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This book is dedicated to my family—
my wife, Gerry; daughter, Heather; and son, Charlie—
who collectively taught me about trading up
and the treasure hunt for bargains and value

TO THE READER

This book tells the story of how middle-class consumers around the world are reshaping the consumer-goods market by trading down to low-price products and services, trading up to premium ones, and avoiding the boredom and low value that increasingly characterize the middle. These consumers, mostly women, are better educated, have more disposable income, and are buying with more sophistication than ever. They have a sense of purpose and power when they buy and use goods and services. Consumption, for them, is not a tedious necessity or an unavoidable chore. It is a serious effort to use money wisely, it is an important obligation to the people they care for, and it is a treasure hunt—for goods and services that may be cheap or dear, technically sophisticated or whimsical, basic or feature-laden, but are always functionally and emotionally significant.
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INTRODUCTION

One of my early projects as a young partner at The Boston Consulting Group was for a company that made a variety of chemical products for home use, including cleaning agents and bug spray. I invited the head of the bug spray division to join me on a series of in-home interviews to get a better understanding of how the company’s products fit into their customers’ lives.
One of our first visits was to a sixtyish woman named Lillie, who lived in a mobile home park near Tampa, Florida. She welcomed us in and we perched ourselves on folding chairs while Lillie dropped into a La-Z-Boy recliner. I asked Lillie to tell us a little bit about herself and she launched into the story of her childhood in Mississippi, her first marriage, the birth of her two kids, her hardworking life, her divorce and remarriage.
Just as Lillie was telling us about the sudden death of her second husband, an enormous cockroach emerged from the kitchenette and ambled into the living room. My client and I noticed it at exactly the same moment. We looked at each other, looked at the cockroach, and then looked back at each other, wondering whether we should mention it or pretend we hadn’t noticed.
But Lillie spotted the cockroach, too. “Damn!” she growled. She leapt out of the La-Z-Boy, tore open a kitchen cabinet, and pulled out a can of my client’s very own brand of bug spray. She closed in for the attack, bent over, aimed the nozzle at the roach, and nailed it. I counted—one-one-thousand, two-one-thousand, three-one-thousand, four-one-thousand, five-one-thousand—as the roach jerked into a deathly paroxysm and the spray formed a toxic puddle around him.
“Take that, you bastard,” Lillie said.
My client and I looked at her with raised eyebrows.
“Roaches!” she said with disgust. “Remind me of my first husband.” She placed the rim of the can on the carcass and bisected it with a definitive crunch.
What did we learn from our visits? First, that customers use far more spray than necessary. More important, Lillie demonstrated that even a utilitarian product like bug spray can have deeply emotional, even primal, meaning. Our visit with Lillie became a reference point for the bug spray organization as it created news and improvements for its products.
Over the twenty-five years since that visit with Lillie, I have spent a great deal of time listening to consumers, watching them in action, and gaining insights that can be applied to business strategy. I have seen that consumers will always “trade down” and buy the cheapest product in a category if suppliers fail to deliver a stream of innovation and build loyalty based on product superiority. I have come to understand the constant trade-offs that middle-class consumers make in the purchase of goods, how many buying decisions they face in a day, and how much competition there is for their attention. I have come to appreciate how sophisticated consumers are. They have access to a wealth of product information. They do not tolerate poor quality in a product without complaint and a vow that they will “never again” buy it. I know that household budgets are tight and that they are predominantly controlled by women. That’s because women, since going to work in large numbers, are responsible for 100 percent of the growth in household income. Women manage the family budget like an industrial purchasing agent who occasionally turns into a hedonist. The home, although still a family haven, has also become a pressure cooker. This smart, educated middle-class population—highly stressed and faced with tremendous choice—increasingly buys at both ends of the price spectrum, while ignoring the middle.
Middle-class consumers have embarked on a relentless, continuous treasure hunt. The treasure hunt is a real and global phenomenon that presents challenges to both retailers and their suppliers, and has delivered death in the middle to the average, middle-market producer—companies like Chevrolet and Kraft.
