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THE PROFIT ZONE

THE SUMMARY IN BRIEF

TheNo. 1 problem in busness today is profitability. Where is the profit
zonetoday? Where will it betomorrov? The profit zoneis the area of your
economt neghborhoodwhere you areallowedto earn a profit. To reachand
opeaate in the profit zoneis the god of every company.

The ques for profitability has becomemoreimporiant than eve. The hype
of the Internet, the freeflow of excessventurecapital andthe strength of the
equity marketshavecollaboraedto create many foolish busnessmodek. This
increaes the needfor the disdpline of businessdesign reinvention.

We're looking forward to the red posébility of a sugained period of low
profit and low growth for all thethousandsof busheses tha don’t undersand
wheretomorran’s profit will comefrom — and how to reinvent their obsokte
bushes desgnsaccordingly.

By studying the examplesof great businessreinventors— suchasJack
Welch, Charles Schwab,Michael Eisne, Bill Gaes andsevea othas— you
will beable to createvaluefor your cusomers and capture value for your busk
ness. Each of thereinventorshave been extraordnarily sucessful at using
cardully chosen tactics to crede exceptiond profit growth for his company

By developing superiorinsightinto custorrers and adgpting a companys
bushes desgn accordingly, businesslealers can get off thetreadmill of just
doing the sameold thingsfager andbetter andreturn to the profit zone.This
summay ansvers the mostfundamentd question in busines: Where will |
makea profit tomorrow?

INTHIS SUMMARY, YOU WILL LEARN:

» How to protect your profitability.
* Why market shareis dead.
» How to designa cugomercentric businessthatleadsto profit.

» About11 different profitability modés tha can be usel to achievevarious
profit-centricbusness designs.

» Aboutthebusness leadersand companieswho haveled theway in rein-
venting their busness designandhow they suaceeded.

» How busness designinnovation creates the profit zone.
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THE COMPLETE SUMMARY: THE PROFIT ZONE

by Adrian J. Slywotzky and David J. Morrison

Market Sharels Dead

As a manaer, you weretaughtthatthe pursuitof
market share andgrowth aubmaically placesyouona
dired routeto businessuccessHowever,theseformer
ly dired roadshavebecomemazesriddledwith traps
wrongtums anddead ends.Many large companies,
after takingthe turn towardmarke shareandvolume
growth, have only hit a profitless wall.

Congder the experienceof IBM, DEC, GM, Ford,
UnitedAirlines US Steel Kodak, Sears andKmatrt. All
achevedleadingmarketsharepostions: No. 1 or No. 2
in their industries Yet all theseleades saw their prof-
itability begin to erodeduring the 1980s Their dominant
share postionsdid not proted them.Severalbf these
companeshavesince implementedradical changesn
their businessdesgn. Their focuson profit, not just mar
ket share,hasled to dramaticreboundsin value.

Managing for Volume Growth or Value Growth?

In the old econom¢ order,in the ageof marketshare
volumegrowth wasa guaranor of sucess.Growth was
wha we weretaudht to pursue It creded higherprofits
for all, including marketsharelaggards companies with
poor businesslesignsandcompanies tha werepoorly
manaed. A rising tide raisedall bods.

However, indudry growth anda company’svalue
(stock price) growth no longerhave a one-to-onecorrela-
tion. Fastgrowing industies suchasconsumer eledron
ics, telecanmunicaionsandsoftwarehaveeach produced
scaes of terminally unprofitable companies By contrast,
Coca<Cda achieved significantvalue growthin the low-
growth beverageindustry,asdid GeneralElectric in a
collection of low-growth manufaturing industries.

