.

When we talk about companies in these pages, we are actually addressing the management of business units. We ask that the reader understand that this simplifies our task: to introduce, define, and develop three concepts that every business unit will find essential. The first is the value proposition, which is the implicit promise a company makes to customers to deliver a particular combination of values—price, quality, performance, selection, convenience, and so on. The second concept, the value-driven operating model, is that combination of operating processes, management systems, business structure, and culture that gives a company the capacity to deliver on its value proposition. It’s the systems, machinery, and environment for delivering value. If the value proposition is the end, the value-driven operating model is the means. And the third concept, which we call value disciplines, refers to the three desirable ways in which companies can combine operating models and value propositions to be the best in their markets.

We have identified three distinct value disciplines, so called because each discipline produces a different kind of customer value. Choosing one discipline to master does not mean that a company abandons the other two, only that it picks a dimension of value on which to stake its market reputation.

The first value discipline we call operational excellence. Companies that pursue this are not primarily product or service innovators, nor do they cultivate deep, one-to-one relationships with their customers. Instead, operationally excellent companies provide middle-of-the-market products at the best price with the least inconvenience. Their proposition to customers is simple: low price and hassle-free service. Wal-Mart epitomizes this kind of company, with its no-frills approach to mass-market retailing.

The second value discipline we call product leadership. Its practitioners concentrate on offering products that push performance boundaries. Their proposition to customers is an offer of the best product, period. Moreover, product leaders don’t build their positions with just one innovation; they continue to innovate year after year, product cycle after product cycle. Intel, for instance, is a product leader in computer chips. Nike is a leader in athletic footwear. For these and other product leaders, competition is not about price; it’s about product performance.

The third value discipline we have named customer intimacy. Its adherents focus on delivering not what the market wants but what specific customers want. Customer-intimate companies do not pursue one-time transactions; they cultivate relationships. They specialize in satisfying unique needs, which often only they, by virtue of their close relationship with—and intimate knowledge of—the customer, recognize. Their proposition to the customer: We have the best solution for you—and we provide all the support you need to achieve optimum results and/or value from whatever products you buy. Airborne Express, for example, practices customer intimacy with a vengeance, achieving success in a highly competitive market by consistently going the extra mile for its selectively chosen customers.

A company’s choice of the value discipline it will pursue to market leadership is not arbitrary. It’s the result of extensive inquiry and analysis—of the company and of its market. The Discipline of Market Leaders will show you how to undertake this process of choosing.

One point deserves emphasis: Choosing to pursue a value discipline is not the same as choosing a strategic goal. A value discipline can’t be grafted onto or integrated into a company’s normal operating philosophy. It is not a marketing plan, a public relations campaign, or a way to chat up stockholders. The selection of a value discipline is a central act that shapes every subsequent plan and decision a company makes, coloring the entire organization, from its competencies to its culture. The choice of value discipline, in effect, defines what a company does and therefore what it is.

In The Discipline of Market Leaders, we show how companies deliver continually-improving value to the customers they’ve elected to serve. We explain why market leadership demands adherence to a value discipline and how companies can structure themselves to succeed in that pursuit. Some of the world’s most successful companies have become number one in their field in this way. Our book is the first to identify, codify, and illuminate key aspects of their winning strategies.

We draw upon our experience in working with real companies facing real problems—and upon the results of a comprehensive, three-year study of more than 80 corporations in more than three dozen markets. We collected data from these market leaders as well as from companies whose recent results have been less than stellar. The objective was to account for one group’s success and the other’s failure to achieve and sustain market leadership.

In the chapters ahead, we dissect the critical practices of companies that have pursued an operating model to reach the top. We then extract examples of the sharpest thinking in business today. What emerges is a clear picture of the kinds of companies that will be tomorrow’s stars, and the strategies that will place them in the firmament.