In Trading Up, my co-author Neil Fiske and I explored one aspect of the treasure hunt—how middle-market consumers would distort their spending to buy premium goods that were highly meaningful to them. The book originated, interestingly enough, in a series of conversations we had with young women about their underwear. During the course of that consumer discovery work for Victoria’s Secret, Neil and I developed an idea that we called “the ladder of benefits”—an ascending scale of technical, functional, and emotional benefits. A genuine technical difference leads to an advantage in functional performance, which can ultimately result in a positive emotional response, attachment to the product, and brand loyalty. The combination delivers the potential for the company to charge a price premium.
With the ladder of benefits in mind, we worked with the leaders of Victoria’s Secret to help create a new line of lingerie called Body by Victoria. It offered technical, functional, and emotional benefits, and Victoria’s Secret priced it at a premium to middle-market lingerie. The new line took off and quickly grew into a $500 million business. Its success was evidence that, if you get the ladder of benefits right, consumers will not only pay a premium for your product or service, they will even distort their spending patterns to do so.
At first, we thought this might be an anomaly and applicable only in the fashion industry. But we researched many other categories of consumer goods, including cars, wine, spirits, and home goods, and found that the desire to move up the ladder of benefits was a broad phenomenon. In category after category, up to 20 percent of the market was in goods that sold at a premium of 50 to 200 percent to midprice offerings. We estimated that “trading up” in 2002 accounted for about $300 billion in annual sales in about twenty-three major categories in the United States. Since then, it has grown to over $500 billion in this country and about the same amount in Europe.
In my work with clients and consumers since 2002, it became increasingly obvious that the trading-up phenomenon, although extremely significant, is actually just one element of the bigger and more important story of the treasure hunt: the bifurcation of the consumer goods market into trading-up and trading-down segments, with death in the middle.
Thus, this book deepens the inquiry and broadens the scope of the work begun in Trading Up, with two main purposes. First, it is to help the reader better understand middle-market consumers, who are too often ignored or misinterpreted by businesspeople, the press, and others. Some economists even characterize them as spendthrifts and the culprits behind the U.S. trade deficit. I see middle-class consumers as essentially hardworking and noble people who must deal with an increasing amount of pressure to make choices for their families and themselves. They are generally wise about their spending, although they sometimes carry more debt than they would like to and accumulate more goods than necessary. I hope the stories in this book will bring them more respect and understanding. You’ll meet:
Alice and Ben Nelson. The family went on an austerity budget to afford four TVs as a Christmas gift.
Sarah and Rick Montfort. Sarah drives across town to save a few pennies on chicken. Rick blows $500 a month on golf and poker.
Lauren James. Age thirty, she invests heavily in clothing and personal care, and saves money by eating Cheez-Its at the 7-Eleven.
Masako Tanaka. One of millions of young Japanese “office ladies,” she lives with her parents and spends liberally on fashion, entertainment, and travel.
Peter Kim. He earns about $80,000 as a waiter, but feels left behind by friends who are starting families and buying big homes.
Hilda Schmidt. With a household spending allowance of €600 per month, she stocks up on goods in case of an emergency or shortfall of cash.
Stephanie Granby. She fell in love with scarves in her early twenties, but couldn’t afford to indulge her interest—until she discovered eBay.

The second purpose of the book is to show how companies must take advantage of the treasure hunt phenomenon or be left behind by it. To do so, we have interwoven the consumer stories with accounts of some of the most interesting companies that have affected, or been affected by, the transformation of the consumer goods market, including:
Aldi. The extraordinarily successful hard discount chain, founded in Germany, and now catching on throughout Europe and in the United States.
Bath & Body Works. The unit of Limited Brands that has repositioned itself to meet the changing value calculus of women’s beauty.
Best Value Inn. The fastest-growing hotel chain in the United States delivers a quality room at a trading-down price. 
Dollar General. One of the many dollar chains that are proliferating throughout the United States with its own funky interpretation of the treasure hunt
eBay. The world’s largest garage sale and the most dramatic manifestation of the consumer-driven market.
LG. The Korean maker of home electronics and appliances that started at the bottom end of the market and now “spans the poles.”
McDonald’s. McDonald’s revitalized its burger and fries and kept the Happy Meal from becoming just “utility fuel.”
Tchibo. The innovative German purveyor of coffee and one-of-a-kind goods, with an inventory that changes every month.

