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In order to arrive there,
To arrive where you are, to get to where you are not,
You must go by a way wherein there is no ecstasy.
In order to arrive at what you do not know You must go by a way which is the way of ignorance.
In order to possess what you do not possess
You must go by the way of dispossession.
In order to arrive at what you are not
You must go through the way in which you are not.
And what you do not know is the only thing you know
And what you own is what you do not own
And where you are is where you are not.


T.S. ELIOT
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FOREWORD


We live in a VUCA world.


A world that is Volatile, Uncertain, Complex and Ambiguous. Everything is changing at warp-speed. Technology is changing the way we live, work and play in new ways every day. Power is shifting from the Established to the New to the Who would ever have imagined! The Power Train has shifted from Manufacturers to Brands, from Brands to the Media, from the Media to the Retailer, and now from the Retailer to We the People. We are all demanding More for Less and we want it Now. All of it. Better. Cheaper and Faster. And it must be Irresistible not Interruptive. Chaos, Connectivity and Collaboration are the New Normal. All powered by Creativity. All powered by an Idea.


And right in the middle of this seismic change are the Communicators. The conduit between the Manufacturers, the Retailers and their Customers and Consumers the Advertising Agency. And boy oh boy, are we struggling to keep up, let alone get ahead.


We are sailing in a Red Sea of blood, (mainly ours!). A Red Sea of time pressure, talent exodus to the New Age Tech darlings, demanding, short-term results driven clients, antiquated systems and processes, and increasing competition in every part of our traditional business. All under the umbrella of it’s no longer good enough to offer two out of three. (You can have two of Great, Fast and Cheap and two only.) Clients demand all three.


How can we, the Advertising Agencies, leave this Sea of Red and set sail for new Blue Seas, new blue skies?


Not without transformational and dramatic change.


Not by anything starting with Re. Restructuring, re-engineering, reframing will not cut it.


The Industry must forsake its historical penchant for tinkering and incremental change, and transform itself for the first time in 100 years.


This book spells out the Unpleasant Realities and the Unvarnished Truth of what needs to be done.


It pulls no punches.


It puts the onus on Agency leaders to define their own destiny and chart their own course from Red Seas to Blue.


It calls for transformation of the way agencies staff, do work and charge for that work.


It turns many ‘Industry norms’ upside down.


It can be ugly and uncomfortable at times.


But it does tell the Unvarnished Truth


 


KEVIN ROBERTS,
EXECUTIVE CHAIRMAN,
SAATCHI & SAATCHI




EXECUTIVE SUMMARY


The post-World War II growth of advertising agencies is one of the world’s great business success stories. Television advertising became a dominant force, and ad agencies were paid via 15% media commissions. The high status and profitability of ad agencies during this period allowed agencies to expand globally, manage themselves loosely and go public in the ‘60s and ‘70s.


Ad agencies were subsequently acquired by marketing communications holding companies, and the holding companies themselves grew and showed a track record of increased profits as they continued to acquire agencies and generate bottom-line growth by reducing agency costs. By 1990, their agencies were “at the top of their game,” buoyed by inflating media prices that boosted commission income, and their profitable record of success locked in their vision of what they needed to do to stay successful – keep on focusing on creativity and client service.


Today, though, the operating and financial health of ad agencies has reversed and is weakening. The commission system disappeared in the ‘80s and ‘90s, replaced by fees managed downwards by procurement executives who believed that agencies were high cost suppliers whose value-added was overstated. Clients instituted global marketing practices that put pressure on agency operations and raised their costs. Management consultants displaced senior agency executives as CEO advisors in response to the new corporate “shareholder value” mantra. Ad agencies became viewed by their clients as commodity suppliers of creative services, easily replaced through agency searches, and the length of client relationships diminished substantially. Digital and social marketing innovations added specialized agency competitors to the mix of agencies servicing advertisers, and scopes of work expanded significantly at a time when agencies were downsizing in response to fee pressures. Agencies became trapped between low client fees and growing workloads while having to deliver growing margins to their holding company owners. Capabilities were reduced at a time when clients’ expectations for increased digital / social know-how and improved results were at a feverish pitch.