No-Profit Zones

No-profit zonesarethe black holes of the business
univer®. In aphystal black hole, light waves go in but
nevercomebackout. In anecmnomicbladk hole,invest
mentdollarsgoin, butthe profit dollars neve come
backout. Paraloxically, the devout pursuitof market
shae may bethe single greatescreator of no-profit
zonesin theeconany. =

Customer-Centric
Business Desgn

Let’'s begn with wha custoner-centric thinkingisn’t.
It isn’t traditiond, conventional market research—
mouniains of daa, hundrels of tables and no acionabk
insight Nor isit traditiond cusbme satisfaction
reseach, an importantbut badkward-looking measure
mentof how yesterday’s decision makers rated uson
wha was important in yegerday’s busnessmodel

By contag, cugsomer-centric thinking needsto look
at the customers’ problemsthroughthe cusomers’eyes,
not throughthe eyes of a market reseacher The cus
tomer-centric thinker spendstime talking to cusbmers
rather than reading reportsand thereéby gainsanunder
standing of the cusbme’s perspective.

Cusbmer-centric thinking is difficult for two reasons.
First, manayers andexecutives who hawe beenaround
for a coupleof decades were trained in a product-centic
world. Second, a compary’s focuschangesovertime.
During the entrepreneurial phase, the compaly must
focusintensdy on the customersor it will fail. Asthe
company grows and suceeds, howeve, it tendsto
become focused moreandmoreon itsdf — itsinternal
budgés, internd resoure@ concens and internal politics
— and therefore has a great ded of difficulty with
cugomer-centric thinking.

(continuedon page3)
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Summary: THE PROFIT ZONE

Customer-Centri ¢ BusinessDesign
(continued from page 2)

Reversethe Value Chain

To begincustomer-cemic thinking, manages must
reversethe traditionalvalue chan. Customer-centric
thinking focuseson the customes’ neals and priorities
andidentifies optionsthroughwhich thesenealsand
priorities can bestbe met.

Fromthere,it is deternined whatchannelscan saisfy
those needsandpriorities,the service and productsbest
suited to flow throughthosechannek, theinputsand
raw méaerals requred to createthe produds and ser-
vices andthe assés andcorecompéendes es®ntial to
theinputsandraw materals.In otherwords,the tradi
tional value chain mustbe compldely reversed.

Cracking the Codeon Custome Prioritiesand
SygemsEconomics

Customerpriorities arethe thingstha areso impor-
tantthatthe customemill paya premium for themor,
whenthey cant getthem,will switch suppliers. With an
indugrial custome, thereis rardy onebuyeror one
sourceof influence.The structure of a customer'sneals,
behavior, dedsion-making process price sensitivities
andpreferenceds ascomplexasary molealle. The
challengein strakgic customeranalyss is to both
undestand multiple levels within an organiation and be
ableto use variousmethodobgies to puttogehera
mosaic of thereal picture.

Evenputting the right questonsto theright people
will notalwaysprovide a manage with enoughinfor-
mation,becausenat all of a custoner’s neels are articu-
lated.One of the mostpowerfultoolsfor ferreing out
those silent, unarticubted andat timesunknawvn priori-
tiesis analysisof the custoner’s systemsemnomics.

A custamer’s systemseconomes includes the amount
pad for the produd or service the codsto use store
anddisposeof it; thetime consumedin the purchase
transation andthe usagepatten; andthe amount of

hassle that has to betoleraedor pad outthroughoutthe
entire progess

Redly knowing the cusome’s systems economcs
enablesyou to answe this question: “How canwe reat
ly addvalueto thecusomea?’ Theansver to thatques
tion can be ascertainedby creating a privilegedinforma
tion flow from atruly market-representative crosssec
tion of custorrers If you aren’t meeting true cusomer
priorities, you run therisk of supplyng an irrelevant
productto indifferent cusomes.

Anticipate Changing Priorities

Thekey question for cusbme-centric businessdesign
isnotwha a cusbme’s priorities are today — that
ganeisalready over — butwha a cusoma’s priorities
will betomorrow.The oddsof discovering thatrisedra
matcaly when three thingshgppen:

1. Theinformation comes from relevant sourcesat
multi ple levds of the cusoma’s organization.

2. Thequesionsasked are nonsandad, creativeand
chdlenging.

3. Thereis a bdance between undestanding the next
opporunity and recognizng the finandal, politi-
cal, accounting and organizatond barriersthat
stand in theway of capturing it.