Many of the ideas you encounter in The Discipline of Market Leaders will surprise you. That’s because they seem out of step with the current, widely-held notion that to identify core competencies and to reengineer a company’s business processes is to assure its competitive future. The flaw in this thinking lies not with the principles and practices of core competencies and reengineering, which are powerful concepts and tools. The flaw lies in the assumption that they are all that an ailing company needs. They are not. Sick or not, if a company is going to achieve and sustain dominance, it must first decide where it will stake its claim in the marketplace and what kind of value it will offer to its customers. Then it can identify core competencies and reengineer the processes that make up the operating model required to get the job done.

In this book, we will describe why, in today’s new competitive environment, the choice of a value discipline must be made; we will provide help in identifying the right choice; and we will detail the means for implementing it. In other words, we will do everything but make the choice for you.

That’s your job.
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HOW TO FAIL IN BUSINESS WITHOUT EVEN TRYING


CHAPTER 1
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HOW TO FAIL IN BUSINESS WITHOUT EVEN TRYING

[image: ][image: ] Why is it that Casio can sell a calculator more cheaply than Kellogg’s can sell a box of cornflakes? Does corn cost that much more than silicon?

[image: ][image: ] Why is it that it takes only a few minutes and no paperwork to pick up or drop off a rental car at Hertz’s #1 Club Gold, but twice that time and an annoying name/address form to check into a Hilton hotel? Are they afraid you’ll steal the room?

[image: ][image: ] Why is it that you can get a bright, cheerful, informed L.L. Bean salesperson on the phone to take your catalogue order, but after spending much more money on premiums, you can hardly get an Aetna health-insurance claims rep to answer your call? Don’t they know you have choices?

[image: ][image: ] Why is it that Federal Express can “absolutely, positively” deliver a package overnight, but Delta, American, and United Airlines have trouble keeping your bags on your plane? Do they think you don’t care?

[image: ][image: ] Why is it that Swatch can produce an inexpensive watch that will run accurately for years, but Rolex can’t or won’t do the same for a hundred times the money? Doesn’t Rolex understand that the standards of Swiss reliability have changed?

[image: ][image: ] Why is it that a great cup of coffee is available for $ 1 at Starbucks but not from the airport concessions that sell the decades-old Maxwell House brand from General Foods? Is good coffee a secret formula?

[image: ][image: ] Why is it that you can buy intuitive, engaging, and intelligent software for a Sega video game, but after a decade on the market, Lotus 1-2-3 has basically the same look, feel, and function? Do the people at Lotus believe they can rest on their laurels forever?

[image: ][image: ] Why is it that Lands’ End remembers your last order and your family members’ sizes, but after 10 years of membership, you are still being solicited by American Express to join? Don’t the people at AmEx know that you’re a customer?

[image: ][image: ] Why is it you can get patient help from a Home Depot clerk when selecting a $2.70 package of screws, but you can’t get any advice when purchasing a $2,700 personal computer from IBM’s direct ordering service? Doesn’t IBM think customer service is worth their time?

Why is it that some companies endear themselves to us while others just don’t seem to know how to please? Don’t the latter see what they are doing—and not doing? How long do they think they can get away with it?

No one goes to work in the morning intending to fail. But managers at a great many companies, for all practical purposes, have chosen failure. Don’t they see that the world has changed?

Customers today want more of those things they value. If they value low cost, they want it lower. If they value convenience or speed when they buy, they want it easier and faster. If they look for state-of-the-art design, they want to see the art pushed forward. If they need expert advice, they want companies to give them more depth, more time, and more of a feeling that they’re the only customer.

Whatever customers want today, they want more of it. That’s precisely why companies like Kellogg, Kmart, Hilton, Aetna, American, United, Delta, Rolex, General Foods, Lotus, General Motors, and IBM are on a slippery slope. One or more companies in their markets have increased the value offered to customers by improving products, cutting prices, or enhancing service. By raising the level of value that customers expect from everyone, leading companies are driving the market, and driving competitors downhill. Companies that can’t hold their own will slip off a cliff.