By linking the stories of consumers and companies, I hope to deliver a double benefit for the reader: consumer understanding and actionable business ideas—along with a healthy serving of data to support both.
I know from close experience the daunting challenges that businesspeople face in today’s dynamic, almost vibrating consumer goods markets. I respect those leaders who find a way to create products, brands, and companies that connect with consumers and energize categories and transform markets, because—in the whirl of meeting investor expectations, complying with Sarbanes-Oxley requirements, and motivating the workforce—it is easy to “forget” the consumer and lose touch with the market.
I also hope the ideas in this book will help entrepreneurs get rich and, in the process, enrich the lives of “average consumers.”
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1.
THE BIFURCATING MARKET

The Nelsons: A Daewoo Christmas
It was coming up to Christmas, and Alice Nelson wanted to make the holiday very special for her family. The Nelsons had not bought a new TV in twelve years. Alice’s husband, Ben, was sick of the old television with its twenty-seven-inch screen and mediocre sound. Their three children looked with envy at the big flat screens of their friends and neighbors. Everybody in the family was tired of mediating who would get to watch what and when.
“We needed a new television,” Ben says with conviction. “Especially me. I work a seventy-five–hour week. Watching sports on television is one of my few luxuries. Alice and the children wanted a vacation as a Christmas gift. But I knew that if I could convince them to go with the TV as the family gift, we would get years of pleasure from it, rather than just a few days of vacation.”
It was an unusual decision for an unusual family. Ben Nelson holds two jobs; one as an engineer, the other as a barber. Alice is a part-time nurse with health issues of her own to attend to. The Nelsons have three children—two girls and a boy—aged eighteen, sixteen, and fourteen. They live in a middle-class suburb. Alice drives a gas-guzzling Durango SUV and Ben tools around in an aging two-seater. He works hard, as much as fourteen hours a day. His engineering work involves selling big-ticket durable accessories to purchasing agents in the railroad industry. His barbering is done in a prestigious men’s salon in Chicago, where cuts go for $40 or more. Ben loves his wife and children and hopes the children will achieve success that will far surpass his own. He is a kind man and devotes his life to providing for others. Even so, he really wanted a bigger-screen television far more than he wanted to go on a vacation that he felt would be little more than “a happy memory” within a few months.
So, one weekend in November, Alice and Ben went together to look at new TVs. They started at Best Buy, went on to Sears, and ended up at Circuit City. There, with the help of an unusually attentive salesperson, they studied dozens of sets and carefully compared features and prices. They decided they would have to spend at least $1,500 to get the big-screen television with the quality and features they really wanted. That was more money than they had thought about spending and it would put a strain on their already-strained budget. The Nelsons’ total household income—including engineering, barbering, and nursing—is about $100,000 a year.
The Nelsons did not think the television was overpriced. In fact, it seemed like a good value to them, considering its picture and audio quality, as well as its many controls and connection options. Plus, they could imagine the new TV in their lives and the benefits it would bring. Ben looked forward to watching football and baseball with the panoramic clarity of the new set. Alice pictured the whole family together on a weekend night, laughing at their favorite comedies on DVD.
But, as Ben and Alice discussed the purchase, they realized that it would probably make the “who watches what and when” problem even worse. As they talked, they continued to wander through the aisles, looking at different TV sets, which were arranged on the shelves according to size and price. At the very end, they noticed a thirteen-inch color television, a perfectly nice-looking little unit made by Daewoo. Ben checked the price and could not believe what he saw: $57. And, as an engineer, he was satisfied with the technical features and functional performance. The picture quality was good. The sound was fine. You could hook up cable or a DVD player. It came with a neat little remote.
A little nervous, but also quite excited, Alice and Ben debated a new idea. What if they were to buy not just one wide-screen TV, but four sets? A thirty-two-inch LG wide-screen flat-panel TFT-LCD TV for $1,999 for the whole family and three thirteen-inch Dae-woos, at $57, one for each of the children. The total purchase would come to more than $2,000, but it would bring tremendous pleasure to the family, reduce the number of squabbles, and make for a fabulous Christmas. They decided to go for it. On the way out of the store, Ben crowed, “It’s gonna be a Daewoo Christmas!”
