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Preface

We are continually troubled by what we see as a decline in the performance of American companies and their marketing programs. We say this at a time when Asian economies are imploding, European economies face the uncertainty of a single currency, and the American economy—that is, American companies—has, by many measures, never been better.

We’ll discuss the problems we see in American companies in more detail in Chapter 1; for now let’s just say that a pervasive (and pernicious) pattern that is the cause of so much distress is what we label “over and over again marketing.”

This is marketing characterized by flawed strategic decision-making based largely on management intuition followed by flawed implementation. The predictable, indeed inevitable, result: marketing programs that fail to achieve their objectives, advertising that shows little or no return on investment, direct response programs that are less and less effective, and new products and services that live about as long as chipmunks.

Over and over again marketing is the practice of running the same kinds of inadequate marketing programs year in and year out. The company develops the program … introduces it … watches it fail … develops a new program … launches it … watches it fail … develops a new program … launches it… watches it fail… over and over and over again.

Marketing does not have to be this way. It is possible—difficult, but possible—to do it right the first time and watch the company and its brands grow and thrive.

This book defines the problem. We set out the facts that explain the over and over again marketing phenomenon and give new insights into how counterintuitive thinking and research can be employed to develop and implement successful marketing programs.

Section I sketches some of the current problems with American business. Too many companies since the late 1990s have shown little or no organic growth, masking their problems with mergers and acquisitions, downsizing, and reengineering. Marketing is the engine that drives growth, but it’s thrown a rod. And a major problem we see is testosterone decision-making—usually male chief marketing officers, advertising directors, and brand managers choosing among alternatives quickly, decisively, and without real information. It’s the manly way to screw up.

They tell us that their decisions are intuitively appealing. To us this means that it is the same decision everyone else would make. It’s the commonsensical decision. Yet our research and experience suggest that decisions made on intuition alone rarely lead to successful outcomes. That, in fact, counterintuitive thinking grounded in rigorous analysis of unimpeachable data is the key to success in marketing.

Section II shows how technology can make a critical difference in targeting and positioning, advertising, new product development, and pricing—all the key elements that make up successful marketing. A chapter on vision points out the value of seeing not what is but what can be. A chapter on direct marketing suggests the alternative to renting one more list, and a chapter on customer satisfaction relates it to customer retention. The section concludes by communicating the electricity in electronic commerce.

Section III provides insights into how to implement a well-designed marketing plan. As anyone who has watched a great strategy crumble into little bits knows, implementation is as important as strategy and planning. In it we describe the difference between marketing plans based on convention and those based on science, the difference between how managers traditionally develop marketing programs and how they ought to be developing them using new technology. A chapter shows how the company can test the water without getting soaked. We note that you can’t measure success without a scorecard, and it seems there is always time to do it over, never time to do it right—which is just the attitude this book hopes to stamp out.

Finally, at the very back you’ll find a marketing questionnaire every CEO needs to keep the marketing department on track.

This is our fifth book. The previous books have been relatively technical (Simulated Test Marketing: Technology for Launching Successful New Products and Uncover the Hidden Power of Television Programming … and Get the Most from Your Advertising Budget) or came at the subject from very different directions (The Marketing Revolution: A Radical Manifesto for Dominating the Marketplace and Marketing Myths That Are Killing Business: The Cure for Death Wish Marketing).

This book necessarily builds on our previous books, but covers many ideas, experiences, and research that did not exist when we wrote them. Just as the world of business does not stand still, we have continued to grow and change. We are out of patience with marketing decisions based on intuition alone. We know how to do it right. And we want to help you do it right in your business.





SECTION I

Revolutionaries, Pioneers, and Cowboys: How Testosterone Drives American Business





CHAPTER
1
Strategic Plan Your Way to Nowhere

Considered from one perspective, the 1990s were the best of times. A period of robust economic growth with thousands of new businesses creating hundreds of thousands—millions—of new jobs. A time of low interest rates, virtually nonexistent inflation, and a booming stock market and at the close of the decade rising corporate profits.

The phenomenal success of Internet companies has clouded our thinking about business. Tens of thousands of companies have been started. Billions of dollars invested. Market capitalizations greater than corporations with factories, tangible assets, and histories.

Considered from another perspective, the 1990s represented the worst of times. A time of corporate downsizing, Asian economies wracked by instability, workers on the brink of despair, and many great names suffering during a booming economy.

Coca-Cola’s decline is a particularly sad story, although one that we believe might have been predicted based on observations we’ve made throughout this book. Coke announced in early February 2000 that it was cutting its work force by 20 percent—around 6,000 jobs, including nearly half of those at Coke headquarters, Atlanta—and shifting more power to executives abroad to try to boost sales around the world. The changes were the most dramatic in Coke’s 114-year history.

We’re New Englanders and are particularly unhappy to see local companies like Digital Equipment, Gillette, Lotus Development, Ocean Spray, Polaroid, Prime Computer, and Wang merged or hurting.

For many of America’s largest corporations, the 1990s were a period of negative organic growth. Entire industries suffered—airlines, food services, property and casualty insurance, industrial and farm equipment, beverages, forest and paper products, railroads, health care, pipelines, building materials, glass, metals, petroleum refining, and entertainment. Even in 1998, when profits for the entire Fortune 500 were up over 23 percent, some industries were still showing profit declines: building materials and glass, forest and paper products, metals, publishing and printing, savings institutions, engineering and construction, electronics and electrical equipment, and motor vehicles.

Perhaps the most notable example of something amiss is the collapse of the Internet economy, which we began to see in the first quarter of 2000. Plagued by rising costs, stagnant sales, and modest to nonexistent profits, 70 percent (if not more) of the widely promoted Internet startups of the late 1990s are expected to be out of business within the next few years.

And how do businesses traditionally respond to sluggish growth and declining profits? By blaming the economy, downsizing the workforce, and making acquisitions.

The optimist will point to the growing companies; the pessimist will point to business failures.

Our point: It doesn’t make any difference.

For the most part, both the companies that did not grow in the 1990s and many that did share a common failing: they do not know how to market their goods and services profitably. There is a yawning gap between promise and performance, one that we suspect will only widen if executives do not change.

NO MATTER WHAT Business Week SAYS, P/E RATIOS ARE TOO HIGH

During the two years we have been working on this book, we have been predicting at every opportunity—professional presentations, meetings with clients, cocktail parties—that the stock market is on the verge of a significant correction or even collapse. We say this because we see little real growth. Businesses we have observed closely are, with a few exceptions, improving performance through mergers and acquisitions and through downsizing, not through successful marketing programs for established products and services or by introducing flourishing new products.

Then there are the Internet companies, which, despite poor or nonexistent profits, have watched their stock prices climb into the stratosphere: Amazon.com, AtHome, eBay, E*Trade Group, Excite, Infoseek, Lycos, and Yahoo!.

When price/earning ratios reached record heights, a Business Week magazine headline claimed, “They’re not as loony as they look.” Although the p/e ratio of Standard & Poor’s 500-stock index stood at 26.7, almost 4 points higher than the historic 23 the index reached in the early 1990s, “Those p/e’s didn’t climb to Himalayan heights on mindless speculation”, wrote the reporter, who said they are high for good reason: “Over the past three years, reported earnings have grown by more than 50 percent; long-term interest rates have fallen from 8 percent to less than 6 percent, even as gross domestic product expanded; and inflation has dropped from 3.3 percent to 1.4 percent.”