The declining fortunes of ad agencies are not visible to those who follow holding company income and profit growth, since ad agencies continue to fuel holding company margins – but they do this the hard way, by squeezing their resources and holding the line on salaries and bonuses. This is a game that will, sooner rather than later, get played out with unhappy consequences for all.


This is Michael Farmer’s diagnosis of the strategic problems facing advertising agencies and outlined in Madison Avenue Manslaughter. Farmer, who has worked with ad agencies and their clients since 1992, has a unique strategic understanding of agency scopes of work, and he has tied together an understanding of industry workloads, fees and resources that forms the economic foundation of this book.


Agencies do not document, measure or track their workloads – they focus on being creative, winning awards, delivering service, and generating profit margins. They have little understanding of the growing gap among their workloads, fees and resources. Consequently, senior advertising executives like agency CEOs misdiagnose the strategic problems facing their agencies and fail to mobilize their organizations to respond effectively.


This lack of knowledge makes it easier for CEOs to respond to agency profit problems by downsizing. If workload sizes and growth rates were known, CEOs would certainly pause before downsizing to generate profit margins for holding company owners.


Agencies have not changed their internal cultures in response to these changing circumstances. Loose management practices dominate agency cultures, just as they did during the high-profit past. Client heads are not held accountable for depressed fee levels, unmanaged workloads or insufficient resources for client work. Office heads are not held accountable for the varied performance of their client heads.


Agencies are on a path to self-destruction. Thus far, the level of senior executive response to this problem has been surprisingly weak. Through benign neglect of growing creative workloads, and reluctance to tackle clients over declining client fees, agency CEOs are presiding over the slow decline and over-stretching of a diminishing pool of burned-out creative assets. Efforts to develop new clients and grow revenue is their most visible response to client fee pressures, but since every ad agency CEO is going down the same path, this approach leads to further-depressed industry prices that make their situations worse.


Agencies need strong CEO leaders who are prepared to grapple with three clear challenges:


1.   The workload challenge. Agencies must begin to document, track and measure their workloads. This will permit their organizations to do a much more effective job negotiating fees and closing the gap between workloads and fees. This will require new policies, new tools and a new sense of organizational discipline.


2.   The mission challenge. This involves rethinking and then repositioning the raison d’être of the agency from “creativity and service” to “results for clients.” Only through such a repositioning can agencies begin to set course for higher fees (as measured by billing multiples), begin to close the “value-added gap” between themselves and the management consulting firms, and identify with their clients’ need for increased shareholder value. This cannot be done without a wholesale upgrading of skills, particularly in client service and strategic planning, so training is a key part of the required mix.


3.   The accountability challenge. The third challenge involves running the agency like a business and creating a strong sense of accountability throughout the organization, especially by office heads and their client heads. The current loose structure, based on the principle that “everyone thinks they know what needs to be done, and they do it without management’s knowledge or involvement” was possible when agencies earned very high levels of commission income, but it is inappropriate today and cannot be justified romantically on the basis of “this is what is required to run a creative organization.” Increased accountability will require measures, objectives and management reviews to evaluate client-by-client and agency executive performance relative to established goals and targets.


Madison Avenue Manslaughter describes these three challenges and lays out a detailed 10-step transformation program to be initiated by agency Chief Executive Officers who wish to restore organizational health, financial well-being and renewed strategic relevance for their ad agencies.
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INTRODUCTION
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Credit: Victoria Roberts / The New Yorker / The Cartoon Bank.


The global growth and influence of advertising agencies is one of the world’s great business success stories. From modest beginnings, the industry has grown and flourished.