Today’s market leaders understand the battle they’re engaged in. They know they have to redefine value by raising customer expectations in the one component of value they choose to highlight. Casio and Wal-Mart, for instance, establish new affordability levels for familiar products; Hertz makes car rental nearly as convenient as taking a cab; L.L. Bean proves that telephone sales reps can offer service as friendly as a good neighbor’s; Swatch reinvents the concept of Swiss reliability; Sega makes real what was barely imagined; Lands’ End shows individuals that they’re not just a number; and Home Depot proves that old-fashioned, knowledgeable advice hasn’t gone the way of trading stamps.

But wait a minute. These companies don’t shine in every way. Wal-Mart doesn’t peddle haute couture; Bean doesn’t sell clothing for the lowest possible cost; and Starbucks doesn’t slide a cup of java under your nose any faster or more conveniently than anyone else. Yet all of these companies are thriving because they shine in a way their customers care most about. They have honed at least one component of value to a level of excellence that puts all competitors to shame.

THE PRICE IS RIGHT

[image: ]

Price is one of those components. Not long ago, companies raised prices as if by reflex. The standard rule of the road: When your costs escalate, raise your prices to protect your margins and earnings. The rule today: Lower your prices by this afternoon and lower them again tomorrow. The tight lid on pricing demands that firms get a grip on costs.

Woe to Mercedes Benz. It built its image on high-quality, high-performance products, but has found itself losing ground to the likes of Lexus and Infiniti. Mercedes has shifted some assembly to South Korea and Mexico and is planning to spend over half-a-billion dollars for a Spanish minivan plant. These moves will keep it in the luxury car game, but they are only a start.

Woe to Boeing, which staked its reputation on product design. With Airbus gnawing at its market share and emaciated airlines too poor to afford its flagships, Boeing is streamlining operations. Boeing CEO Frank Shrontz, with reference to GM and IBM, warned: “It could happen to us, if we don’t do things differently.” Mandating across-the-board efficiencies, Boeing expects to cut costs 25 percent over the next few years.

Woe to Coca-Cola and Nabisco. Private-label competitors, pricing products 30 to 40 percent lower, are starting to eat the big guys’ lunch. The President’s Choice label of Loblaw, the Canadian grocery chain, now accounts for 55 percent of cola sales in its own stores and sells throughout the U.S. in chains like D’Agostino and Star Market. Loblaw chocolate-chip cookies are giving Nabisco’s Chips Ahoy, a longtime market leader, a drubbing. Loblaw underprices Nabisco while baking cookies with pure butter and 38 percent chocolate. Nabisco scrapes by with vegetable shortening and only 24 percent chocolate. Ahoy, Nabisco. Your customers won’t need MBAs to taste the difference.

So much for the price protection that reputation, brand, or patent has afforded. In many markets, the only established way to improve value to customers is to cut prices. If you haven’t started thinking about cutting your way to leanness, it’s going to cost you later.

BUYING TIME

[image: ]

Time is another component of value. A decade’s worth of technological advances have repriced the value of time and, in turn, reset customers’ expectations. Customers now penalize suppliers that infringe on their time, whether through delays, mistakes, or inconveniences.

Delays set customers’ teeth grinding. People are tired of waiting around for service. They fell head over heels for the fast-food, drive-through lifestyle long ago. Now they find even that’s too sleepy. Today’s customers demand operations that are airborne, on-line, and real-time. “Soon” is not the answer they want to hear when they ask, “When?” They count speed of response as a key value dimension. Their directive to the marketplace: Continuously shrink the interval between our need and when you fill it.

Some retailers may wake up too late to heed the sound of customers’ fists pounding on the counters for faster service. If store managers don’t reform, customers will shorten checkout lines themselves by shopping elsewhere. Supermarket chains such as Kroger, A&P, ShopRite, and Publix are already experimenting with self-service checkout systems, where customers scan items themselves and pay by credit card. Sure, some customers may miss the face behind the counter. And others may hesitate to perform the clerical work themselves. But rest assured, many will make these small sacrifices to save time.