Buttressing this argument, the magazine quoted a number of analysts. Edward M. Kerschner, Paine Webber Inc.’s chief investment strategist, argued that just because the long-term average price/earnings ratio was 15 (the actual number as we’ve calculated it is closer to 17), it is foolish to believe that p/e’s must return to that average. “My average age is 23, but I’m never going to be 23 again”, he said. “That ‘reversion to the mean’ thinking is a naive assumption. That was what investors did when they didn’t have any better way to analyze the market, so you’d assume the average. With the computers and information we have today, you don’t need to do that.”

Despite the fact that Mr. Kerschner says “reversion” when he means “regression” (a statistical phenomenon studied for over a century) and that his comment on age is a non sequitur (it has nothing to do with his argument), he does raise an interesting question: Just because p/e ratios have held at around 17 to 1 for decades, does it mean they will be 17 to 1 forever?

In Dow 36,000, James Glassman and Kevin Hassett argue a resounding ‘No!’ They say that an appropriate p/e for stocks today is 100 to 1.

To Kerschner, Glassman, Hassett, and other stock market cheerleaders, we say “Whoa, hold on there.” If there were underlying positive forces in the economy—population increases, productivity increases, significantly improved trade deficits, rising corporate profits, real growth projected well into the future—investors would be well advised to pay more for companies today than in the past. It would be rational to do so.

But when the future does not look significantly different from the recent past and the present, and when some economic factors are not what an investor would like to see, one has to wonder whether stock prices are simply irrational. Joseph Kennedy, Sr., is said to have remarked that when cab drivers and shoe shine boys are giving stock tips, it’s time to get out of the market, which is how he avoided the crash of 1929.

We don’t have to hearken back to 1929. We lived through the burgeoning stock and housing market of the 1970s and 1980s. People began buying because they expected significant appreciation. We watched the housing prices zoom at rates significantly higher than the stock market, only to collapse in 1988. It was recently reported that the Boston area’s housing prices, for example, have just caught up to 1988’s average.

Whatever the merits of our economic argument, it is hard to believe that a p/e ratio of 783, such as the one Yahoo! Inc. showed on June 15, 1999, or the Glassman-Hassett recommendation of 100 for the market generally, reflects anything more than the “greater fool theory.” As you know, the theory holds that no matter what price an investor pays, someone with less sense will come along willing to pay an even higher price. Speculators use the greater fool theory to justify their gambling. A stock may be “fully valued” based on its balance sheet, but speculators believe new fools will drive the price up anyway. Unfortunately, while the world does have many fools, the supply is not infinite.

What happens to profitability when the company has no research and development and therefore no new products, no staff to introduce the new products even if there were some, and no more fat to cut?

MASKING WEAKNESS WITH MORE MERGERS

The intuitive answer to stagnant growth from a typical CEO-CFO duo, supported by their strategic planning department, is to acquire another company. We have seen phenomenal merger and acquisition activity in the past few years. In 1999, AOL merged with Time Warner and announced plans to acquire EMI Music; Exxon merged with Mobil; Ford bought Volvo; Newell bought Rubbermaid; America Online bought Netscape; Clorox bought First Brands; Federated Department Stores bought Fingerhut; DuPont bought Hoechst; Viacom acquired CBS.

Major corporations dropped off the 1998 Fortune 500 list, gobbled up by their rivals. They included Conrail (acquired by CSX and Norfolk Southern), Eckerd (acquired by J. C. Penney), McDonnell Douglas (acquired by Boeing), Morgan Stanley Group (acquired by Dean Witter Discover), Nynex (acquired by Bell Atlantic), Pacific Telesis Group (acquired by SBC Communications), Revco Drug Stores (acquired by CVS), and Vons (acquired by Safeway).

Companies that dropped off the 1999 list include Amoco (acquired by BP), Bank America Corp. (acquired by NationsBank), Beneficial (acquired by Household International), Chrysler (acquired by Daimler-Benz), Citicorp (acquired by Travelers Group), Digital Equipment (acquired by Compaq), Dresser Industries (acquired by Halburton), First Chicago NBD Corp. (acquired by Banc One, now part of Bank One), General Re (acquired by Berkshire Hathaway), ITT (acquired by Starwood Hotels & Resorts), Long Island Lighting (acquired by MarketSpan), MCI Communications (acquired by WorldCom), Mercantile Stores (acquired by Dillard’s), USF&G (acquired by St. Paul Cos.), Waste Management (acquired by USA Waste), and Western Atlas (acquired by Baker Hughes).

Were the last couple of years unusual for their merger activity? We looked at all of the largest 500 companies in the Fortune magazine listings between 1981 and 1999—those with annual sales greater than $1.3 billion or with assets greater than $3.6 billion. We had to look at both sales and asset measures because in 1981, Fortune was providing only asset information for companies like commercial banks, life insurance companies, and diversified financial companies such as securities firms.

Only 195 of those major corporations were still around in 1999; 305—or 61 percent—had been merged, bought, or taken over.

Clearly, when you add the sales and profits of another corporation to your own, you report the consolidated numbers and show growth. As we will see, however, the increases may be more deceptive than real. We suspect that hidden within many companies’ quarterly financial reports is the shameful secret that they’ve been able to report growth only because they’ve acquired other companies. Strip away the mergers and the acquisitions, and you find a core business that has been limping along because it has ignored the basic purpose of a business: to find and keep customers. It has not put marketing at the center of its business universe.

SHRINK YOUR COMPANY TO GREATNESS

The other intuitive answer to shrinking profits has been to tighten the corporate belt, which usually means reduce staff.

Two years ago we began working on a major strategy project for a corporate giant, one of America’s ten largest companies. It involved 18 people from various groups throughout the corporation. Midway though the project we went to a lunch to celebrate a milestone. Half of the original group was gone.

The remaining managers said that every time there is a round of downsizing, the people who are left pick up the work. Said one of these managers, “They call it reengineering, but it’s not; it’s simply downsizing. There’s no change in the processes.”

Said another, “We’re at our desks at 7:30 in the morning until 7:30 at night. We work on Saturdays, and we even put in a couple hours on Sunday. We hardly see our spouses and our kids don’t recognize us.” A number of managers believed that, in the next round of downsizing, they would be let go. Many did not seem to care; they were exhausted, saw no end in sight, and felt it might be better to start over at another company.

By the time we finished the study, not one of the original 18 still worked for the corporation. We presented the study to a new marketing vice president who had nothing to do with commissioning it, directing it, or following it. Moreover, this vice president was not a trained marketing professional. Like many people heading marketing departments, he was on rotation. He had been in finance for the last five years, in product development for four years before that. Like many executives, he was on his way to more general management positions. He was bright, aggressive, ambitious, and, as we discovered, a testosterone-driven decision-maker. We will talk about him and his ilk in detail a couple of chapters ahead.

This is a sad story. This once-great company had been declining in real growth because it lacked both vision and a strong captain at the helm. Though the view from the bridge seemed to be that shrinking would be followed by efficiencies that would produce the capital to grow the business, we’ve seen no indication that this is happening.