Build the Next BusinessDesgn

Equippedwith anundestanding of whatyour cus
tomer’s priorities will betomorrav, you can beginthe
processof building your compary’s nextbusiness
design. Thefirst question in cusomer-centric business
designwill not be aboutcore compeency but aboutcus
tomer relevance.

The offering will changefrom produds (which are
abundart) to soluions (which are difficult to create).
The company’s activities will changefrom “D o every
thing” or “Do wha we dowell” to “Do what mattersto
thecusome” and “D o whatwe arebest at” Outsource
therest, or find businesspartners to provide it with you.

(cortinuedon page4)

TheValue Chain

The Traditional Value Chain
Start with Assets, Core Competencies

The Modan Value Chain
Start with the Customer

g;?\(,jilégt/ Channels The
; Customer
Offering

Assets/Core Inputs, Raw
Competencies / Material

Customer Channels

Iston Offering
Priorities

Inputs, Raw ) Assets/Core
Material Competenci
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Summary: THE PROFIT ZONE

Customer-Centri c BusinessDesign
(continued from page 3)

Thekey driver will be cusbmerrelevanceratherthan a
focusonwhata companyknows howto do. m

How Profit Happens

Profitability is anextraordnarily complexphenome
non.How andwhy profitability ocaurs variessignifi-
cantly from oneindustryor company to anothe. There
areatlead 22 modeb/paternsof profitability tha
explainhow profit happensn variousbusinessesMore
will bediscovered.And, in certan businessestheinter-
play of two or more of thesemodek explans how profit
really hgppensin the business

Profit-Centric BusinessDesign

In the classicproductcentrc age, the key quesion
was “How canl gain marketshae, increaeunit vol-
umeandgain scaleeconones?” In the new age of
rapidly shifting marketvaluethatcommenced in the
mid to late 1980s the quesions are different: “Where
will | be allowedto makea profit in this industy?” and
“How shauld | design my businessmodelsothatit will
be profitable?”

Elevenprofitability modelsarede<ribed here Each
modéd hasdifferentbusinespaternsandstrategis that
you can useto mowve your companyinto the profit zone

1. Customer Development/Custome Solutions
Profit: Compariesthatimplement a customerdeelop-
mentmodel inved heavily to undersandtheir customes’
economicsand find waysto makethemmaorefavorable.
They reachthe prdfit zoneby first probing how their cus
tomes buy ard use their products and thenfinding ways
— beyond merely selingthe product — to helpthecus

tomessin the difficult, expensiveor time-consumingareas

of their process The methodby which customersare
develpedexplainsthe companie’ profitability.

Sucesful firms thathaveapplied the disapline of
the cusome dewelopmentmodel include Nordstrom,
Intuit andNorthwesternLife. Each has achievedsignifi-
cantly higher custaner coninuity than its competitors
and,asaresult,higherlevels of sustaned profitability.

2. Product Pyramid Profit: Thevariaionsin cus
tomerincomeandpreferencesnale it possibleto build
produd pyramids.They existin markes asdiverseas
watchnmaking, automotivesalesandcredit cards.At the
basearelow-priced, high-volumeproducts At the apex
arehigh-priced,low-volumeproducs.

Theprofit is concentratedat the top of the produd
pyramid butthe baseof eachpyramd playsa critica
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strategic role in the system. Astute bushessdesgners
swch as Mattel make certain to build a“firewdl” brand at
the bottom of the pyramid: a strong, low-priced brand
that is produced at a profit, howeve slim. The purposeof
this brandis to deter compditor entry, therédoy proteding
the enormous profit marmginsat the top of the pyramid.

For exanple, Mattel produes alow-end Barbie doll
sotha (1) no unoontested spaeis left open for com:
petitorsand(2) profits from the $200specia-edition
Barbie doll atthetop of the produd pyramid arepro-
teded. When afirewdl brandisn’t built, compettors
havethe opportunity to comein at the bottom andthen
work their way towardthetop, where the profits are.