Christmas morning came and the children were ecstatic. They could not believe that their parents, who were always looking for ways to save money, had sprung for four television sets. The kids would have been thrilled with one big-screen TV. Now they each had their own. It was nothing short of revolutionary. Ben and Alice loved seeing their son and daughters so happy. That evening, with the big screen set up in the family room, Ben surfed through the channels and the children dashed from bedroom to bedroom, and from set to set, squealing with delight.
A few days after Christmas, Alice called the family together. She said that they had spent a lot of money on the television sets, more than they had planned, but that it was definitely worth it. However, it would mean that they would have less money than usual for a little while. They would have to cut back on spending for things that weren’t absolutely necessary. Alice said she would do all she could to save money on food and other household expenses. She expected the children to be frugal and not ask for frivolous things. Ben pledged that he would try to limit his spending on the little gifts he occasionally liked to spring on his family. No more $40 boxes of chocolates for Alice or $85 skirts for the girls or video games for the boy. And that’s exactly what they did. For the first quarter of the family’s “fiscal year,” the Nelson family was like a company on an austerity budget. There was no additional capital spending. No unnecessary purchases. No dining out. Ben kept his splurging instinct in check. Alice cut out her weekly coffee date with her friends. She bought no new clothing. By April, the TV sets were paid for and the Nelsons breathed a little easier.
The Dynamic Market Meets the Unpredictable Consumer
Whatever you think of the benefits of television, or the necessity of one family owning four of anything, the story of the Nelsons and their Daewoo Christmas is a good parable for what’s going on in the consumer goods market today.
In the United States and around the world, the consumer markets are bifurcating into two fast-growing pools of spending. At the high end of the market, consumers are trading up, paying a premium for high-quality, emotionally rich, high-margin products and services. At the low end, consumers are relentlessly trading down, spending as little as possible to buy basic, low-cost goods that still deliver acceptable quality, reliability, and, increasingly, elements of fashion and current design. In between the trading-up and trading-down pools lies a vast expanse of mediocre, often low-margin, goods that offer neither distinctive emotional appeal nor better value than cheaper competitors. Whenever they can, consumers steer clear of them. Many businesses that have long prospered by bringing midpriced products to middle-market consumers suddenly find themselves facing “death in the middle.” In the television category, for example, Sony is facing death in the middle. Sony has been slow to offer high-end plasma and LCD technologies, clinging instead to conventional TV tube technology, and watching as lower-cost Korean manufacturers steal market share.
Companies that succeed in this bifurcated market do so by understanding the attitudes, behaviors, and values of the middle-market consumers who are driving the transformation, and constantly adjusting and reinventing their product offering to satisfy the ever-changing “value calculus” of the consumer. This is not easy to do, because today’s consumers are highly skilled “shopping experts” who view the purchasing and consumption of goods as an essential activity of modern life—a skill, a pastime, an experience, and a duty. They are very good at separating truth from charade and distinguishing marketing claims from real product benefits. They care about the application of technology, product quality, and features and accommodations to fit their specific needs.
Consuming has become a treasure hunt—a constant search through the world’s incredibly vast and ever-changing store of goods and services—with the goal of finding the perfect value every time. There are so many goods available, in so many configurations and at so many price points, that consumers look at the market as a huge bazaar filled with amazing finds and secret delights. It is a place where they can roam freely and always find something of interest, whether it is an unexpected item tucked onto a shelf at a Dollar General, a 30 percent markdown at the Coach factory store, or a one-of-a-kind, limited-time deal at the extraordinary Tchibo store. Sometimes the treasure is not to be found and consumers must settle for something less (or even go without), but when they find exactly the right product at exactly the right price, life is good—even if the product is nothing more than a $2 bar of soap or a $49 motel room with a wi-fi connection.
These consumers spend their money with great individuality, trading up in a few categories, trading down in most, avoiding some altogether, mixing upscale products with downscale ones, and creating customized lifestyles and standards of living that are uniquely their own.