Gordon Bethune, president of Continental Airlines, talks about the effects of mindless efficiencies in his book From Worst to First (John Wiley & Sons, 1998). He found that when he landed at Continental in 1994, “We had cut costs so much that we simply had nothing to offer anymore. Our service was lousy, and nobody knew when a plane might land. We were unpredictable and unreliable, and when you’re an airline, where does that leave you? It leaves you with a lot of empty planes. We had a lousy product, and nobody particularly wanted to buy it.” Makes a lot of sense, but not everyone understands.

Indeed, consider the Sunbeam experience, which is a study for anyone interesting in marketing.

CHAINSAW AL TEARS THROUGH SUNBEAM

In October 1997, Albert J. (“Chainsaw Al”) Dunlap, CEO of Sunbeam Corp., announced that he was putting the company up for sale: “Having successfully completed the turnaround of Sunbeam and being well on our way to dramatically growing the business, we feel that the timing is right.”

Dunlap had gone through Sunbeam like a white tornado. Two days after arriving in July 1996, he was on a conference call to stock analysts: “I just bought $3 million worth of stock, and I love every dollar like a brother. I can tell you, had I been a shareholder and had I read all of the [previous management’s] nonsense where there was an excuse for everything… I don’t believe in excuses. I saw so many excuses, it’s an amazement to me anything got done.”

Within weeks Dunlap had announced that he would cut 6,000 jobs, half of Sunbeam’s workforce; drop 87 percent of its product line, including clocks, thermometers, scales, furniture, and electric blankets; and cut its manufacturing and other facilities from 53 to 14. In 1996, Sunbeam took a $338 million charge to pay for the one-time costs associated with Dunlap’s plan, including nearly $100 million of Sunbeam inventory.

Dunlap is the executive who spent 18 months at Scott Paper, fired 11,000 employees (including 70 percent of Scott’s upper management), and contributed mightily to the decline of a once great brand name; he then sold the company to Kimberly-Clark, walking away with $100 million for himself. He wrote a book with Bob Andelman to explain his principles: Mean Business: How I Save Bad Companies and Make Good Companies Great (Times Business, 1996).

He presents himself as the shareholder’s champion. Joseph Nocera wrote in Fortune, “A major theme of Mean Business is that in the corporate scheme of things, the shareholder is supreme—that creating shareholder value should be the only thing that matters to a shareholder. Much of his contempt for other CEOs stems from his belief that they are not as interested in creating shareholder wealth as he is.”

Clearly, Dunlap has created wealth for some shareholders. Just days after Sunbeam announced that he was coming on board, the stock, which had been trading around $13 per share, rose 41 percent. By the end of 1997, the stock was over $50 a share. It did not hurt Sunbeam’s stock that Dunlap announced record 1997 results: sales up 22 percent and earnings per share of $1.41—an impressive reversal from the 1996 per share loss of $2.37.

Potential Sunbeam suitors in 1997, however, were not impressed enough to buy the company. At the end of the year, no one was interested, so Dunlap himself went shopping. He overpaid for Coleman, the outdoor equipment manufacturer, which was losing money, buying it for $2.2 billion, or two times sales. He bought Signature Brands (Mr. Coffee) and First Alert (smoke detectors) for $425 million. Neither seller, Forbes points out, was all that interested in Sunbeam stock. Ronald Perelman took less than half Coleman’s price in stock, and Thomas Lee at First Alert took cash. The acquisitions did make Sunbeam a $2.6 billion (sales) company, fulfilling Dunlap’s 1997 promise to make Sunbeam a $2 billion company by 1999.


THE PROBLEMS WITH SUNBEAM’S REVENUE FIGURES


However, all was not well. According to Sunbeam’s 10K, the company sold $60 million in accounts receivable to raise cash in December 1997. Sunbeam also instituted an “early buy” program for gas grills in the fourth quarter. Retailers such as Kmart and Wal-Mart could buy their summer’s grills in November and December of 1997 but not pay for them until June 1998. Also, because retailers do not have a lot of space for off-season items like grills, Sunbeam started a “bill and hold” program that allowed customers to use its warehouses to store the goods they had bought but not necessarily paid for.

These two programs accounted for most of Sunbeam’s 1997 revenue gains. They, in fact, did nothing for the company except shift sales from 1998 to 1997. Sunbeam reported a first quarter 1998 loss before taxes of $43.4 million, and when the word got out, the stock dropped 58 percent.

The New York Times reported that Dunlap met with analysts to explain the bad news. “I take full responsibility”, said Dunlap, before making clear that it was everyone’s fault but his. He blamed the weather. He blamed a retail chain for messing up grills that had to be recalled. Because he was busy working on the acquisitions, he “left a marketing guy in charge of operations. Mistake.”

He denied that selling gas grills in November and December was an effort to “artificially pump up” 1997’s profits. It was, he said, “a well-intentioned market-driven strategy that simply didn’t work.” It is not clear what that strategy might have been, other than an effort to make the company’s finances look good to a not-terribly-inquisitive buyer.

Dunlap promised the analysts that he would be making big savings at Coleman, First Alert, and Signature Brands through plant closings and staff reductions—5,100 more workers to fire. That would make those divisions smaller, but would it make them grow? Sure it would.

In announcing first-quarter results, the company said, “Sunbeam expects the integration of its three recent acquisitions and planned new products to generate at least $265 million in incremental annual revenues. These new revenues are expected to come from leveraging complementary international distribution strengths, domestic sales synergies, and accelerated new product development.” We love these euphemisms that CEOs come up with when they’re driving their companies into the dumpster.

We’ll never know whether Dunlap could have actually grown Sunbeam because the board of directors, mostly Dunlap’s friends, fired him in mid-June 1998. The new chief executive, Jerry Levin, warned that Sunbeam’s sales would suffer for the rest of the year as retailers worked off high inventories of Sunbeam products. Instead of shrinking Sunbeam to greatness, he had shrunk it to insignificance.

RUNNING THE BUSINESS AS IF PLANNING TO SELL

What Chainsaw Al did to Sunbeam (and to Scott Paper) is a notorious example of a situation that is not uncommon. As an executive whom business press reporters loved to hate, Dunlap received considerable coverage of his pronouncements and activities. He is not alone, however, in boosting sales through early bookings, low prices, and promotions. Many executives seem to be running their businesses like homeowners repairing the front steps and slapping a new coat of paint on a house they plan to sell.

They’re selling in two ways. They’re selling to the public, pushing up the stock price so that they can cash out when they exercise their options. And they’re selling out to other companies that are happy to take them over, sometimes (if the seller is a private company) on an earn-out basis in which the buying company takes the selling company’s stock and pays shareholders a multiple of earnings. But the buyer does not fork over the full price at the closing. Rather, the buyer puts up, say, 25 percent at the closing, then 25 percent at the end of the next three years. By the end of four years, the sellers have all their money. Meanwhile, the company must show consistent growth, say, 15 percent a year, to achieve the target sale price.

When owners sell on an earn-out basis, many do everything in their power to control earnings over the four-year period. The business may need a new information technology system or 170 new salespeople or three new product launches in the fourth year, but the former owners do not make the investment. They spend as little as possible on marketing, R&D, and human resources. They don’t take a penny of profit to spend on a frill like the firm’s future health. They take their money and run.