3. Multicomponent System Profit: In sanebusiness
es there are several components of the production ard
sdling systemand each conponert hasradically diff er
entprofit characteristics. Failure to maximize participa
tionin the highest-profit componerts depres®sthe prof-
itability of the ertire system. On the other hand full par-
ticipation in the less profitable componentsis requred to
win the market for the most profitakde componerts.

In carbonded beveages for exanple, the components
are grocery fountain andvending. Price reali zationsare:
grocey, 2 cents per oungs; fountain, 4 cents perounce;
and vending, 6 cents per ounce The profit zoneis in
fountain and vending, but in orde to win in thoseareas,
a companyneedsa strong brand.Brandsare devebped
and maintained throughthe mass-market, low-profit
grocey segnent Onefightsto maintain shae and
brandpostion in low-margin grocey; onemaximizes
vending penetration to maximize profitability. Coca-
Colaleamed andapplied this brilliantly.

4. Switchboard Profit: Somemarkets arecharader-
izedby multiple sdlers communicding to multiple buy-
ers. High transadion costs areincurred by both There
may be an opportunity to create a high-vdue intermedi-
ary that concentrates thes multiple communication path-
ways through one channd, by creding a“ switchboard.”
This reduces the costs of both buyes and sdlers, in
exchangefor afeeto the switchboad opeator. Examples
include Schwab’s OneSoure@ andAutobytd.

5. Time Profit: In business speed is usudly impor-
tant Often,afirst-mowver advantage allows an innovaor
to geneate exaessreturnsbefore imitators beginto
erodemargins. Thetime profit modd is designedto
take advantge of this phenomenon.In this model profit
derives from uniqueness Price premiums exist, but only
until imitaton erases them.

Theredity of this paternis thatprices are high and

(continuedon pageb)
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How Profit Happens
(continuedfrom page4)

profits are abundah— thereis a profit zone— but only
for a short periodof time. Condant innovationis the
only way to remainin the prdfit zone.As value migrates
awayfrom its mostrecentinnovation, a compary mug
introducethe next one,in orde to re-enterthe profit
zone.This profit modelis atthe coreof Intel’s sucess
which is why the entire Intel businessdesignis geared
for speed.

6. Blockbuster Profit: Undestanding blockbuste
profit is essential for pharnaceutical companies,pub-
lishers, film studios,music conpanies and software
firms, which hawe largeR&D and laund costsand
finite productcycles.

Whenthe costto developa new produd is fixed (and
usually high) andmarginalcostsof manufaduring after
dewelopment arelow, the bestway to maximize profits
is to improve the chanceshatthe productwil | achieve
very high volumelevels.With thes economcs, it is
better to bethe dominantleade in a few productsthan
to supportaverage postionsin many producs.

7. Profit Multi plier Model: A profit multiplier modé
reapsgains, continualy, from the sane produd, charac-
ter, trademark, cambility, or service. Profit multiplier
modéds can be powerful engiresfor businessethathave
strongconsumembrands.Oncethe hugeinvestmentin
creaing a brand hasbeenmade the creador may give
the brandlicenseacrossa broal array of products.

Thebeg exampe of a profit multiplier is Disney
Mickey, Minnie, Herculeset al. appe&rin movies,
videos and books;on clothes watchesandlunchboxes;
atthemeparks;andin storesNo mater whatform they
take thes charatersaregeneréng returnsfor Disney

8. Entrepreneuri al Profit: Somedeteminarts of
profitability areorganzatonal ratherthaneconomic As
organizationssuceedandgrow, they becomemorefor-
malized, morebureaucrati, morecareful, moreremote
from customersandslower to act Diseconomiesof
scde beginto work, overheadyrows anddecision mak-
ing slows. Direct feedbackirom cusibmersis redued,
filtered andoften ignored.

Thecompayy is vulnerableto entrepreneurswho are
in directcontact with cusbmersor proectively solicit
feedba& andwho remainfrugd becausetheyhaveno
cushionof affordability to supportunnecssaryexpens
es.The® twin forcesof dired cusome contact and
extremefrugality createthe potential for enormougrof-
itability. Most large companes,however, do not havea
busnessdesigntha permis them to hanessthesetwin

Soundview Executive Book Summaries®

forces of the entrepraneurial condition.