Early advertising involved little more than preparing posters or running display ads in newspapers for patent medicines, soaps, cereals and cigarettes. Today, advertising blankets the world via television, movies, magazines, billboards, radio, newspapers, brochures, electronic displays, computer screens, mobile telephones – as well as via T-shirts, coffee mugs, pencils, athletic uniforms and anything else that can either catch the eye or be handed out. Digital and social advertising includes web pages, games, YouTube videos and tweets that are designed to create involvement with customers. An Oreo cookie tweet (“You can still dunk in the dark”) during the accidental lighting failure of the 2013 Super Bowl defined a new form of instantaneous event-driven advertising. Coca-Cola’s YouTube video of drones delivering cases of Coca-Cola to immigrant high-rise construction workers in Singapore illustrated another type of innovative video advertising in the digital age.


Advertising reaches out to consumers not only from Madison Avenue, USA, but also from London, Frankfurt, Paris, Moscow, Johannesburg, Tokyo, Ho Chi Minh City, Bangkok, Beijing, Singapore, Melbourne and hundreds of other cities around the world. Advertising is ubiquitous, and so are the agencies that create it. Ogilvy & Mather, a typical global agency, shows 450 offices on its website.


Historians of advertising mark the end of World War II as the beginning of the global boom in advertising. This was The Golden Age of Advertising, when Bill Bernbach, David Ogilvy, George Lois, Leo Burnett and other wellknown giants – typically founders of their firms – made enduring creative marks on the industry. They launched what came to be known as the Creative Revolution, abandoning the hard sell and making advertising entertaining, amusing and palatable. They did this through irony – making fun of advertising and having fun with the products they advertised, treating the consumer as an insider, in on their joke. Not coincidentally, the leading products they advertised grew and established strong competitive market positions, backed by large spends on over-the-air and print media that were promoted by their ad agencies, who were remunerated by commissions on the media and production spends.


Creative Revolution advertising fueled product growth and created memorable ads during the decades after World War II. It remains the template for today’s advertising. Agencies, advertisers and consumers expect advertising to surprise, enlighten, and entertain; clients expect it to generate results at the same time.


Creative advertising went global with commercial television, and advertising agencies went global as well, opening up branches around the world. Their success and profitability attracted financiers from New York, London, Paris, and Tokyo, and in a short space of time, nearly every major ad agency was acquired by one of the newly-created public holding companies in marketing communications: Interpublic, Omnicom, WPP, Publicis, Dentsu, Havas, MDC – and the holding companies themselves grew and showed a positive track record of profit growth for investors. WPP, the largest of the holding companies, had 2014 revenues of £11.5 billion ($19.0 billion), a PBIT margin of 16.7% and a market capitalization of £20 billion ($33 billion), with operating companies in advertising, media, marketing data, public relations, branding, healthcare, direct, digital, promotions, and specialist communications.


Despite this holding company success, the operating and financial health of the industry’s major advertising agencies is weakening. Agency weakness is neither a matter of public knowledge nor the focus of sufficient senior executive action to reverse the trend. Agencies are being squeezed, caught between reduced client fees and growing workloads1 while having to deliver growing margins to their owners. The only way agencies can handle this conflict is to downsize2 or otherwise adjust their headcounts and costs. This enfeebles the agencies at a time when clients’ expectations for more creativity, increased digital and improved results are at a feverish pitch. Client dissatisfaction with their agencies appears to be at a high if we judge this by the rate at which they fire their current agencies and search for new ones.3


Agency creative workloads are growing substantially, particularly as advertisers experiment with digital and social advertising while maintaining the growth of traditional advertising comprising TV, print, radio and outdoors. With growing workloads and declining fees, agencies have to do more work with fewer, lower-cost creative people. The effort puts a considerable strain on operations and quality. Every year the strain gets worse, and agencies are becoming increasingly stretched and creatively challenged.


A sensible person might assume that agencies are paid by their clients for the work they do. This is not actually the case. Agencies are paid by the head for the number of staff assigned to their client accounts – workload is not technically a part of the headcount equation.


