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How StrategicBusinessDesignWill LeadYou to
Tomorrow’s Profits

THE PROFIT ZONE
THE SUMMARY IN BRIEF

TheNo. 1 problem in business today is profitabili ty. Where is theprofit
zonetoday?Where will it betomorrow? Theprofit zoneis thearea of your
economic neighborhoodwhere you areallowedto earn a profit. To reachand
operate in theprofit zoneis thegoal of every company.

Thequest for profitability has becomemoreimportant than ever. Thehype
of theInternet,thefreeflow of excessventurecapital andthestrength of the
equity marketshavecollaboratedto create many foolish businessmodels.This
increases theneedfor thedisciplineof businessdesign reinvention.

We’re lookingforward to the real possibil ity of a sustained period of low
profit and low growth for all thethousandsof businesses that don’t understand
wheretomorrow’s profit will comefrom — and how to reinvent their obsolete
business designsaccordingly.

By studying theexamplesof great businessreinventors— suchasJack
Welch, Charles Schwab,Michael Eisner, Bill Gates andseveral others — you
will beable to createvaluefor your customers and capturevalue for your busi-
ness. Each of thereinventorshave been extraordinarily successful at using
carefully chosen tactics to create exceptional profit growth for his company.

By developing superiorinsight into customers and adapting a company’s
business design accordingly, businessleaders can get off thetreadmill of just
doing thesameold thingsfaster andbetter andreturn to theprofit zone.This
summary answers themostfundamental question in business:Where wil l I
makea profit tomorrow?

IN THIS SUMMARY,YOU WILL LEARN:

• How to protect your profitability.

• Why market shareis dead.

• How to designa customer-centric businessthat leadsto profit.

• About11 different profitability models that can beused to achievevarious
profit-centricbusiness designs.

• About thebusiness leadersand companieswho haveled theway in rein-
venting their business designandhow theysucceeded.

• How business designinnovation creates theprofit zone.
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Market ShareIs Dead
As a manager,you weretaughtthat thepursuitof

market share andgrowthautomatically placesyou on a
direct routeto businesssuccess. However,theseformer-
ly direct roadshavebecomemazesriddledwith traps,
wrongturnsanddeadends.Many largecompanies,
after takingtheturn towardmarket shareandvolume
growth,have only hit a profitless wall.

Consider theexperienceof IBM, DEC,GM, Ford,
UnitedAirl ines, US Steel,Kodak, Sears andKmart.All
achievedleadingmarketsharepositions:No. 1 or No. 2
in their industries. Yet all theseleaders saw their prof-
itability begin to erodeduring the1980s. Their dominant
share positionsdid not protect them.Severalof these
companieshavesinceimplementedradical changesin
their businessdesign. Their focuson profit, not just mar-
ket share,hasled to dramaticreboundsin value.

Managingfor VolumeGrowth or ValueGrowth?
In theold economic order,in theageof marketshare,

volumegrowth wasa guarantor of success.Growth was
what we weretaught to pursue. It createdhigherprofits
for all, includingmarketsharelaggards, companies with
poorbusinessdesignsandcompanies that werepoorly
managed.A rising tide raisedall boats.

However, industry growth anda company’svalue
(stock price) growth no longerhave a one-to-onecorrela-
tion. Fast-growing industries suchasconsumer electron-
ics, telecommunicationsandsoftwarehaveeach produced
scores of terminally unprofitable companies. By contrast,
Coca-Cola achieved significantvaluegrowthin thelow-
growth beverageindustry,asdid GeneralElectric in a
collectionof low-growth manufacturing industries.

No-Profit Zones
No-profit zonesaretheblackholes of thebusiness

universe. In a physical blackhole, light waves go in but
nevercomebackout. In aneconomicblack hole,invest-
mentdollarsgo in, but theprofit dollars never come
backout.Paradoxically, thedevout pursuitof market
share maybethesinglegreatest creatorof no-profit
zonesin theeconomy. ■

Customer-Centric
Business Design

Let’s begin with what customer-centric thinking isn’t.
It isn’t traditional, conventionalmarket research—
mountains of data, hundredsof tables and no actionable
insight. Nor is it traditional customer satisfaction
research, an importantbut backward-lookingmeasure-
mentof how yesterday’s decision makers rateduson
what was important in yesterday’s businessmodel.