Everybody makes mistakes. That is, they used to. But the more customers value their time, the less they tolerate screw-ups. The more error-free products and services become, the higher customers’ expectations. Customers are taking their cue from the likes of Federal Express. FedEx’s service guarantee is a shining example of what is possible and, therefore, what customers feel they can demand. They view flawless service as the norm, not the exception. They have been spoiled by catalogue marketers like L.L. Bean and Lands’ End, which zealously pursue zero-defect service. They believe there’s no excuse for lousing up a customer order. Pity suppliers that don’t keep up with these expectations—their customers will walk, or make them pay for being sloppy. Wal-Mart, for example, started to charge suppliers for the cost of overly common mistakes, such as inaccurate invoices, incomplete deliveries, and late shipments.

Inconveniences similarly wear on customers’ patience. If one company doesn’t make it easier for the customer to do business, another will. Round-the-clock availability, as offered by automatic teller machines, that give you access to your money any time, anywhere, in this country or abroad, are setting the pace. Charles Schwab and AT&T conduct business at the times most convenient to their customers, not just to themselves.

Today, companies bring service to the customer, not the other way around. Mail order, growing swiftly, successfully sells both mundane and high-ticket, high-tech products such as personal computers over the phone. Auto glass businesses replace windshields wherever customers have parked their cars. Even gourmet restaurants—not just pizza houses—deliver meals in some cities to whatever home or office the customer specifies. Are managers in other industries watching? Are lubrication and auto-repair businesses ready to follow the windshield businesses’ lead? If the pizza industry can deliver two sodas and a pizza to your doorstep for $8, why can’t somebody crack the code on home delivery of groceries?

Customers are demanding back the time that transactions once took away. If companies don’t let customers buy time in every transaction, if that’s not part of what they’re selling, customers will have little time for them—they’ll go to someone else who does it faster.

EXPECTING THE UNEXPECTED
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Premium service is another component of value. Not long ago, only special customers felt entitled to special treatment. But today the extraordinary is becoming ordinary. What was once premium—speedy, flawless, and responsive service—is commonplace. Customers now expect their suppliers to go beyond the expected. Truly premium services are being redefined.

IBM and DEC are finding that many customers don’t want to buy just equipment. They want to buy the services of a supplier that designs, builds, installs, operates, upgrades and troubleshoots whole networks of computers. Sometimes they want to outsource the whole shebang. If that’s not what they get, they’ll pick up the phone to call the likes of EDS and CSC, which offer all-inclusive systems integration and outsourcing services. In shopping for transportation, customers don’t want just cheaper trucking rates, they want someone to take their shipping problems away along with their freight. Companies like Roadway Logistics Systems and Consolidated Freight have responded. Yellow Freight, playing catch-up, risks losing some of its best customers. In retailing, many consumers obviously want more than just the lower prices and hassle-free operations of power retailers and so-called category killers. Nordstrom and Home Depot are proving that customers value expert shopping advice, too.

WHEN GOOD ISN’T GOOD ENOUGH

[image: ]

Yet another component of value is quality. In years past, quality was something you could add to a product as an extra. Now it’s a given in all products. High quality is the cost of admission to the market. Without it, you’re not even in the ballpark.

For many people, quality means new features; it used to be that you could add a bell or whistle to an old product and call it improved. Now, if you don’t revamp the product to reflect the latest technology, nobody wants it. In the first half of this century, German cameras and lenses were unequaled in workmanship and popularity, prized by all serious photographers, professional and amateur. Suddenly, in the 1950s, a Japanese company named Nikon introduced lenses made from rare-earth glasses. Nikon’s new products astonished photographers everywhere and spurred the company’s sales. Japanese companies went on to pioneer the single-lens-reflex camera, now standard equipment in 35-millimeter photography, as well as other innovations such as automatic focusing. As one feature after another tumbled off the drawing board, Japanese camera makers whipped all overseas competitors. Today, competition remains heated among the Japanese, but between the Japanese and others it hardly exists.