The mostdetermined applicaton of the entrepreneur
ial profit modé is Thermo Electron, which pre-emps
the profit-degroying effects of size by consantly spir
ning out new conmpanies. It's hard to compet against
the entrepreneurial profit modd. It's easier to conpee
aganstalarger, slower, moreinsulated player.

9. Specialization Profit: All businesesstart off being
very goodat sonething. Theybegn by offering a spe
cialist’s experise. But as they grow, they often move
beyondther specialization. Theytake on more and
more activitiesat which they are mediocre. Revenues
grow; profitability dedines.

Onthe other hand,growth throughsequenced special
izaion can be extraordinaily profitable. Electronic Data
Sysems (EDS), for exanple, grewthroughsequenced
specidizaion — madering the intricacies and econom
icsof compute solutionsfor many vertical segmersg
(hedth care, insurance, manufacturing, banking), but
doing so sequentially, not simultaneously. In eachvert-
cal segnment, EDS establishesexpetise thatis
unmatched — it becomes a spesialist— andit rolls that
expertse across the entire segnent. Then it moveson to
another segmaent.

10. Installed Base Profit: Oneof the mos powerful
profit mechanismsin busnessis the install ed baseprofit
model The suppler creadesan extensive indalledbase
of use's, who then buy the supplier’s brand of consum
ables or follow-on produds. The installed baseprofit
modelcanbe extremely lucrative — if the follow-on
market can be controlled.

This was a key conponent of Bill Gaes’ thinking,
from his very first busnes move. Microsofts strategy
was to price low, sd the standad, achieve ubiquity and
thenharvest the profits from upgrale'revisionrevenue.

11. DeFacto Standard Profit: Theinsilled base
becomesa criticd element of anoher high-profit model
when it allows the owner to establish a defacto stan
dad. The standad then drives cugsomer andcompeitive
behavior for an entire industry In this type of bushess,
numerousplayers, from origind equipment manufactir-
ers (OEMs) to applications devdopersto uses, are
drawninto the gravitaond orbit of the standardholder

The more playes tha enter the sygem, the more
valuabk the system becomes. As a cons@uencethe
holder of the standad can expe&ienc increasingreturns
as thevalue of the system grows Microsofthasbeen
able to conwertits installed basepostion into a defacto
standad tha is a very poweful econonic engie.

(continuedon page6)
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How Profit Happens
(continued from page 5)

ProtectingYour Profitability

While a companyis devebping a powerful business
designto generateorofit growth, it mustsimultaneusly
seach for anddeelopthe strategiccontrol pointsin its
indudry. The purpo® of a straegic control pointis to
protect the profit streamagains the corrosve effeds of
competiton andcustorrer powe. The rapid growth of
custoner power in the pasttwo decadeshasforced
strakegic controlto thetop of the priority list.

Therearemary typesof straegic control points:
brand, patent, copyright, two-yea productdevelopmat
lead,20 percentcostadvantagecontrol of distribution,
control of supply,owning custome information flow, a
unigueorganiationalculture and valuechan control.
Eachcontrolpointis designedo keepa companyin the
profit zoneandto preventconmpetitors from stealing
awaytha profitability.

Evey good busines designhasat least onestrategic
control paint. The bestbusinesslesignshavetwo or more.
Intel, for exanmple, hasatwo-yea lead, valuechan cortrol
ard a brand Coca-ola hasa brand,a low-costlogistics
system value chain managemeet anda string of super-
donminantpasitions (a marketsharetha is three four or
five timesits conpetitors’share)aroundthe world.