Even if the executives are not involved in a buy-out, those who want to cash out do everything they can to make the business show a profit. They put in a hiring freeze. They offer early retirement. They fire 10 percent of the employees across the board. They cut back advertising, research and development, MIS. They squeeze as much profit as they possibly can out of the business so that the P&L and balance sheet look terrific—and hope for the best. After all, how many stockholders, who can dump their holdings tomorrow, want to see management reduce earnings by investing in R&D, in new products, or increased advertising and promotion? The owners argue that this is not greed; it is common sense guiding self-interest.

These executives have, in short, no vision for the business (other than “For Sale”). With such a mind-set, the customers are a distraction, with their endless whining for service and repairs, new products and features, and prompt delivery.

It seems that everywhere we go these days, business executives talk about cutbacks. In May 1998 we attended the American Marketing Association’s Edison Awards Ceremony in New York City, at which major corporations—Colgate-Palmolive, Rubbermaid, Quaker State, and Dannon International, among 35 others—were being heralded as models for new product performance. We were struck by the number of speakers who talked about the cutbacks taking place in their companies and the growing difficulty to innovate and market new products.

We wonder, doesn’t anybody see the problems ahead? Aren’t the CEOs, CFOs, and strategic planning departments looking five years out? Aren’t they working on anything but mergers, acquisitions, and downsizing problems? Where is the strategic planning department? What are they doing to build the business?

WHO KNOWS WHAT LURKS IN STRATEGIC PLANNING?

Only the Shadow knows. Consider this disturbing experience. We recently developed a marketing strategy for a multinational corporation, a plan that involves a $3 billion investment in the United States and another $3 billion investment in Asia. These expenditures will have an impact on the company for the next ten years. Because of the project’s size, most meetings involved at least 10 people, and some had 20 or more. They included, of course, senior marketing executives, representatives from corporate headquarters, from the American division, from the Asian unit, from the firm’s advertising agencies, and from the corporation’s marketing group. But we never met—let alone worked with—a representative from this corporation’s strategic planning department.

(While this has been generally true in our consulting assignments, perhaps it may be changing. We recently worked with three vice presidents of strategic planning on consulting engagements, but these are rare exceptions in two long careers.)

The corporation has a strategic planning department. The strategic planning division occupies a floor in a building separate from marketing. We don’t know how big it is because we’ve only heard about it; we’ve never talked to the people or walked through their offices.

We found it odd that we were helping the corporation plan multibillion dollar investments and yet we never discussed the issues with the firm’s strategic planners. They were not engaged. Periodically someone from the marketing department, which was leading the project, would say with a grin on his face at a meeting, “Strategic planning has a question.”

These questions came out of the blue and were presented without a context. For example, “Strategic planning wants to know the price sensitivity in the marketplace; that is, what would happen if we decreased prices?” Or “When we introduce the new line extension, how much cannibalization will occur?”

These are good questions, but they have to be asked in a context of strategic marketing issues, such as “What target group are you talking about?” If the company is an on-line bookseller, it makes all the difference in the world whether strategic planning wants to know about the price sensitivity of upscale book buyers primarily concerned with convenience and service or the sensitivity of price-conscious consumers shopping for the best deal on the Web.

We answered the strategic planning department’s questions, but it was clear even to an outsider that the marketing people and the strategic planners were not cooperating. They were not working together toward a common goal, and this is not uncommon. The strategic planners did not know anything (or seem to care much) about marketing, and the marketing people found the strategic planners a diversion.

STRATEGIC PLANNING ISSUES ARE ESSENTIALLY MARKETING PROBLEMS

If strategic planners determine that acquisitions, mergers, and downsizing, with all their sound and fury, can somehow lead to greater growth, that is fine. But the strategic planning department is often disassociated from reality. They’re not involved in actually growing the company—they are a staff, not a line function—and even when they are involved, they don’t really know what will happen as a result of the steps they recommend. They base decisions on judgment and intuition, which are often wrong.

What to do about the strategic planning situation is easy to state, not so easy to execute (it is a little like taking your own advice). The first issue is how to integrate strategic planning with marketing, since marketing is the most reliable way to grow a business. The problem is that, while the strategic planning department develops the plan to guide the corporation, marketing is often not integrated into strategic planning. (Or as we just saw, marketing develops its plans without consulting strategic planning.) Strategic planners chart the course, but in an appalling number of companies, the strategic planners do not even know the marketing people.

Consider a typical strategic question: A relatively small division within a corporation provides parts to another division that, in turn, provides parts to the end customer. What should this division’s function be in the year 2005? Continue to provide parts internally? Provide parts to external customers as well? Should it continue to exist, or should its function be dispersed through the company? Should the company buy the parts from an outside supplier? Should the company invest in the division or try to sell it?

Another example: An international brewer is thinking about introducing its beer into the U.S. market. Expanding globally is part of its strategic vision. Should it make the investment?

More examples: The company has not seen any change in its p/e ratio in seven years, and its p/e ratio is low relative to competitors’. Earnings and profitability have been stalled. The company has cut costs and people, but downsizing has produced only a weaker and demoralized organization. What should it do?

Consider this problem: The company’s flagship brand is declining, and to goad sales, management has cut prices and run trade and consumer promotions. Nothing good is happening. What should they do next?

And more: The company has not introduced a successful new product in five years. Now it has developed what it believes is a breakthrough concept, and the CEO wants to know whether to build the plant to produce the product. The plant will cost a minimum of $200 million.

These are the kinds of questions strategic planners tussle with every day. Yet they are, in fact, largely marketing questions. What is the market for the division’s parts? How will the market change by 2005? (The only reasonable answer: It needs to be studied.) What do its customers need? How are those customers’ needs changing? What—if anything—can the division do to influence those changing needs?

The brewer’s questions include: How does marketing beer in the U.S. compare to marketing beer at home? What is the best target market for this new import? What positioning and advertising strategy will have the greatest impact on that target? What is the right pricing and distribution strategy? What will all this cost, and what return can the brewer reasonably expect? Marketing questions, all.

Indeed, we believe most strategic planning issues are fundamentally marketing decisions. Which means that marketing is not just important; it is central to the business solar system. Theodore Levitt in his classic The Marketing Imagination wrote, “The purpose of a business is to create and keep a customer.” We argue that the purpose of marketing and the purpose of a business are fundamentally the same, since the purpose of marketing is to find and keep customers for the business.

Only through effective marketing does the core business grow. To thrive, a company has to find new customers, has to continue selling to existing customers, and has to sell more products or services to both new and existing customers. That’s marketing’s job. Yet, throughout the ’90s, that appeared to be a counterintuitive notion.

But if marketing is the engine that drives business growth, at too many companies it has thrown a rod.



CHAPTER
2
Driving Growth: The Little Engine That Could

Marketing is the only way to grow a business. If we buy another company—for the sake of illustration, let’s call it Coleman and also say it is a well-known marketer of camping gear—and we add the acquisition’s sales and profits to our total, have we actually grown?

Sometimes. Sometimes the new corporation is able to build on the complementary strengths of the two partners, meet customer needs more effectively than either could alone, reduce costs by eliminating duplicate efforts, and actually grow more than either could alone.

But sometimes the acquired company, though large, is not growing. Sometimes the new partners have no complementary strengths and do not meet customer needs as well as they did alone. Sometimes the sales of one or both partners continue to decline. This would be the case if Coleman’s former CEO took the name down-market with a proliferation of backpacks, coolers, lanterns, and tents it sold through mass-market retailers, eroding margins.