The ability to generate high-quality, low-cost products that the market has never seen before is the lynchpin of Japan’s corporate growth. Over the past eight years, Canon, Honda, and NEC have all grown 200 to 300 percent, a phenomenal amount. How do they do it? They create and market new and superior products better than anyone else. Until recently, Kodak was the uncontested leader in film worldwide; today Fuji is in hot pursuit. No one thought it could happen.

Through it all, some companies never got the point about quality. They not only declined to improve their products, they degraded them, and have been penalized as a consequence. Kraft General Foods took its consumers for granted and cheapened the beans in Maxwell House coffee. Many once-loyal customers looked elsewhere for their coffee fix and abandoned Maxwell House down to the last drop.

THE NEW WORLD OF COMPETITION
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Four new premises underlie successful business practice today:

[image: ][image: ] Companies can no longer raise prices in lockstep with higher costs; they have to try to lower costs to accommodate rising customer expectations.

[image: ][image: ] Companies can no longer aim for less than hassle-free service. Their customers enjoy effortless, flawless, and instantaneous performance from one industry and want it from every other.

[image: ][image: ] Companies can no longer assume that good basic service is enough; customers demand premium service—and raise their standards continuously.

[image: ][image: ] Companies can no longer compromise on quality and product capabilities. They must build products to deliver nothing less than superiority and eye-popping innovation.

In the buyer-seller relationship, the tables have turned—caveat vendor, the buyer is king. Look no farther than the computer industry. In the beginning of the PC age, the market had room for legions of new, enterprising companies. But the party ended once customers figured out that offering state-of-the-art technology was simply no longer, well, state of the art. Most computer companies peddled pretty much the same technology, supplied by product leaders such as Intel, Microsoft, and Seagate. Customers wanted more, and then still more, and had the clout to insist on better deals.

Today, computer makers offer such services as toll-free hot lines, on-site service, automated fax response systems, and overnight delivery of replacement parts. Why? Because whether they sell $2,500 home computers or $25 software packages, customers demand that PC equipment suppliers meet their ever-expanding expectations.

They have no patience with what was. If PC makers can’t explain, easily and clearly, what their PC does—and didn’t do before—they best forfeit the game and leave the playing field. Customers know what they want, how much they should pay for it, and what kind of response they should expect when something goes wrong.

Even giant IBM had to learn this lesson. It blew its early advantage in PCs by being oblivious to customers metamorphosing from tyros to tyrants, from naifs to sophisticates. In 1992, Big Blue woke up. It totally retooled its PC line to meet market demand. It dropped prices, lengthened warranties, and recruited platoons of IBM customer reps to trouble-shoot snafus over 24-hour hot lines.

But IBM is still playing catchup to customers’ rising expectations. Smaller, nimbler market innovators have spoiled the customer. Dell Computer, a pioneer in the direct marketing of PCs, quelled rampant computer-phobia by offering customers brand-new user-friendly services; it initiated manufacturer-direct technical support, for example, shipping spare parts overnight and offering stellar phone support. Compaq Computer, meanwhile, cultivates direct relationships with information-technology managers through all sorts of third-party providers. QuickSource—an artificial intelligence program made by Inference Corporation—is shipped with Compaq’s new network printer and holds the customer’s hand, walking him or her safely through all the tricky turns. Nothing less will do.

For customers, the new competition is a boon. For competitors, it is a constantly sobering reminder of whose hands are now at the controls.

THE ROAD TO FAILURE

[image: ]

All of which brings us back to our original question: Why do some companies behave as if they were blind?