By contrast, customer-centric thinking needsto look
at thecustomers’ problemsthroughthecustomers’eyes,
not throughtheeyes of a market researcher. Thecus-
tomer-centric thinker spendstime talking to customers
rather than reading reportsand thereby gainsanunder-
standing of thecustomer’s perspective.

Customer-centric thinking is difficult for two reasons.
First, managers andexecutives who have beenaround
for a coupleof decades were trained in a product-centric
world. Second,a company’s focuschangesovertime.
During theentrepreneurial phase, thecompany must
focusintensely on thecustomersor it will fail. As the
company grows and succeeds,however, it tendsto
become focusedmoreandmoreon itself — its internal
budgets, internal resource concernsand internal politics
— and therefore has a great deal of diff iculty with
customer-centric thinking.
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ReversetheValueChain
To begincustomer-centric thinking,managers must

reversethetraditionalvaluechain. Customer-centric
thinking focuseson thecustomers’ needsand priorities
andidentifies optionsthroughwhich theseneedsand
prioritiescanbestbemet.

Fromthere,it is determinedwhatchannelscan satisfy
those needsandpriorities,theservice and productsbest
suited to flow throughthosechannels, theinputsand
raw materials required to createtheproducts and ser-
vices, andtheassets andcorecompetenciesessential to
theinputsandraw materials.In otherwords,thetradi-
tional value chain mustbecompletely reversed.

Cracking theCodeon Customer Prioritiesand
SystemsEconomics

Customerprioritiesarethethingsthat areso impor-
tant that thecustomerwill paya premium for themor,
whenthey can’t get them,will switch suppliers.With an
industrial customer, thereis rarely onebuyeror one
sourceof influence.Thestructureof a customer’sneeds,
behavior, decision-making process, price sensitivities
andpreferencesis ascomplexasany molecule.The
challengein strategic customeranalysis is to both
understand multiple levels within an organization and be
ableto use variousmethodologies to put togethera
mosaic of thereal picture.

Evenputting theright questionsto theright people
will not alwaysprovide a manager with enoughinfor-
mation,becausenot all of a customer’s needsare articu-
lated.Oneof themostpowerful tools for ferreting out
those silent, unarticulatedandat timesunknown priori-
ties is analysisof thecustomer’s systemseconomics.

A customer’ssystemseconomics includes theamount
paid for theproduct or service; thecosts to use, store
anddisposeof it; thetimeconsumedin thepurchase
transaction andtheusagepattern; andtheamountof

hassle that has to betoleratedor paid out throughoutthe
entire process.

Really knowing thecustomer’s systems economics
enablesyou to answer this question: “How canwe real-
ly addvalueto thecustomer?” Theanswer to thatques-
tion can beascertainedby creating a privilegedinforma-
tion flow from a truly market-representative crosssec-
tion of customers. If you aren’t meeting truecustomer
priorities, you run therisk of supplying an irrelevant
productto indifferent customers.

AnticipateChanging Priorities
Thekey question for customer-centric businessdesign

is not what a customer’s priorities are today — that
game is already over — but what a customer’s priorities
will betomorrow.Theoddsof discovering thatrisedra-
matically when three thingshappen:

1. Theinformation comes from relevant sourcesat
multiple levels of thecustomer’s organization.

2. Thequestionsaskedare nonstandard, creativeand
challenging.

3. There is a balance between understanding thenext
opportunity and recognizing thefinancial, politi-
cal, accounting and organizational barriersthat
stand in theway of capturing it.

Build theNext BusinessDesign
Equippedwith anunderstandingof whatyour cus-

tomer’s priorities will betomorrow, you can beginthe
processof building your company’s nextbusiness
design.Thefirst question in customer-centric business
design will not beaboutcorecompetency but aboutcus-
tomer relevance.

Theoffering wil l changefrom products (which are
abundant) to solutions(which are difficult to create).
Thecompany’s activities will changefrom “Do every-
thing” or “Do what we do well” to “Do what mattersto
thecustomer” and “Do whatwe arebest at.” Outsource
therest, or find businesspartners to provideit with you.