AVERAGE UPPER-MIDDLE-MARKET INCOME STATEMENT
	 	$100K Pretax Income

	Item
	Monthly
	Annual

	Income (posttax)(1)
	$6,000
	$72,000

	Car (payments, insurance, gas, maint.)
	1,100
	13,200

	Mortgage/rent
	810
	9,720

	Household utilities and maintenance
	640
	7,680

	Travel and entertainment
	380
	4,560

	Groceries(2)
	370
	4,410

	Eating out(2)
	360
	4,320

	Healthcare/personal health
	270
	3,240

	Home goods (e.g., furnishings, electronics)
	240
	2,280

	Clothing
	230
	2,760

	Charitable contributions
	200
	2,400

	Education
	130
	1,560

	Personal care services
	80
	960

	Life insurance
	60
	720

	Other expenses
	200
	2,400

	Total spending
	5,070
	60,800

	Net savings/(deficit)
	930
	11,200



(1) Assumes effective tax rate of 28 percent. (2) Includes alcohol.
Source: Treasure Hunt interviews, January–February 2005; Consumer expenditure survey 2003. 
THE BOSTON CONSULTING GROUP


Every day, middle-class consumers are confronted with choices. They have limited family income and know that their “cash outflow” should not exceed their income. Family members often make requests for more goods than the income providers can afford and they also may “demand” specific brands that put extra strain on the family budget. This causes the decision maker to make trade-offs and to make choices.
Our research shows that the great majority of American consumers trade down relentlessly. (The same is true, as we’ll see, around the world.) In our surveys of twelve thousand middle-market shoppers in the United States, 93 percent said there is “at least one category in which I will try to save a little money by spending less.” Eighty-four percent said they trade down in five or more product categories. Others are more selective; 62 percent said they focus their spending on just a few categories that matter and ignore the rest. Most interesting, 57 percent of the respondents agreed with the statement, “I never spend money on myself until the needs of my family are met.” In that percentage are to be found the diehard penny-pinchers, the sacrificing moms and do-without dads who put their families’ needs for food, clothing, school supplies, sporting equipment, and even entertainment ahead of their own wants and needs.
Why People Trade Down
Consumers trade down for four main reasons:
 
“I’m a smart shopper.” Buying and consuming have become skills as fundamental as driving a car or using a computer. As one consumer said to me, “I wake up every day and start a new battle. It’s me versus the world. The world is trying to take money out of my wallet. It’s my job to make sure it stays in there.” These warrior-shoppers take advantage of every weapon and channel at their disposal: sales, coupons, promotions, everyday–low-price retailers, hard discounters, and the Web. Shopping is the work of the everyday trader-down. “I see it as my job to find bargains and get the lowest price,” said a consumer in a conversation in a parking lot outside a Dollar General store. “I will shop in three different stores to save fifty cents. I always buy on sale and make our budget work by getting great deals.”
 
“There’s no material difference.” Another reason that consumers trade down is that they often see no perceivable or material difference between goods at two price points. The quality of goods in many categories has risen so that the difference in price of a few pennies, even a few dollars, does not always translate into genuine technical, functional, or emotional differences. “I don’t trade quality for price,” one consumer told me. “Instead, I focus on finding the best value. These days you really can find high quality for a low price. You just have to be smart about how and where you shop.”
 