The main reason is that the threat they face looks so familiar. They’ve heard doomsayers and seen dark clouds massing many times before. Change, challenge, and crisis have all become cliches. A steady hand on the wheel, albeit guided by old navigation equipment, has helped them muddle through the storm before. Why should they worry now?

Have you ever heard any of these rationalizations around your company?:

[image: ][image: ] It’s really not a very good value our competitor is offering, because it doesn’t include a lot of our features. That’s what American Airlines said about Southwest Airlines’ policy of providing no meals, no luggage handling, and no long flights.

[image: ][image: ] It’s a good value but not in our preferred customer market. GM, Ford, and Chrysler ignored Toyota because it entered the less-desirable, low-end of the automobile market.

[image: ][image: ] Sure they’re hurting us, but with their unfair advantage, what can we do? That’s how U.S. Steel handed a large part of the United States market to Japanese producers.

[image: ][image: ] The rules we’re playing by have always worked before. That was American Express explaining why it could charge restaurateurs and merchants higher fees than other card issuers did—before AmEx was hit by the so-called Boston Revolution.

[image: ][image: ] Those customers were a pain and not even profitable, so good riddance to them. That’s how American television manufacturers first gave away the black-and-white market. We all know the rest of the story.

Eventually, of course, the signs of a failing value proposition cannot be ignored. Growth stalls, margins shrink, customers take flight. As the slide in profits turns into a free fall, management scrambles, resorting to a series of bolt-on tactics—temporary quick fixes—to address the most pressing problems and to bolster near-term performance. We’ve all witnessed these kind of initiatives:

[image: ][image: ] Offer discounts selectively to hold business that has started to go elsewhere.

[image: ][image: ] Introduce new promotions, terms, conditions, and offers to confuse and cloud the market.

[image: ][image: ] Beef up customer service by adding people to fix screwups and expedite delayed shipments. Throwing bodies at a problem only paints a veneer over basic service-process problems.

[image: ][image: ] Delay capital investments and adjust accounting methods to portray quarterly financial results more favorably.

[image: ][image: ] Introduce “new and improved” products that are new in form, but not in substantive ways that are of consequence to purchasers.

These actions, all too familiar, are hollow and at times cynical efforts to veil a company’s declining value to customers. The initiatives treat the symptoms, rather than the root causes of the performance malaise.

What is needed is a thorough renovation of the machinery that creates value—the operating model—so that management can reestablish leadership in the dimensions of value it has chosen to offer customers. Management teams, distracted by brush fires, too often can’t see that their house is burning. They fail to take time for a thorough renovation to meet the new code of competition. Often, they don’t possess the skill. The chief fire marshals in many companies come from a generation steeped in the techniques of operating a business, but with little experience in transforming one.

Also debilitating is that many management teams aren’t teams at all. They’re committees. In teams, every member focuses on a common goal—scoring a touchdown, dominating a market. In committees, members represent different functions or businesses and act to protect the interests of their spheres. This is the so-called stovepipe effect. If the management group is operating in a stable situation, a committee often works effectively. But during times of stress and change, committees tend to table core issues, because the resolution of those issues would necessarily change the balance of power and influence. Few managers tolerate having others wrestle away their coveted position in the pecking order.

So management committees, remembering the success of facile maneuverings in the past, resort to the familiar bolt-ons that brighten short-term performance. They fiddle with the fenders and chrome to get incremental adjustments to an operating model that works only in a steady-state world.

But in a market where the customers have taken control, where expectations of value are rising fast and today’s leaders can be left by the wayside tomorrow, bolt-ons not only don’t work, they actually make the situation worse. First, they drug the management team into a world of illusion, a world where they feel that they are solving the problems. The lost opportunity cost of these bolt-ons is enormous.

Second, bolt-ons add to the complexity of an already tired and underperforming operating model. When it comes time to revamp the model, the starting position is far more complicated. Basic problems have become enmeshed in a complex organizational snarl.