GE hasa low-cog posiion andowns the custome rela
tionship in the many caseswhereit providesafull pak-
age of sewices and soluionsto its cusbmes. Disney
ownsthe custome relationshipin family vacationsplusa
setof copyrights and a uniqueorganizaional culture that
competitors hawve yetto duplicate. Microsoft ownsthe
stardar, a string of superdomnantpostions (in multiple
product categaies) andabrand. =

Sone of the Reinventors and
How They Suceeded

Ove the pastcoupleof decales seveal business
leades haveemegedwho have figured out, or intuitive-
ly undeastood,how the rulesof the game havechangeal.
Their record of valuegrowth is al the moreremarkéle
whencomparedo the growth prospets of their indus
triesandthe laggingvalue performane of the market
shareleackrs.

Thes reinventars think, seeandactdifferently. They
stat with the cugsomer andwork therr way back. They
are congdantly focusedon how the profit zoneis shifting.
A decack ashead of therr peersthereinventorssawthe
move from the old product-centié, marketshareworld to
6
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the new customer-centric and profit-centric environment.

Theold-orde companies concentrated on market
shae and yesterday’s profit zone The new-ordercom
panies reinvented thar bushessdesign every five years
to stay relevant to cusbmers and to move into new prof-
it zones. Seveal hundrel billions of dollarsof value
shifted from companiesthathad dominaed yesterdays
profit zoneto thosetha were finding or creating the
profit zones of tomorraw.

Jack Welch — GE

GE’s businessdesgn answe's the manufacturer’s pri-
mary question: “How can| make a profit by making and
seling my product?’ Most manufaduring conpanies
only creak value for customers with ther products —
they all have product-centric busness designs.In this
environment, the only way a company can distinguish
itsdf is by esteblishing itsdf as acostor qudity leadsr.
And if all playerswithin an industrypursuecostand
qudity leadership, theindustrybecomes a no-profit zone.

As CEO of Generd Electric, Jack Welch reinvented
GE's busnessdesign three times each time moving fur-
theraway from the produd-centric manufacturing
model His mog recentdesignis referred to as
“SolutionsSdling” — aresponséo the needs andpri-
orities of GE’s cusomes.

A mid-size compary bought $500,000 worth of person-
al computersfrom GeneraElectic. Whatmakesthis
news?Well, for starters GE doesrit make computers! The
firm didn't buy its computersdirectly from the marufac
turer becatse the manufactuer only sells compuers— a
commodity product availablefrom dozers of sources

In cortrast, GE soldthe company the computers—
plusmuchmore GE sawthis company’s set of needs
and met them. It provided a solution. The prafit zonefor
GE was not foundin the produd (the comptter); it was
foundin the solution (add-onoptions accessories,ser
vice contracts and finanang).

Jim Donahugh — Madden Communications

Reinvention is not justfor the giants of industy,
CEGs of large public companies, nor justfor senior
manaers The prindples and techniques of reinvening
acompany’s bushess design to get it into theindusty’s
profit zoneareavalable to al of us.

Jim Donahugh was hired as a salesnman by Madden
Graphics acommacial printing company, in 1975. He
exercisal persistert cusome-centic thinking by asking
swch questons as “What can | doto add real value to a
custome?” and “Wha would be morevaluable than just

(continued on page7)
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Someof the Reinventors

and How They Succeaded
(continued from page 6)

sellingthe cugomera printing job?” Donahugtollowed
hisinstincts al the way to the prestencyof his compary.

MaddenGraphics eventuallybecane Madden
Communications. Donahughchanged Maddens printing
company businessmockl to thatof a communiations
managemet compary, which integrates display construe
tion desgn, manufacturing, assenbly anddistributionof
paoint-of-sak materials. Madden’scoreactivity is still
printing, but the Maddenpeopk don't really care about
printing asanendin itself. They care aboutwhat it does
for their customers.

Nicholas G. Hayek — The Swach

Soméimes thereinventionof a compary startswith
reinventingan entire industry Tha wasthe taskthat
NicholasHayek,a Swiss engneer andthe entrepeneur
behind the Swath watch,set for himsglf. His approach
wasto emotionalize his product, build a product pyramid
from low price pointto high andbuild a firewall brandto
protectthe profitsin his produd pyramid sygem.