3
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Thekey driver will becustomerrelevancerather than a
focuson whata companyknows how to do. ■

How Profit Happens
Profitability is anextraordinarily complexphenome-

non.How andwhy profitabili ty occursvariessignifi-
cantly from oneindustryor company to another. There
areat least 22 models/patternsof profitability that
explainhow profit happensin variousbusinesses.More
will bediscovered.And, in certain businesses,theinter-
play of two or more of thesemodels explains how profit
really happensin thebusiness.

Profit-Centric BusinessDesign
In theclassicproduct-centric age,thekey question

was, “How canI gain marketshare, increaseunit vol-
umeandgainscaleeconomies?” In thenewageof
rapidly shifting marketvaluethatcommenced in the
mid to late1980s,thequestionsare different: “Where
will I beallowedto makea profit in this industry?” and
“How should I designmy businessmodelsothat it will
beprofitable?”

Elevenprofitability modelsaredescribed here. Each
model hasdifferentbusinesspatternsandstrategies that
you canuseto move your companyinto theprofit zone.

1. Customer Development/Customer Solutions
Profit : Companiesthatimplement a customerdevelop-
mentmodel invest heavily to understandtheir customers’
economicsand find waysto makethemmorefavorable.
They reachtheprofi t zoneby fi rst probing how their cus-
tomers buy and use their products and thenfinding ways
— beyond merely selling theproducts — to helpthecus-
tomers in thedifficult, expensiveor time-consumingareas
of their process. The methodby which customersare
developedexplainsthecompanies’ profitability.

Successful firms thathaveappliedthediscipline of
thecustomer developmentmodel includeNordstrom,
Intuit andNorthwesternLi fe. Each has achievedsignifi-
cantlyhighercustomercontinuity than its competitors
and,asa result,higher levels of sustainedprofitability.

2. Product Pyramid Profi t: Thevariationsin cus-
tomerincomeandpreferencesmake it possibleto build
product pyramids.Theyexist in markets asdiverseas
watchmaking,automotivesalesandcredit cards.At the
basearelow-priced, high-volumeproducts.At theapex
arehigh-priced,low-volumeproducts.

Theprofi t is concentratedat thetop of theproduct
pyramid, but thebaseof eachpyramid playsa critical

strategic role in the system.Astutebusinessdesigners
such as Mattel make certain to build a “firewall” brand at
the bottom of the pyramid: a strong,low-priced brand
that is producedat a profit, however slim. Thepurposeof
this brandis to deter competitor entry, thereby protecting
the enormous profit marginsat thetop of thepyramid.

For example, Mattel produces a low-end Barbie doll
sothat (1) no uncontestedspaceis left open for com-
petitorsand(2) profits from the$200special-edition
Barbie doll at thetop of theproduct pyramid arepro-
tected. When a fi rewall brandisn’t built, competitors
havetheopportunity to comein at thebottom andthen
work their way towardthetop,where theprofits are.

3. Mult icomponent System Profit: In somebusiness-
es, there are several components of theproduction and
selling systemand each component hasradically diff er-
entprofit characteristics. Failure to maximize participa-
tion in thehighest-profit components depressestheprof-
itability of the entire system. On the other hand, full par-
ticipation in the less profitable componentsis required to
win themarket for themost profitable components.

In carbonatedbeverages, for example, thecomponents
are grocery, fountain andvending.Price realizationsare:
grocery, 2 centsper ounce; fountain, 4 centsperounce;
and vending,6 cents per ounce. Theprofit zoneis in
fountain and vending,but in order to win in thoseareas,
a companyneedsa strongbrand.Brandsare developed
and maintained throughthemass-market, low-profit
grocery segment. Onefightsto maintain share and
brandposition in low-margin grocery; onemaximizes
vending penetration to maximize profitabili ty. Coca-
Cola learned andapplied this brill iantly.

4. Switchboard Profit: Somemarkets arecharacter-
izedby multiple sellers communicating to multiple buy-
ers.High transaction costs areincurred by both. There
may be an opportunity to create a high-value intermedi-
ary that concentrates these multiple communication path-
ways through one channel, by creating a “switchboard.”
This reduces the costs of both buyers and sellers, in
exchangefor a fee to theswitchboard operator. Examples
include Schwab’s OneSource andAutobytel.