Assume further that Uncle Dan’s, a Chicago-area camping retailer, represents Coleman dealers generally, and that Michael Fowler, Uncle Dan’s vice president of operations, says, “They seem to have gone completely for the white-trash market”, adding that Coleman’s quality has slipped so badly that Uncle Dan’s now limits its purchases to stoves, lanterns, and cheap accessories. Say that Coleman has problems overseas, that to reduce inventory it did not ship anything new to Japan during the second quarter of 1997, usually its strongest period. (By the way, Business Week did say these things in March 1998.) This is the company that Chainsaw Al bought, but these are not issues that layoffs and factory closings will solve.

Firing workers and closing plants may cut overhead but will not grow the company. Consider, as an example, Procter & Gamble. In 1993, to compete with cheaper, private-label competitors, P&G cut 13,000 jobs (12 percent of the workforce), closed 30 factories, and took a $1.5 billion charge against earnings to pay for the restructuring. That clearly was not the answer to its problems because in July 1999, P&G announced that it was cutting 15,000 more jobs (13 percent of the workforce), closing 10 factories, and taking a $1.9 billion charge against earnings. More cutbacks and reorganization have followed, but the company is still struggling.

Take, as another illustration, the once mighty Kellogg Corp. of Battle Creek, Michigan. At the end of 1998, Kellogg was still thrashing about after taking four major “one-time” write-offs in as many years. It wasn’t enough because in August 1999, Kellogg announced that it was closing part of its Battle Creek cereal plant, eliminating 550 jobs, and saving $35 million to $45 million a year. Slashing overhead and becoming more efficient may be necessary but does not attract new customers, nor by itself does it retain existing customers. Without effective marketing—attracting and retaining customers—a company will not grow.

THE PURPOSE OF A BUSINESS IS TO CREATE CUSTOMERS

That is not, we know, an original thought. Peter Drucker has written, “Because its purpose is to find and keep customers, the business enterprise has two—and only two—basic functions: marketing and innovation. Marketing and innovation produce results; all the rest are ‘costs.’”

The purpose of a business is to create customers, not to reward stockholders, not to make a quarterly dividend. Dividends happen when the business creates and serves customers at a profit. No customers, no revenue. No revenue, no positive number at the bottom of the profit and loss statement, no dividends, and eventually no company.

The purpose of a business is not to do something you like to do nor to be your own boss, although those may be fringe benefits. Indeed, the more you love what you’re doing, the more likely you are to satisfy customers. Without customers and the money they give you, there is nothing to pay the rent, the help, or yourself.

How do you find and keep customers? Only through marketing and innovation. Do not confuse marketing with sales. In Ted Levitt’s words, “The difference between selling and marketing is that selling is getting rid of what you have, while marketing is having what people want.” Marketing is not advertising, and it’s certainly not aggressive price discounting. “Marketing”, says Procter & Gamble’s corporate lore, “is the discipline concerned with solving people’s problems with products and services for a profit.” Marketing involves sales, advertising, and pricing. But it also involves product development, buyer and trade promotion, channel management, public relations, and much more.

To thrive, a firm has to produce and deliver goods and services that people value at prices that are appealing relative to the products and services other businesses offer. This is the responsibility of those charged with marketing. No company today operates in an information vacuum. Customers have choices, so what you offer must be more attractive (in design, safety, features, taste, convenience, price, access, utility, functionality, fashion, packaging, service, reliability, whatever) than what someone else offers.

Levitt points out that no enterprise, no matter how small, can manage “by mere instinct or accident. It has to clarify its purposes, strategies, and plans, and the larger the enterprise, the greater the necessity that these be clearly written down, clearly communicated, and frequently reviewed by the senior members of the enterprise.” Marketing, as we have said in the past and will be saying again and again, is the center of the business universe because it is businesses’ link to the customer.

Yet many CEOs see their marketing departments as “ill-focused and overindulged”, according to a Coopers & Lybrand survey of 100 companies (cited in Philip Kotler’s Kotler On Marketing, the source for this paragraph). The McKinsey Company released a report saying that many CEOs saw their marketing departments as “unimaginative, generating few new ideas, no longer delivering.” And Booz, Allen & Hamilton has issued a warning that CEOs thought “brand managers were failing to get to grips with commercial realities.”

Procter & Gamble spent more than ten years integrating acquisitions and moving into emerging markets and lost its sales lead in toothpaste (Crest), diapers (Pampers, Luvs), and soap (Ivory). Durk Jager, who lasted 17 months as CEO, told a Fortune reporter, “The core business is innovation. If we innovate well, we will ultimately win. If we innovate poorly, we won’t win. To innovate, you have to go away from the norm. You have to be rebellious or nonconventional. You have to do things differently.” One of his favorite expressions is “If it ain’t broke, break it.”

While we agree with Jager that P&G, like most companies, needs to accelerate on the innovation curve, we wish that he had also said that P&G was rededicating itself to improving its marketing of new and established products. Procter & Gamble is no longer the symbol of marketing brainpower and muscle it once was. Worse, there are hints that it seems to be moving away from the fact-based, research-grounded marketing that we love.

IF MARKETING IS AT BUSINESS’S CENTER, BRANDS ARE AT MARKETING’S CORE

We can sympathize with the CEOs because we find at many companies that marketing is not at the center of the business, nor is it being done very well from the fringe. Many chief executives, given their backgrounds and interests, put finance at the center of the business. Some entrepreneurs put manufacturing or operations at the center. A few companies even put strategic planning or information technology at the center.

These are all important functions, but it is marketing that finds, attracts, and keeps customers. Only through innovation and marketing can a business grow. Customers do not care whether you hit your quarterly sales forecasts, whether the factory is efficient, or whether the employees have a generous dental plan. Customers—the selfish brutes—care only about their wants, their needs, their problems.

When we say marketing is the way to grow a business, we do not mean the stuff that many companies call “marketing” or “brand building” or “increasing brand equity.” We find that many executives today mouth the words while simultaneously killing the brands under their care. Brand homicide is as common as brand creation. In many companies MBA stands for “Murderer of Brand Assets.”

Marketing managers are cutting prices to make this quarter’s numbers (turning brands into commodities), trimming quality to reduce costs, or making strategic marketing decisions based on hope, intuition, dotty thinking (such as brand juice), and dotty research (such as focus groups). As a result, few marketing programs work as well as they could, or should. Marketing should be the engine that drives growth, but at too many companies it has thrown a rod.

It should be obvious to even the most casual reader of the business press that, despite hope and hype, most marketing programs fail. Throughout this book we’ll provide many examples of a bias favoring large companies. After all, if large companies with their clever strategists, large research departments, and mega-million-dollar budgets don’t make smart marketing decisions, why should we expect smaller companies to? Let us focus for a minute on two recent mistakes made by marketing giants McDonald’s and Burger King.

The McDonald’s Arch Deluxe sandwich was promoted as “The hamburger with the grown-up taste.” After market tests in Chicago and Baton Rouge, McDonald’s spent $75 million to roll out the Arch Deluxe nationally. Rather than persuade adults they should try the sandwich, the advertising showed children who didn’t like it. McDonald’s put a brave face on the fiasco as the Arch Deluxe vanished into the sunset.

French fries are one of the main reasons why hungry people choose one fast food restaurant over another, and historically Burger King’s fries have suffered in comparison to McDonald’s. To solve this weakness Burger King spent many years and many millions of dollars to develop a new and improved fry.