The Swiss watch industry leading the world market
for de@ades, wasesseritally degroyed in the 1970sby
new busnessdesigndrom Timex, Citizen, Seko and
Casio. It became a no-profit zone.

Hayek’s key mowe in the 1980swasto crossthe
threshold defining “econony timepiece” andmove into
anecononic neighborhooddefined as*acaessory
“style” and “fashion statemen” This wasaworld of
designand fashion, not craftsmashp. He wasinterpre-
ing the 18-to 30-year-oldconaimea who was buying
Nike athletic shoesBenetbn sweatersand Gap apparé.

In the faceof enamousskeptiésm, Hayek decided to
makea plasticwatch thatcould be manufaduredinex-
pensively in Switzeland, with fewer moving partsand
lessfrequentrepairs.He conbinedthe words“Swiss
watch” to make" Swatch” andintroducel a produd that
challengedall the traditionsof theindusty.

Hayek madeSwatchhis firewall brard atthebottom
of the produd pyramid, which secured the low-endmar
ketandmadeit profitable.Thenhe protectedand
expandedhis postionsin the uppe pat of the pyramid,
taking advantageof the profit zonein mid- andhigh-
levelwatches sdling for 1 million Swissfrancsor more.

CharlesSchwab

CharlesSchwab revolutionizedthefinandal services
industly by aking theright questions By alwayslooking
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Roberto Goizueta — Coca-Cola

As Coca-Cola’s new CEO in the early 1980s,
Roberto Goizueta inherited a Coke that was powerless
to manage the profitability of its own system. In the
beverage industry, the value chain consists of syrup
manufacturing, bottling, logistics, distribution, mar-
keting and consumer relations. Moving from syrup
maker and advertiser (Coke’s business design in
1980) to value chain manager (Coke’s business
design in 1997 and beyond) helped Coca-Cola capture
the most profitable zones of the beverage industry.

Goizueta’s most significant business design inno-
vations were managing the value chain and focusing
investment on the high-profit zones. He regained
control of profit opportunities by redefining who his
customers were.

forward and asking how cusbmers’ priorities are shifting,
Schwab has remainedtwo stegps aheal of theindustry.

There was only onekind of playe in theinvestnent
gane of theealy 1970s— thefull-savice broker. A
traditional brokeage hous commandel high fees
because it providedinvestorswith a“bundked package”
— advice and counsé alongwith trading capabilities.
There wasno option for investorswho only wanted
accessto low-costtrades.

Schwabis first new bushessdesignwas thediscountbro-
kerage, which allowed aninvestor, acting on his own ideas
and without advice, to execute trades at alower price.

Then, whenindependent, fee-based investmentadvi
sory senvices started to grow in populaity in the 1980s,
Schwab sawa newsd of cusome priorities. Invesbrs
were going to indep@dent invesment advisors, or
“finangal plannes” becausetheyneeded andwanied
advice unvarnished by the broker commisson structure.
Remgnizing theseadvisors as potential allies and
bridges to new cusomers Schwab expandd his busk
ness design to treat finandal plannas ashis custoners
and dewelopednew savices for them.

Finally, duringthe 1990s Schwab redesigned his
busnes onceagadn. He noticed the soaing popularty
of mutual fundsamonginvegdorsandobsevedthatthe
way theywere beng boughtand sold was inefficient
and expensive. It was expengve for the mutual fund
companies to maket broaly, and it was expensiveand
time-consuming for a cusome to simultaneously deal
with seveal mutud funds.Scweb edablishel a
“switchboad” between them making it lesscosty for
mutual fundsto reach custoners and lesscomplicaied

(continuedon page8)
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Someof the Reinventors

and How They Succeeded
(continued from page 7)

for the customersvho could now ded with sewerd
mutual fundsthroughonepoint of contad. This new
innovation was called the Schwab OneSoure.

Schwabwas respording to both profit-centricandcus
tomer-centrt quesions. He redesgnedhis businesgo
meetinvedors need for lessreard-keeping hassleand
lower transacion costs. At the sametime, he madethe
mutual fund companiesnto Schwab customes by
chaging themfor acessto the Schwd invedor base. m

Other Reinventors

Reinvention canbefoundin aimog ary industryand
canbebolsteredby a variety of busines designs.