5. Time Profi t: In business, speed is usually impor-
tant. Often,a first-mover advantageallowsan innovator
to generate excessreturnsbefore imitatorsbeginto
erodemargins.Thetime profit model is designedto
take advantageof this phenomenon.In this model, profit
derives from uniqueness. Pricepremiums exist, but only
until imitation erases them.

Thereali ty of this pattern is thatprices are high and
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profits are abundant — thereis a profit zone— but only
for a short periodof time.Constant innovationis the
only way to remainin theprofit zone.As value migrates
awayfrom its mostrecentinnovation, a company must
introducethenext one,in order to re-enter theprofit
zone.This profit modelis at thecoreof Intel’s success,
which is why theentire Intel businessdesignis geared
for speed.

6. Blockbuster Profi t: Understandingblockbuster
profit is essential for pharmaceutical companies,pub-
lishers, film studios,musiccompanies and software
firms, which have largeR&D and launch costsand
finite product cycles.

Whenthe costto developa newproduct is fixed(and
usually high) andmarginalcostsof manufacturing after
development arelow, thebestway to maximizeprofits
is to improve thechancesthat theproductwil l achieve
very high volumelevels.With these economics,it is
better to bethedominant leader in a few productsthan
to supportaveragepositions in many products.

7. Profit Multi plier Model: A profit multiplier model
reapsgains,continually, from thesameproduct, charac-
ter, trademark, capability, or service.Profit multiplier
models can bepowerful enginesfor businessesthathave
strongconsumerbrands.Oncethehugeinvestment in
creating a brand hasbeenmade, thecreator may give
thebrandlicenseacrossa broad array of products.

Thebest example of a profit multiplier is Disney.
Mickey, Minnie, Herculeset al. appear in movies,
videosand books;on clothes,watchesandlunchboxes;
at themeparks;andin stores.No matter what form they
take, these charactersaregenerating returnsfor Disney.

8. Entr epreneuri al Profit: Somedeterminants of
profitability areorganizational rather thaneconomic. As
organizationssucceedandgrow, theybecomemorefor-
malized,morebureaucratic, morecareful, moreremote
from customersandslower to act. Diseconomiesof
scale beginto work, overheadgrows anddecisionmak-
ing slows. Direct feedbackfrom customersis reduced,
filtered andoften ignored.

Thecompany is vulnerableto entrepreneurswho are
in directcontact with customersor proactively solicit
feedback andwho remainfrugal becausetheyhaveno
cushionof affordabili ty to supportunnecessaryexpens-
es.These twin forcesof direct customer contact and
extremefrugality createthepotential for enormousprof-
itability. Most largecompanies,however,do not havea
businessdesignthat permits them to harnessthesetwin

forces of theentrepreneurial condition.
Themostdetermined application of theentrepreneur-

ial profit model is Thermo Electron,which pre-empts
theprofit-destroying effects of size by constantly spin-
ning out newcompanies. It’s hard to compete against
theentrepreneurial profit model. It’s easier to compete
againsta larger, slower, moreinsulated player.

9. Specialization Profit: Al l businessesstart off being
very goodat something.Theybegin by offering a spe-
cialist’s expertise.But as theygrow, theyoften move
beyondtheir specialization.Theytake on moreand
moreactivitiesat which theyare mediocre. Revenues
grow; profitabili ty declines.

On theother hand,growth throughsequencedspecial-
ization can beextraordinarily profitable.Electronic Data
Systems (EDS), for example, grewthroughsequenced
specialization — mastering theintricacies and econom-
icsof computer solutionsfor many vertical segments
(health care, insurance,manufacturing,banking),but
doing so sequentially, not simultaneously. In eachverti-
cal segment, EDS establishesexpertise that is
unmatched — it becomes a specialist — andit rolls that
expertise across theentire segment. Then it moveson to
another segment.

10. Installed Base Profi t: Oneof themost powerful
profit mechanismsin businessis theinstalledbaseprofit
model. Thesupplier createsan extensive installedbase
of users,who then buy thesupplier’s brand of consum-
ables or follow-on products. Theinstalled baseprofit
modelcanbeextremely lucrative — if thefollow-on
market can becontrolled.