In the fall of 1997 they thought they had one. Jim Watkins, senior vice president of marketing at Burger King, North America, stated, “We know, based upon nationwide independent consumer taste tests conducted in over 18 cities, that consumers prefer the taste of the new hotter, crispier Burger King French fry. In fact, by a landslide margin, 57 percent to 35 percent, they love this new fry.” (The other 8 percent had no preference.) In a rare marketing coup, a company was able to leapfrog a competitor and claim superiority for a key motivating characteristic.

To make sure the word got out, Burger King spent $70 million on advertising and marketing efforts, including “Free FryDay” on Friday, January 2, 1998, when everyone visiting a Burger King in the U.S. received a small order of the new fries free—the largest one-day sampling event in the history of fast food. Free FryDay set record levels for trial in Burger Kings around the country. People lined up ten deep to see if the new product really had “The taste that beat McDonald’s fries.”

Unfortunately, the new fry was not much better than Burger King’s old fry and certainly no better than the McDonald’s fry. McDonald’s knew this coming out of the starting gate. Ronald McD’s product testing found results opposite to Burger King’s: people still preferred McDonald’s fries three to two. The Burger King fry, as a result, was an embarrassing product and a marketing and financial disaster. (And may have given CEOs everywhere one more reason to distrust their research departments.)

How about beverages to go with your burger and fries? Haven’t we been told for years that Coca-Cola represents a school for training the marketing geniuses of tomorrow? But how long has it been since Coca-Cola had a major marketing success? Yes, Coke is successful because it’s a colossal, powerful company that can afford to buy distribution, which is, as we’ll discuss later, an increasingly important driver of sales in the soft drink category. Yet when was the last time Coke launched a very successful new product or blockbuster ad campaign? Coke’s latest entry, Surge, is stumbling along with about a 1 percent share of the category, enough to be annoying to competitors but hardly a resounding success. And its advertising hasn’t rung the bell on the cash registers since the kids on the hilltop were singing “I’d like to give the world a Coke” while many of our readers were still in high school.

BEST PRACTICE SCORES FOR AMERICAN COMPANIES

For the last ten years or so, we have been gathering information on the best practices in marketing to help companies understand what goes into exceptional marketing decisions. What characterizes the best marketing climate analysis? The best targeting decision? The best distribution/channel management?

Working with Gary Morris, now of Sibson & Company, we broke all marketing decision areas into 22 specific marketing management functions, everything from objectives and strategies to e-commerce implementation. We further split these 22 marketing management functions into 80 benchmark areas. For example, under new product development, we included new product planning and development process, new product idea generation and screening, new product development and evaluation, and new product testing and commercialization.

In total, we dissected approximately 700 marketing activities, analyses, and decision processes, and developed a method to score each. For example, under market targets: How many potential targets did the company evaluate using criteria related to profitability? One? 2 to 5? 6 to 10? 11 to 20? 30 or more? Best practice companies evaluate 30 or more potential targets.

Another example: How different is the company’s target from the competitor’s? Don’t know/haven’t researched? Very similar to competitor’s? More similar than different? More different than similar? Very different in attitude, behavior, demographics? It does not take a Ph.D. in marketing to realize that it is better to have a target very different from the competition’s.

Answers to these 700 questions show us where a company’s marketing is relatively strong and where it is relatively weak. On a scale of 0 to 100 percent, the average marketing “Best Practices Score” for North American companies is 49. This is like buying a new car with a promised top speed of 120 mph, only to discover that you can’t break 60 on the highway.

While we have found companies that are strong in one or more of the 22 marketing management functions, we have yet to analyze a company with an overall grade better than a “B” (80 on our scale). With such poor marketing practices common in even forward-looking companies (management has to be somewhat forward-looking to submit to a best practices analysis in the first place), is it any surprise that we see so many disappointing marketing programs?

Table 2-1 Classification of Marketing Management Functions
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WHAT THE MARKETING PERFORMANCE BELL CURVE™ SHOWS

Most marketing programs do not work, and by “work”, of course, we mean not how much the company sells but how much it sells at a profit. The evidence shows that—when management can even measure the return—most marketing programs do not provide an acceptable return on investment. Some executives believe that even when marketing programs do not generate a clear ROI, they produce a significant positive effect on sales. But even that is debatable. Most marketing programs do not achieve their sales goals. Most marketing programs do not obtain margins great enough to justify their existence.

We have been collecting data on the performance of marketing programs for consumer and business-to-business products and services for over a decade. The results are surprising. Like many things—intelligence quotients, people’s heights, SAT scores—marketing program performance can be illustrated on a curve such as the Marketing Performance Bell Curve™ in Figure 2-1.

Figure 2-1 The Marketing Performance Bell Curve™
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Statisticians calculate a statistic called the standard deviation, which captures a figure plus or minus a certain amount. One deviation around the average represents axiomatically plus or minus 34 percent, or 68 percent of all the cases. Two standard deviations capture 95 percent of the cases. And plus or minus three standard deviations represent 99 percent of the cases. Both ends of the Bell Curve™, “Well below average” on the left and “Well above average” on the right, represent relatively few marketing programs. The majority (68 percent), of course, are in the middle; they are the average.

Below the Bell Curve™ we show different indicators of marketing performance. The first question we asked is “How is the average product or service doing?” To answer the question we turned to data collected by Nielsen and IRI for packaged goods and other sources for other product categories. What we’ve learned is that the average brand or product is losing about a third of a share point per year. It’s moving ever so slowly, but inexorably, toward oblivion. That’s no indication of great success.

Every three to four years top management looks at figures like this and, shocked at the brand’s decline, calls the chief marketing officer into his office and bellows, “We’ve got to turn this brand around! Bring the advertising agency in here! We need a new campaign! How about R&D? Anything coming out of R&D? What about packaging? What about promotion?” Since CEOs under these circumstances tend to get what they want, the marketing and advertising people slap together a “turnaround” campaign. Three to six months from start to finish is about the norm.

Usually the company does not test the campaign’s advertising using quantitative research methods—sometimes the campaign is not even shown to focus groups—and rarely does the company do any simulated test marketing (which we’ll talk about in Chapter 16) to assess the marketing program’s performance before introducing it into the world. The company launches the campaign, which, in 95 cases out of 100, fails to reverse the share decline. The brand continues to slip away.

Some people say that all the new product introductions cause share declines for established products and services. This, in fact, is true. New products do erode the performance of established products. But as we noted earlier, this is not to say that a great many new products or services are succeeding. Most new products fail, and they hurt the marketer’s reputation as they crash and burn. And this failure rate is not restricted to consumer products. We’ve seen a comparable failure rate for new consumer services (admittedly most of our data is on financial services) and for business-to-business products and services.

Take, as a recent example, Procter & Gamble’s February 2000 decision to abruptly suspend advertising for the new Noxzema skin care line, which they had been working on for years. Launched in the summer of ’99, with a first-year budget of $55 million, the line’s performance was underwhelming. Its collapse can’t help but tarnish P&G’s rep as a savvy marketer and at the same time confirm our view of how difficult new product marketing has become.

Robert McMath’s New Products Showcase & Learning Center in Ithaca, New York, is filled with new product blunders, like Singles, a line of meals Gerber tried to market to seniors. Or PepsiCo’s Crystal Pepsi and Miller Brewing’s Clear Beer, both which might have been advertised as “All of the taste with none of the color.” Tea Whiz, Nestea’s yellowish carbonated beverage, apparently had the opposite problem.