How many times have we heard the tales of executives ousted from companies overwhelmed by change? We hear the familiar stories of DEC and IBM, of Kodak and Westinghouse, of General Motors and Eli Lilly, of American Express and Steelcase. All are companies that have recently resorted to ritual public execution of their most senior executives: They fired their CEOs and are in the throes of a turnaround. Some will make it. Others most certainly will not.

What’s needed in response to the new competition is focus and discipline—unprecedented focus and discipline—to define an unmatched value proposition, build an operating model, and sustain it through constant transformation and improvement.
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THE NEW RULES OF COMPETITION


CHAPTER 2
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THE NEW RULES OF COMPETITION

Is this any way to do business?

During the Gulf War in 1991, when the flow of Middle East crude oil was interrupted, gas prices rose 10 to 15 cents a gallon at most retail stations. But prices at the pumps of one major oil company stayed down. Its stations in Chicago charged 10 cents less for a gallon of regular gasoline than other brand-name retailers. By not hiking prices, the company shorted that year’s revenues and profits by tens of millions of dollars.

Or how about this?

On the third floor of the headquarters of a large consumer electronics company, marketers are planning an extravagant launch for a new mini-camcorder. They expect the product to become the company’s hottest-selling item. If they are correct, the mini-camcorder will generate the best profit margin the company has ever earned on a single product. At the same time, on the seventh, eighth, ninth, and twelfth floors, four other teams are competing among themselves to create a still better mini-camcorder with the goal of making the soon-to-be-unveiled one obsolete.

Or this?

A member of the sales staff at a home-improvement store phones a customer to ask if the new attic fan he bought last week is working all right. Just fine, the customer says. Good, replies the salesperson, who then asks if the customer has any other problems around the house that the store might help with. The dimmer switch in the dining room isn’t working, the customer says. I’ll drop a new one off tonight on my way home, the salesperson says, and I’ll show you how to install it. Total sale: $6.71. The store’s profit, allowing for the cost of the salesperson’s time: nothing. A loss, in fact.

Do any of these stories suggest smart ways for a company to make money? In fact, they all do, and the companies—Atlantic Richfield Company (Arco), Sony, and Home Depot—are clear leaders in their markets. Just look at the numbers:

[image: ][image: ] Arco has over the past five years averaged a 20 percent return on equity, more than triple the average of its industry.

[image: ][image: ] Sony outperforms its competitors by almost every financial measure. Its average annual revenue growth over the past five years was 29 percent, compared to 14 percent for rivals. Sony’s annual return on equity in the same period outpaced other consumer electronics companies.

[image: ][image: ] Home Depot has averaged 37 percent annual sales growth over the past five years, almost triple the average for the industry. Return on equity over the same period came to 26 percent, more than twice the industry average.

These companies aren’t doing just a little better than the competition; they are leaving them in the dust. So if certain of their practices seem contrary to sound business doctrine, maybe it is the doctrine that needs looking at.

Let’s consider the principles the examples above demonstrate. Because Arco produces its own crude oil on Alaska’s North Slope, its production wasn’t threatened by the Middle East conflict. It could have reaped a windfall, but by not raising prices Arco reaffirmed its commitment to its customers of being the low-price leader, and after announcing its price freeze, it enjoyed a 20 percent increase in sales overnight. What’s more, by maintaining its low prices, Arco avoided the temptation to relax its stringent cost discipline.

Sony’s first mini-camcorder became the most successful item in the home electronics market. Because of the product’s success, however, Sony knew that a handier, lighter, perhaps more user-friendly product would appear soon. The company didn’t want to see the Panasonic or Canon name on this product. So Sony rendered the first mini-camcorder obsolete before wringing every last penny of profit out of it. It gained in two ways: by boosting its market reputation as a product innovator and by improving its ability to innovate.