This was a key component of Bill Gates’ thinking,
from his very fi rst business move. Microsoft’s strategy
was to price low, set thestandard, achieve ubiquity and
thenharvest theprofits from upgrade/revisionrevenue.

11.DeFacto Standard Profit: Theinstalled base
becomesa critical element of another high-profit model
when it allows theowner to establish a defacto stan-
dard. Thestandard then drives customer andcompetitive
behavior for an entire industry. In this typeof business,
numerousplayers, from original equipmentmanufactur-
ers (OEMs) to applicationsdevelopersto users,are
drawninto thegravitational orbit of thestandardholder.

Themoreplayers that enter thesystem, themore
valuable thesystem becomes.As a consequence,the
holderof thestandard can experience increasingreturns
as thevalueof thesystem grows. Microsofthasbeen
able to convert its installed baseposition into a defacto
standard that is a very powerful economic engine.

Summary: THE PROFIT ZONE
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ProtectingYour Profitabili ty
While a companyis developing a powerful business

designto generateprofit growth,it mustsimultaneously
search for anddevelopthestrategiccontrolpointsin its
industry. Thepurpose of a strategiccontrol point is to
protect the profit streamagainst thecorrosive effects of
competition andcustomer power. Therapidgrowthof
customer power in thepasttwo decadeshasforced
strategiccontrol to thetop of thepriority list.

Therearemany typesof strategiccontrol points:
brand,patent, copyright, two-year productdevelopment
lead,20 percentcostadvantage,controlof distribution,
controlof supply,owning customer information flow, a
uniqueorganizationalcultureand valuechain control.
Eachcontrolpoint is designedto keepa companyin the
profit zoneandto preventcompetitorsfrom stealing
awaythat profitability.

Every good businessdesignhasat leastonestrategic
control point. Thebestbusinessdesignshavetwo or more.
Intel, for example,hasa two-year lead, valuechain control
and abrand. Coca-Colahasabrand,a low-costlogistics
system, valuechainmanagement andastringof super-
dominantpositions (amarketsharethat is three, four or
five timesitscompetitors’share)aroundtheworld.

GE hasa low-cost position andowns thecustomer rela-
tionship in the many caseswhereit providesa full pack-
age of services and solutionsto its customers.Disney
ownsthe customer relationshipin family vacations,plusa
setof copyrights and a uniqueorganizationalculture that
competitors have yet to duplicate. Microsoft ownsthe
standard, a string of superdominantpositions(in multiple
product categories) anda brand. ■

Some of the Reinventors and
How They Succeeded

Over thepastcoupleof decades, several business
leaders haveemergedwho have figured out,or intuitive-
ly understood,how therulesof thegamehavechanged.
Their record of valuegrowth is all themoreremarkable
whencomparedto thegrowth prospectsof their indus-
triesandthelaggingvalueperformance of themarket
shareleaders.

These reinventors think, seeandactdifferently.They
start with thecustomer andwork their way back. They
are constantly focusedon how theprofit zoneis shifting.
A decade aheadof their peers,thereinventorssawthe
move from the old product-centric, marketshareworld to

the new customer-centric and profit-centric environment.
Theold-order companies concentratedon market

share and yesterday’s profit zone. Thenew-ordercom-
panies reinvented their businessdesign every five years
to stay relevant to customers and to move into newprof-
it zones.Several hundred bill ionsof dollarsof value
shifted from companiesthathad dominatedyesterday’s
profit zoneto thosethat were findingor creating the
profit zones of tomorrow.

Jack Welch — GE
GE’s businessdesign answers themanufacturer’s pri-

mary question: “How canI make a profit by making and
selling my product?” Most manufacturing companies
only create value for customers with their products —
they all have product-centric business designs.In this
environment, the only way a company can distinguish
itself is by establishing itself as a costor quali ty leader.
And if all players within an industrypursuecostand
quali ty leadership, theindustrybecomes a no-profi t zone.

As CEO of General Electric, Jack Welch reinvented
GE’s businessdesign three times, each timemoving fur-
theraway from theproduct-centric manufacturing
model. His most recentdesign is referred to as
“SolutionsSelling” — a responseto theneedsandpri-
orities of GE’s customers.