As a practical measure, it’s the agencies’ clients who determine how many agency staff are assigned and paid for. In the typical process, clients first determine an overall fee, based on their marketing budgets, and agencies in turn assign an affordable number of people based on this figure. For example, if a large client establishes an agency fee of $10 million for the coming fiscal year, a typical agency would assign a number of people that would add up to $4.25 million in salaries and benefits. This might involve 10 creatives and 32 other agency people in client service, strategic planning and production. After covering overheads of $4.25 million, the agency would have $1.5 million left to cover profits, or 15% – thus meeting holding company requirements.


The amount of creative work to be done during the year develops through a separate process. The creative workload “happens” as client marketing plans evolve throughout the year. Creative workloads grow independently, almost as if they were unrelated to agency resources or fees. These creative workloads are not measured or negotiated, although they are discussed in a process called “scope of work (SOW) planning,” but because there are no workload metrics – no generally accepted way of quantifying creative workloads so that a required number of agency people can be assigned – the exercise is nearly meaningless from an operational standpoint. In any case, there are large differences between expected SOWs and the actual amount of creative work that is done. The 10 creatives assigned to the $10 million client might or might not be able to handle the workload comfortably. It all depends.


In the end, looking at the past 10 years, agency workloads have been growing but typical agency fees and headcounts have not. My analysis shows that workloads have been growing on the order of 2-3% on a compounded annual basis, while fees (on a constant dollar basis) have been declining by 2-3% on a compounded annual basis. These apparently small numbers have large effects. It only takes 15 years for an agency’s compensation to be cut in half for an equivalent amount of work.


This workload-fee problem is not isolated to minor agencies. The big agencies, whose reputations were first made in traditional TV, print and radio, suffer the most: agencies like Ogilvy & Mather, J Walter Thompson, Y&R,


Grey, McCann Erickson, FCB, Lowe, BBDO, DDB, TBWA\Chiat\Day, Publicis, Saatchi & Saatchi and Leo Burnett, to name a few. These big-name agencies grew up with the belief that doing any and all client work was simply part of the service, as it was originally when they were paid, before 1990, via 15% media commissions. Since then, commissions have been abandoned as the unique form of agency payment. In its place, clients began paying agencies by the head, but this did not change the way agencies thought about servicing their clients. Any and all client work continues to be done for an agreed fee, which remains mostly fixed.


Workloads were not measured during the commission era, just as they are not measured today.


The enduring cultural legacy of the commission days left agencies without the means to measure their workloads. Instead, they were used to making do with the resources they could afford, just as they had been throughout their past, and if the resources were too few or too junior, they would soldier on in any case. They may have complained to their clients from time to time about how inadequate their fees were, but with much less seriousness than the problem actually warranted.


What could have changed their practices was the relentless decline in fees, driven by client procurement departments over the past 20 years, and the growing workloads. Fees divided by workload equals price, and price has been in decline for at least two decades:


Like the proverbial frog in a pot of cold water, agencies adapt to price declines as frogs adapt to a gradual increase in water temperature – it’s fine until it is not, and the frog eventually dies. Agencies are on the same path as their amphibian friends unless something fundamental changes in the way agencies measure their growing workloads and negotiate their relationships and fees.


I have worked as a strategy consultant for advertising agencies and their clients for the past 25 years. This followed a previous 15 years as a consultant, first with The Boston Consulting Group and subsequently as a director of


Bain & Company. In 40 years, I’ve seen a lot of industry changes and nearly as much senior executive action. The advertising industry, though, is an outlier.


PRICE CURVE 1992-2014 (PRICES IN $2014 PER SMU)
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Source: Farmer & Company client data


The industry has undergone more strategic change than any other that I have seen, but the level of senior executive response to these changes has been surprisingly weak. To put it bluntly, senior agency executives have not protected their creative departments or the creative capabilities of their agencies. Through benign neglect of growing creative workloads, and reluctance to tackle clients over declining client fees, senior agency executives are presiding over the slow decline and over-stretching of a diminishing pool of burnedout creative assets. This is done in the name of meeting holding company profit expectations. Their efforts to develop new clients and grow revenues is their most visible response to client fee pressures, but since every agency CEO and president in the industry is chasing a limited pool of new business, the results are disappointing. Prices are driven even lower by cutthroat competition, and no agency manages to outgrow its competitors.