* Andrew Grove of Intel usal the “Two Steps
Ahead” business dedgn. In anindudry thathasseen
enamousgrowth and innovation,he managdto stayin
the profit zoneby managingmoreof theindustry’svalue
chan andby owning therelationsip with theend user.

» Michael Eisner of Disneyused the “P rofit
Multip lier” businessdesgn. He sawthat Disneywas
becomingmoreand more anintellectud propertybust
ness He expandedDisney’s audienc from children to
the entirefamily. He also expandd Disney’s scopefrom
movies, themeparksandlicense consime produds, to
televison producton, TV andradio networkbroadcast-
ing, cablenetworks, videocasdtes DVDs, retail stores,
themepak hotels,vacaton padkages, sportsteams
Broadway musials, cruisesandmuch more

» Gea geHatsopoulos of Thermo Electron used the
“Spin-Out” or “Entrepreneurial” busines design.
Believing tha the size of the conpanyhinderedits ability
to stayone step aheadof the cusbmer — andthenesdto
continually motivate andretainhis mod talentedemploy-
ees— asthe compary grew, Hatsopoulosmplemente a
planto spn outits corebushnesgsinto separatesemi-
indeperdent companies.Led by key talentedemployes
who were rewaded basedon performance, Thermo
Electon was able to intensify the company’scontactwith
customers, gan beter profit results andmoreeadly
attract captal investment m

busnes dedgnis completely
differentfrom the logic that dri-
vesGE’s. Microsoft and Disney
areworlds apart.

Reinvention is aboutthe cus
tomer and profitability, but ulti-
mately it is aboutcreativity —
aboutdesgning a business
modelthat is unique

Perhgsthe mostimportant
bendfit of studying reinventors
and how they discover or crede
profit zones in ther indudriesis
gragping how the creative
processworksin busness(how
busnes desgnschangeeveay
five yeas), what disdpline (in
cugomer and profit thinking) it
requires andhow extraordinary
its outcomes can be.

Moving Your Company Into
the Profit Zone

so@w RECOMMENDED

READING LIST

If you liked The Profit
Zone, you’ll also like:

1. Exceeding Customer
Expectations by Kirk
Kazanjian. Kazanjian pro-
vides a thorough case
study of the success of
Enterprise Rent-A-Car and
offers an in-depth look
into the practices that have
boosted the company to
the top of its industry.

2. Know-How by Ram
Charan. The author pre-
sents eight skills that sep-
arate top performers from
nonperformers in the cor-
porate world.

3. Blueprint to a Billion by
David G. Thomson. This
is a valuable guide to the
seven essentials that top
companies need in order
to achieve exponential
growth.

The processof moving your compary into the profit
zoneinvolves addressing a sequenceof 12 quedions

1. Who are my cusbmes?

Wha is my profit modd?

© 0N gaMwDN

design?

How are thar priorities changing?

Who should be my custorrer?

How can | add valueto the cusomer?

How can | become the custorrer’s first choice?

Wha is my current businessdesign?
Who are my real competitors?
Wha is my toughest compeitors business

10.What is my nextbusihess desgn?
11.What is my strategic control point?

12.What is my compaiy worth?

By ansvering thesequesions you will be equipped
to bed your compditorsto the profit zone

Each of the reinventors previoudy mentionedhas

been extraordinaily sucessful at usng carefully chosen

The Profit Zone Handbook

Pehapsthe single moststriking obsevation aboutthe
reinventors’achievements busnessdesignis how dif-
ferentthey are— differentfrom each otheranddifferent
from thar peers.The succesdogic that drivesCoke’s
8
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tadics to create exceptiond profit growth for his com
pany. Theseare alsotactics tha can beused by anyone
at any level in any busness.By usng thesetechngues,
you will beable to create valuefor your custonersand
capture value for your busness.You will be ableto
move your company into the profit zone =