Then there’s the Apple Newton, which was supposed to inaugurate the “personal digital assistant” market, Kodak’s PhotoCD, which was supposed to inaugurate the digital photographic market, and WebTV, a $249 box that transformed a television set into a Web-surfing e-mail machine. After Sony and Philips Electronics spent $50 million to introduce the new machine, they had sold only about 50,000 of them, since apparently couch potatoes do not seem that interested in an interactive medium.

These are not isolated examples. Most new products fail. According to Marketing Intelligence Ltd., in 1998 some 25,181 new consumer products made their way onto store shelves—90 percent of them to fail within three years. One reason, perhaps, is that a scant 5.9 percent of 1998’s new products were truly innovative. And while no one tracks new business-to-business products and consumer service the same way, in our experience the record is much the same.

As the Bell Curve™ shows, the average new product and service success rate is 10 percent. Again, this is no indication of great market success. And this may be generous. Our experience with packaged goods, the arena with some of the biggest brains in marketing, suggests a success rate under 5 percent in the late ’90s.

And what about advertising? Are most campaigns successful? We do know that ad programs—for reasons we’ll discuss in depth later on—fail to penetrate buyer consciousness. It’s far more likely that people remember nothing about a campaign. For example, after a media buy of $15 million (1,000 GRPs) in prime-time television, proven recall of the advertising averages under 10 percent. This is terrible.

What about ROI? On average, the return on investment of advertising is 1 to 4 percent. By our measures, this suggests that most companies would be better off taking their ad dollars and putting them into certificates of deposit.

This is not to suggest that more advertising programs could not be very profitable. The problem is not advertising per se, but rather the problematic way companies develop most advertising campaigns today.

Some people argue that if you want to see real advertising efficiencies, you need to look at direct-response programs through the mail, on the phone, and on the Net. Yet the average direct-response effort draws an 0.8 to 1.2 percent return and is declining. This represents a drop from a 1.5 percent average in the recent past and from approximately 3 percent 20 years ago. Decelerating performance is even faster on the Web. Surfers were clicking on Web ads 2.5 percent of the time in early 1997, 1 percent in early 1998, and less than 0.3 percent of the time today.

If advertising is so dismal, perhaps the answer is promotion: coupons, contests, events, rebates, and other short-term efforts. Today only one out of three marketing dollars goes into advertising; the rest goes to promotion. Twenty-five years ago the figures were reversed. Promotion has done so well because many marketers have been unable to demonstrate a convincing connection between advertising and sales, while promotion is clearly tied to sales. (That is slowly changing as research technology improves. Companies are now recording both the television commercials to which consumers are exposed and the products they buy at supermarkets and drugstores to discover a relationship between exposure and purchase.)

But how effective is promotion? Magrid M. Abraham, president of product development and marketing at Information Resources, Inc., and Leonard M. Lodish, professor of marketing at the Wharton School, found that only 16 percent of the 65 trade promotion events they studied were profitable, based on incremental sales of brands distributed through retailer warehouses. They found, in fact, that in many promotions it cost more than a dollar to obtain a dollar in incremental sales.

Our own experience is that consumer trade promotion programs are marginally unprofitable. Today companies spend more money on promotion than they spend on advertising, and yet careful analyses of promotion performance suggest that, more often than not, the campaigns cost more than they return. We occasionally find executives who proudly report the total sales from a promotion, but they have not stripped out the sales they would have obtained without the promotion. Such simple answers also fail to take into account the deleterious effects of promotion on brand equity, a topic we’ll take up later. Promotion is not the answer to marketing success.

On average, customer satisfaction, based on worldwide studies, is in the disappointing 70 to 79 percent range. Customer retention is in the 65 to 79 percent range. We find these numbers almost comical in light of all the talk about delighting customers. After all, “100 percent customer satisfaction” and “100 percent customer retention” have been the banners management consultants have carried around the planet for the past decade.

As we have discussed in earlier books—and the situation has not changed—new customer acquisition programs are exciting for marketing people. These are programs in which you try to find new prospects, new buyers, and new customers, and many companies spend more on such efforts than on current customers. Yet, on average, the programs show losses.

A final indicator of marketing performance is brand equity. Simply put, brand equity is a measure of the “good will” that a product or a service enjoys, often reflected in buyer perceptions of product distinction and superiority. Brand equity numbers are declining for brands in a broad range of categories. One need not look any further than American automobile companies, airline companies, beverage companies, personal computer makers, and packaged goods companies for brands with equity scores that have been declining over time. Some show brand equity declines despite sales gains; this occurs because of gains in distribution or enhanced marketing spending, the benefits of economies of scale, which often impact sales but not equity. Consider, for example, Coca-Cola. Its marketing muscle has helped to move the sales needle at the very same time its brand equity is in decline.

We have shown the Marketing Performance Bell Curve™ to marketing people at more than 50 of the Fortune 200 companies in the past three years and asked, “Do your marketing programs perform on average any differently from what we’ve observed in our practice?” No one has contradicted the findings. On the other hand, no one really wants to talk about it either. It’s embarrassing.

Too many marketing programs fall into the Zone of Death-Wish Marketing, a concept we’ll describe in detail in the next chapter. For now let’s just say—doubtless confirming the experience of many readers—that most marketing programs fail to build loyalty, consideration, preference, or long-term volume.

COMMODITIES INTO BRANDS OR BRANDS INTO COMMODITIES?

At one time—and not very long ago, at that—many more products were commodities than are today: coffee, bath towels, pickles, salt, chicken, pineapples, and even water. Maxwell House, Ralph Lauren, Vlasic, Morton, Perdue, Dole, and Perrier changed that. They turned the commodities into brands.

Usually consumers distinguish a brand by attributes other than its price. The exceptions are those unusual brands built on price appeal, such as Motel 6, Marcal tissues, and Ameritrade, a Web-based securities broker. In theory, there are no commodity products or services. Everything can be branded because every product, every service can offer something more than price (and the basic elements required to compete in the category at all; to survive, even Motel 6 must offer clean rooms with comfortable beds). Morton salt is special because “When it rains, it pours.” Perdue chickens are special because “It takes a tough man to make a tender chicken.” Maxwell House coffee is still “Good to the last drop” almost five decades after I Remember Mama.

Today there is much talk in the trade press about commodities being turned into brands, and we agree that happens. We’ve seen our own client Mobil do this with automotive and industrial lubricants; Novartis do it with vegetable seeds; Green Mountain Energy do it with kilowatt hours; and International Beef and Pork and Excel Corp. do it with beef and pork.

At the same time, we see far more brands being transformed into commodities than the other way around. When an existing product loses its distinctive positioning, it turns into a commodity, a product (or service—say, trash pickup) that cannot be distinguished from its competitors except by price. What happens when the company has a short-term focus? Or has no clear target? Or emphasizes low price? Or engages in heavy promotion? Or allows product differences to disappear? Or never develops a compelling positioning? Or diffuses its original positioning? Commodity status is the result.

One frightening indication of brands being turned into commodities comes from our studies of the role of marketing-mix factors in driving market share across a broad range of product categories. What factors are becoming more important over time? Share of distribution and share of shelf facings!