Jules Verne’s protagonist Phileas Fogg burned his ship’s furniture for fuel to reach Liverpool on his way around the world in 80 days. There is no Liverpool within reach for today’s big ad agencies. The burning of creative assets is a temporary fix for a more permanent problem. At some point, the ship will find itself adrift in the middle of the ocean with no more fuel to propel it.


In this book, I outline the reasons why I believe the industry has reached a critical, even dangerous point in its development. I point out the logical consequences of the failure to act, and I’ll offer a solution to avoid inevitable disaster.


Agencies and their clients need to recapture some of the respect, fun and profitability of working in what was once one of the most fulfilling and glamorous of industries but has become a grim sweatshop for the people who do the work.


Agencies complain that clients are demanding and unreasonable, and that agencies are treated as commodity suppliers. They say that it is hard to make money because fee setting is in the hands of procurement and workload is in the hands of marketing. Procurement is rewarded for lowering fees, and marketing wants to experiment, so what can be done? Agencies see a gap in perception between the value they bring and the way they are treated. They accept this as today’s business reality – regrettable and unfortunate, but that’s simply the way things are. A shrug of the shoulders suggests the futility of their situation.


For their part, procurement executives tend to see agencies as disorganized, chaotic and overpaid for their services. They note the annual holding company announcements of record profit levels and conclude that agencies must be much more profitable than they let on. Ad agencies have long-standing reputations for excess, fuelled especially by the annual June Festival of Creativity in Cannes. High agency fees might be acceptable if agency work were creating reliable brand growth and profitability, but brands are not exactly flourishing. Award-winning creativity is not enough; clients want improved brand performance that hits their bottom line. Agencies are not willing to be on the hook for guaranteed results. Advertisers feel entirely justified, cutting what they perceive as the fat out of agency fees.


Growing workloads and declining fees; it’s a recipe for disaster. Sooner or later, an agency will embarrass its holding company and the investment community by failing to grow or deliver the necessary profits. Investment analysts will then raise questions – what has been going on?


This book was written in advance of this outcome – to outline the industry problems and encourage agencies and their clients to take management actions to keep disaster at bay. These actions form the basis of the required strategic response by agency CEOs and their clients’ chief marketing and procurement officers.





SECTION I. HISTORY:
THE WHEEL OF FORTUNE


“Yes, rise up on my wheel if you like, but don’t count it an injury when by the same token you begin to fall, as the rules of the game will require.”


BOETHIUS
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Credit: Ted Goff / The New Yorker Collection / The Cartoon Bank.


A senior ad executive sat behind his desk, smiling and waving at me to sit down as he hung up the phone. He was excited: “Our third invitation to pitch this month! Things are really heating up – we’re on everyone’s list!”


The agency world is under constant financial pressure, and people under pressure understandably look for solutions. New business wins are seen as a big solution. The hope is that won business will add incremental revenue, offsetting lost clients and absorbing overheads, making it easier to generate profit margins for the holding companies.


Of course, every agency in the industry has the same thought, so new business pitches are highly contested. There are many new business opportunities, but only because clients are changing their agencies at more frequent rates. It’s a strange kind of opportunity, because it adds more economic downside than economic upside. There is excess capacity in the industry. Competition for new business drives fees downwards, and no particular agency wins more than its fair-share of new business. In short, the new business game is just an expensive game of musical chairs, and the constant shifting of accounts from one agency to another depresses agency economics by raising costs and pushing fees down. New business wins are necessary, but the new business outcome for the industry is an economic disappointment.
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“Where is Madison Avenue? You might well ask.”
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