The Home Depot sales associate telephoned the customer who had bought the attic fan because the man lived in a neighborhood of expensive, older houses. That phone call probably earned Home Depot the loyalty of a customer who would make major home improvement and repair purchases over the next few years. The loss on the dimmer switch was a small down payment on a long, profitable relationship.

All three companies are hugely successful, and all three are selling something more than the obvious. This something more is customer value. Not just ordinary, but superior value. And not just superior value, but continually improving superior value.

Arco’s superior value resides in its assurance to customers that, today and tomorrow, they won’t find better gasoline prices elsewhere and needn’t bother trying. With Sony, the superior value does not reside just in the camcorder, but also in the comfort customers can take from knowing that whatever product they buy from Sony will represent the state of the art. With Home Depot, the superior value resides in the consistently high level of helpful advice and service offered.

By delivering superior value, each of these three companies has changed its customers’ expectations. In effect, these companies became market leaders not by fulfilling old-fashioned ideas of value, but by getting their business to master one band in the value spectrum. They don’t try to be the best in everything. They believe in three important truths that characterize the new world of competition:

[image: ][image: ] Different customers buy different kinds of value. You can’t hope to be the best in all dimensions, so you choose your customers and narrow your value focus.

[image: ][image: ] As value standards rise, so do customer expectations; so you can stay ahead only by moving ahead.

[image: ][image: ] Producing an unmatched level of a particular value requires a superior operating model—a “machine”—dedicated to just that kind of value.

DIFFERENT CUSTOMERS BUY DIFFERENT KINDS OF VALUE

[image: ]

Let’s define customer value more precisely; after all, the value provided by Arco, Sony, and Home Depot comes in very different forms. Customer value is the sum of benefits received minus the costs incurred by the customer in acquiring a product or service. Benefits build value to the extent that the product or service improves the customer’s performance or experience. Costs include both the money spent on the purchase and maintenance, and the time spent on delays, errors, and effort. Both tangible and intangible costs reduce value.

Price, product quality, product features, service convenience, service reliability, expert advice, and support services can either create or destroy value for the customer. The value added or destroyed depends on how much the value exceeds or falls short of customer expectations.

As we began to study 80 market-leading companies, we noted that their customers tended to fall into a small number of categories. Some customers, including those of 3M and Nike, view a product’s performance or uniqueness as the pivotal component of value. Price played some role in their decision-making because there is a limit to how much they will pay. But product results matter most.

A second group of customers, which include those of Nordstrom and Airborne Express, most value personalized service and advice. They can’t be satisfied with standard products or fair prices. They want their individual requirements met. Companies that serve such customers emphasize relationships, develop an intimate knowledge of the customer’s needs, and make a commitment to providing a total solution.

A third group of customers looks largely for the lowest total cost, through some combination of price and dependability. Customers of Federal Express, Hertz #1 Club Gold, and McDonald’s are examples. For them, no-hassle, speedy service is paramount. Customers of companies like Southwest Airlines, Price/Costco, and Arco, which put a high premium on price, fall into this group as well.

OEBPS/images/sqbullet.jpg





OEBPS/images/logo.jpg
vy
v
Addison-Wesley Publishing Company
Reuig Maschcrs Mo Puk Clfowia NowYork _ Don Mi,Oneri

Wekinghum, Engnd  Amucram  Bomn_ Sydncy Sioupore_ Tokyo
Ndid Sanlen Pl Seoul  Mile  Mexioo Gy Taipel





OEBPS/images/title.jpg
THE

DISCIPLINE

MARKET
LEADERS

CHOOSE YOUR CUSTOMERS,
NARROW YOUR FOCUS,
DOMINATE YOUR MARKET

MICHAEL TREACY AND
FrRED WIERSEMA





OEBPS/images/9780465003976.jpg
DISCIPLINE
OF

MARKET
LEADERS

MicHAEL TREACY
& FreD WIERSEMA






OEBPS/images/line1.jpg





OEBPS/images/line.jpg