Take the distribution levels and shelf facings of all the competitors in a category, add them up, and divide by the number of brands, and you have the share. Share of distribution and share of shelf facings today are increasingly correlated with share of market. This means that buyers are increasingly buying as if they were blindfolded. As brand equities diminish, consumers are less likely to “see” brand differences. More and more, what matters most is distribution.

These are all examples of marketing having thrown a rod. The brand slides toward commodity status. Nothing but price distinguishes it in the buyer’s mind from competitive brands. And when that happens, the company has dissipated its brand equity, which is just the opposite of what you would like to do.

THERE IS HOPE: SOME COMPANIES ARE GETTING IT RIGHT

True, certain companies do market effectively and have grown because they do: British Airways, Dell, ExxonMobil, Harley-Davidson, Microsoft, Pepsi, and others. Other companies have grown because they capitalized on a product or service innovation: Nucor, MCI, Rubbermaid, and 3M, to name just four.

Nevertheless, while a company can go a long, long way on innovation, it must inevitably learn to market its products. Nucor, for example, began its extraordinarily successful steel business by building a mini-mill and using scrap as a raw material. As one result it was able to compete on price not only with integrated U.S. steel makers—Bethlehem, Inland, U.S. Steel—but with Japanese companies. However, as other companies built mini-mills and began using scrap, Nucor’s innovation (and price advantage) became less significant, and marketing became more important.

Because marketing is a relatively new discipline, and because the environment has been changing so radically, it is not a surprise that most businesses do not do it well.

For years—certainly well into the 1950s—the challenge at most companies was simply to sell what the factory made. Only then did the marketing concept spread—the idea that organizations can satisfy their own long-term objectives, such as profitability, by coordinating and focusing all their activities on identifying and satisfying customer needs and wants. Today that idea is widespread, although not universal; a manufacturing manager at a chemical company recently said to us, “I’ll tell you what’s best for the customer. It’s what runs best in my plant.” He meant it, because he added, “That’s what I can produce most efficiently, to the highest quality level, with minimum problems, and deliver on time. So what the customer really needs is what we can produce best.”

Ken Olsen, founder and ex-CEO of Digital Equipment Corporation, is alleged to have said, “Marketing is what you do when your products aren’t very good.”

But even among executives who embrace the marketing concept, we find too many marketing programs doomed to failure because of mediocre decision-making based heavily on intuition and experience. And we’ve come to realize that these poor marketing decisions often result from too much testosterone.



CHAPTER
3
Testosterone Decision-making: The Manly Way to Screw Up

Our first exposure to testosterone-driven decision-making goes back more than 20 years. We were young, life was slower, and we were a lot more naive about marketing. It is 1976 and small cars are about to revolutionize the American automobile market. We’ve had a gas crisis. The National Highway Traffic and Safety Commission is publishing guidelines on fleet gas consumption averages, so the government is regulating toward small cars. The Japanese car makers are starting to figure out what sells. We, like many other young Americans, are driving Volkswagen Beetles. And Yankelovich research (Clancy was a consultant to Yankelovich, Skelly & White at the time, Krieg a marketing researcher) shows that Americans are starting to think small, starting to think that a big car is a gas guzzler and not such a good thing anymore.

We are working with the late Florence Skelly, one of the intellectual giants in marketing research, and General Motors is a client. The executives are all middle-aged men, all living in Detroit, and all employed by General Motors for a long time. They drink Manhattans at lunch while they eat big steaks with potatoes. It might still have been the 1950s.

After one long, heavy lunch, we go up to the office in the GM Building, temple to the automobile, and Florence says, “Small cars. You gotta get ready.” GM is paying us to be visionaries, so we predict, “Small cars are coming.”

The senior marketing executive climbs out of his chair, looks out the window, and says, “I don’t know what you’re talking about. I don’t see any small cars.”

We say, “You don’t see any small cars because we’re in the General Motors Building in Detroit, Michigan, in the Midwest. People out here are all driving big iron.”

He gives us a scornful look. “I don’t believe it. I don’t see any small cars.” End of discussion. End of GM’s total domination of the market.

In the last two chapters we made the case that companies are in trouble. They are beleaguered because their marketing is not at the center of the business, where it should be, and because even when marketing is at the center, most marketing programs are not very good. But why not? The tools for exceptional marketing—as we’ll be showing through the bulk of this book—exist. Collectively, we have enough experience to know what works and what doesn’t. Why don’t executives employ the tools available? Why don’t marketing programs perform the way they should? We’ve concluded that the cause is widespread testosterone-driven decision-making.

HOW TO TELL A TESTOSTERONE-DRIVEN DECISION-MAKER

We know from our experience and observation that testosterone-driven decision-making tends to be what guys do. Testosterone-driven decision-makers are the guys who assemble complex toys on Christmas Eve without reading the directions, cook without a recipe, make business decisions without research. This is the stuff of popular culture worldwide. It is the subject of Professor Deborah Tannen’s books. Her bestseller “They Just Don’t Understand” is must reading for all managers. There are T-shirts that say “Real Men Don’t Use Road Maps.” Women talk about the problem, and comics joke about it: Why does it take a million sperm to fertilize a single egg? Because they won’t ask directions.

Testosterone-driven decision-makers feel that asking for help is tantamount to admitting weakness, and what real man admits weakness? Some of these decision-makers are admittedly candidates for Prozac therapy. One testosterone-driven CMO we once worked with had a sign on his door that read, “I’d rather be feared than loved.” While he is not an evil man in his personal life—we find him to be a gracious and charming host—in his professional life he derived satisfaction from making people afraid of him. He accomplished that by yelling at people and by having what we saw as faux fits from time to time. Ultimately he reached the point where nobody wanted to go into his office and he could make his decisions in splendid isolation.

We know another testosterone-driven CMO who, if he has a drink at lunch, says, “Let’s go back to the office and make the girls cry.” We have objected to this behavior on more than one occasion, but he brushes us off. The “girls” are sensitive women and men, and this executive finds twisted satisfaction in calling someone into his office and blasting her to see if she will literally break down and cry. Sometimes she does. And usually, in time, she quits.

We know a testosterone-driven senior marketing executive who keeps a container of rusty railroad spikes on his desk. When one of his people does a piece of work he dislikes, he calls the miscreant into his office and roars, “You’re dumb! Totally dumb! Here’s this nail! This nail is one more nail in your coffin, and I’m going to be on your back until you straighten this out. You go back to your office and put that nail on the corner of your desk. It’s going to stay there and everyone is going to know you’ve got a nail until this gets resolved.” At that corporation, when you walk into someone’s office who has a big spike on his—or her—desk, you know he’s in hot water.

These men are, of course, exceptions. But the testosterone decision-making characterizing many marketing decisions today is not; it is normative.

WE’VE MEASURED THE TESTOSTERONE RUSH

But to be true to our principle that intuition is not adequate to make a judgment, we could not be satisfied with our experience and our reading to identify testosterone-driven decision-making. We needed research. In preparation for last year’s annual marketing meeting of the Conference Board, we designed and commissioned a study of 293 senior marketing managers (144 men, 149 women) representing a cross section of Fortune 1000 companies. The survey investigated perceptions of male versus female CMOs by the marketing managers who report to them in terms of 34 different aspects of decision-making and management styles. The complete results of the survey can be found on our Web site at copernicusmarketing.com.
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