A mid-sizecompany bought $500,000worthof person-
al computersfrom General Electric. Whatmakesthis
news?Well, for starters, GEdoesn’t makecomputers! The
firm didn’t buy itscomputersdirectly from themanufac-
turerbecause themanufactureronly sellscomputers— a
commodity product availablefromdozensof sources.

In contrast, GE soldthecompany thecomputers—
plusmuchmore. GE sawthis company’s set of needs
and met them. It provided a solution. Theprofit zonefor
GE was not foundin theproduct (thecomputer); it was
foundin thesolution (add-onoptions, accessories,ser-
vicecontracts and financing).

Jim Donahugh — Madden Communications
Reinvention is not just for thegiantsof industry,

CEOs of largepublic companies,nor just for senior
managers. Theprinciples and techniques of reinventing
a company’s business design to get it into theindustry’s
profit zoneareavailable to all of us.

Jim Donahugh was hired as a salesmanby Madden
Graphics, a commercial printing company, in 1975. He
exercised persistent customer-centric thinking by asking
such questions as “What can I do to add real value to a
customer?” and “What would bemorevaluable than just
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sellingthe customera printing job?” Donahughfollowed
his instincts all theway to thepresidencyof his company.

MaddenGraphicseventuallybecameMadden
Communications.Donahughchanged Madden’s printing
companybusinessmodel to thatof a communications
management company, which integrates display construc-
tion design, manufacturing,assembly anddistributionof
point-of-sale materials.Madden’scoreactivity is still
printing, but the Maddenpeople don’t really careabout
printing asanendin itself.Theycare aboutwhat it does
for their customers.

NicholasG. Hayek — TheSwatch
Sometimes, thereinventionof a company startswith

reinventinganentire industry. That wasthe taskthat
NicholasHayek,a Swissengineer andtheentrepreneur
behind theSwatch watch,set for himself. His approach
wasto emotionalize his product, build a productpyramid
from low price point to high andbuild a firewall brandto
protecttheprofits in his product pyramid system.

TheSwiss watch industry, leading theworld market
for decades,wasessentially destroyed in the1970sby
newbusinessdesignsfrom Timex,Citizen, Seiko and
Casio. It becamea no-profit zone.

Hayek’s key move in the1980swasto crossthe
threshold defining “economy timepiece” andmoveinto
aneconomic neighborhooddefined as“accessory,”
“style” and “fashionstatement.” This wasa world of
designand fashion,not craftsmanship. He wasinterpret-
ing the18- to 30-year-oldconsumer who was buying
Nike athletic shoes,Benetton sweatersandGapapparel.

In thefaceof enormousskepticism, Hayek decided to
makea plasticwatch thatcouldbemanufacturedinex-
pensively in Switzerland,with fewer movingpartsand
lessfrequentrepairs.He combinedthewords“Swiss
watch” to make“Swatch” andintroduced a product that
challengedall thetraditionsof theindustry.

Hayek madeSwatchhis firewall brand at thebottom
of theproduct pyramid,which secured thelow-endmar-
ket andmadeit profitable.Thenheprotectedand
expandedhis positionsin the upper part of thepyramid,
taking advantageof theprofit zonein mid- andhigh-
level watches, sell ing for 1 million Swissfrancsor more.

CharlesSchwab
CharlesSchwab revolutionizedthefinancial services

industry by asking theright questions. By alwayslooking

forward and asking how customers’ priorities are shif ting,
Schwabhas remainedtwo stepsahead of theindustry.

There was only onekind of player in theinvestment
game of theearly 1970s— thefull -service broker.A
traditional brokeragehouse commanded high fees
because it providedinvestorswith a “bundledpackage”
— adviceand counsel alongwith trading capabilities.
There wasno option for investorswho only wanted
accessto low-cost trades.

Schwab’s first new businessdesignwas thediscountbro-
kerage, whichallowedaninvestor, acting onhisown ideas
and without advice, to execute tradesata lower price.

Then, whenindependent, fee-based investmentadvi-
soryservices started to grow in popularity in the1980s,
Schwabsawa newset of customer priorities. Investors
were going to independent investment advisors,or
“ financial planners” becausetheyneeded andwanted
advice unvarnished by thebroker commission structure.
Recognizing theseadvisorsas potential allies and
bridges to newcustomers, Schwab expanded his busi-
ness design to treat financial planners ashis customers
and developednewservices for them.

Finally, duringthe1990s, Schwabredesignedhis
business onceagain. He noticed thesoaring popularity
of mutual fundsamonginvestorsandobservedthat the
way theywere being boughtand sold was inefficient
and expensive. It was expensive for themutual fund
companies to market broadly, and it was expensiveand
time-consuming for a customer to simultaneously deal
with several mutual funds.Schwab established a
“switchboard” between them, making it lesscostly for
mutual fundsto reach customers and lesscomplicated
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Rober to 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.



for thecustomerswho couldnow deal with several
mutual fundsthroughonepoint of contact. This new
innovation was called theSchwabOneSource.

Schwabwas responding to bothprofit-centricandcus-
tomer-centric questions.He redesignedhis businessto
meet investors’ needs for lessrecord-keeping hassleand
lower transaction costs.At thesametime,hemadethe
mutual fund companiesinto Schwab customers by
charging themfor accessto theSchwab investor base.■

Other Reinventors
Reinvention canbefoundin almost any industryand

canbebolsteredby a varietyof business designs.
• Andrew Grove of Intel used the “Two Steps

Ahead” business design. In an industry thathasseen
enormousgrowth and innovation,hemanagedto stay in
the profit zoneby managingmoreof theindustry’svalue
chain andby owning therelationship with theend user.

• Mi chael Eisner of Disneyused the “Profit
Multip lier” businessdesign. He sawthatDisneywas
becomingmoreand moreanintellectual propertybusi-
ness. He expandedDisney’s audience from children to
theentirefamily. He alsoexpanded Disney’sscopefrom
movies, themeparksandlicensed consumer products, to
television production, TV andradio networkbroadcast-
ing, cablenetworks,videocassettes, DVDs, retail stores,
themepark hotels,vacation packages, sportsteams,
Broadway musicals,cruisesandmuch more.

• GeorgeHatsopoulos of Thermo Electron used the
“Spin-Out” or “En trepreneuri al” business design.
Believing that thesizeof thecompanyhinderedits ability
to stayone step aheadof thecustomer — andtheneedto
continually motivate andretainhis most talentedemploy-
ees — asthecompany grew,Hatsopoulosimplemented a
planto spin out its corebusinessesinto separatesemi-
independent companies.Led by key talentedemployees
who were rewardedbasedon performance,Thermo
Electron was able to intensifythecompany’scontactwith
customers,gain better profit results andmoreeasily
attract capital investment. ■

The Profit Zone Handbook
Perhapsthesinglemoststriking observationaboutthe

reinventors’achievementsin businessdesignis how dif-
ferenttheyare— differentfrom each otheranddifferent
from their peers.Thesuccesslogic that drivesCoke’s

business design is completely
differentfrom the logic that dri-
vesGE’s.Microsoft and Disney
areworlds apart.

Reinvention is aboutthecus-
tomer and profitabili ty, but ulti-
mately it is aboutcreativity —
aboutdesigning a business
model that is unique.

Perhapsthemost important
benefi t of studying reinventors
and how theydiscover or create
profit zones in their industriesis
grasping how thecreative
processworks in business(how
business designschangeevery
five years), what discipline (in
customer and profit thinking) it
requires andhow extraordinary
its outcomes can be.

MovingYour Company Into
theProfit Zone

Theprocessof moving your company into theprofit
zoneinvolves addressing a sequenceof 12 questions:

1. Who are my customers?
2. How are their priorities changing?
3. Who shouldbemy customer?
4. How can I add valueto thecustomer?
5. How can I become thecustomer’s first choice?
6. What is my profit model?
7. What is my current businessdesign?
8. Who are my real competitors?
9. What is my toughest competitors’ business

design?
10.What is my nextbusiness design?
11.What is my strategiccontrol point?
12.What is my company worth?
By answering thesequestions, you will beequipped

to beat your competitorsto theprofit zone.
Each of thereinventorspreviously mentionedhas

been extraordinarily successful at using carefully chosen
tactics to create exceptional profit growth for his com-
pany. Theseare alsotactics that can beusedby anyone
at any level in any business.By using thesetechniques,
you will beable to create valuefor your customersand
capturevalue for your business.You wil l beableto
move your company into theprofit zone. ■
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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.
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