“My Mom taught me.” Many trading-down consumers, especially women, were taught frugality at their mother’s knee. They believe in being thrifty as a moral value. When they consider a purchase, they ask themselves, “Would Mom approve? Would she have bought this?” In fact, many middle-market consumers will seek their parents’ advice and counsel, especially when it comes to a major purchase like a car or kitchen appliance. The great word-of-mouth network, as well as the many online communities of shoppers and buyers, help people to consider and evaluate the features and benefits of every imaginable product, from pet food to food supplements.
 
“I can go without.” Although Americans have gotten a bad rap for being careless spenders and wasteful consumers, particularly in comparison to other cultures around the world, most middle-class consumers do not believe in excessive consumption. They are willing to forgo buying an item in order to save some money. They prioritize their purchases and will only buy certain items when everything else has been paid for. As one shopper said to me, “Making ends meet is always something I’m worried about. We’re very careful about where we spend our money. The kids’ activities and needs are taken care of first and we just find a way to make the rest of it work.”
As a result of these trading-up and trading-down behaviors, middle-market consumers confound the traditional demographic and psychographic stereotypes. These people are unpredictable—completely, delightfully, exasperatingly unpredictable. Our definition of the middle class includes the $150,000-a-year professional who buys $19 jeans at Target, flies AirTran, splurges on shoes at Neiman-Marcus, travels fifty miles to a Coach outlet store to buy a handbag, and pays $100 for her dog to have a “beauty treatment.” It also embraces the $50,000-a-year plumber who leases a $27,000 BMW, never dines out, buys clothes at Kohl’s, and is a connoisseur of cold-pressed virgin Italian olive oils. Both of them look for the best deals on TVs. Neither one really cares what brand and where they buy canned tomato sauce. More and more, that’s the market companies now face.
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Growth at Both Ends of the Market
The behaviors of middle-market consumers like the Nelsons and others we interviewed have caused growth at both ends of the market. Of the $3.3 trillion in 2005 annual consumer discretionary spending in the United States, the trading-up market—which has been growing at the rate of 15 percent over the past three years—accounts for about $535 billion of the total. Trading up has found its way into almost every consumer goods category, including cars, homes, travel, food-at-home and food-away-from-home, and personal care.
The trading-down market is substantially bigger. It is $1.1 trillion and should amount to $1.5 trillion by the end of the decade. Consumers are eagerly spending less (often much less) on a wide variety of goods in many categories so they can acquire more of what they need and want in a few categories of significance to them.
This is a global phenomenon. The trade-up market is now more than $500 billion outside the United States, principally in Western Europe. In countries like the UK and Japan, the patterns of consumption are very similar to U.S. patterns. The trade-down market is even more developed in most of Western Europe. In Germany, retail specialists like Aldi and Lidl have made the treasure hunt a national pastime.
Trading-down companies have created more than ten times the market value that trading-up companies have created. The top ten trading-up companies have a market capitalization of about $55 billion, an increase of $34 billion over the years 1994–2004. The market cap of the top ten trading-down retailers is nearly nine times as big, about $476 billion, up by $357 billion over the decade. Big recent winners over the past decade include Target, Costco, Lowe’s, and Dollar General. We estimate that big-box, low-margin retailers save American consumers over $100 billion per year. No wonder that trading-down retailers have delivered the largest long-term increase in market value of any subsector in the consumer-driven economy.

[image: image]

Almost every category of consumer goods is in the process of forming into pools at both ends of the market. The largest trading-up categories are travel and entertainment, homes and home renovations, cars, food-away-from-home and food-at-home, and personal services. The largest trading-down categories, where consumers buy the least expensive option, are essentially the same ones: homes and home renovations, transportation, dining out, travel, food and beverages, personal items, and apparel and fashion.
What lies between is becoming a wasteland. In category after category, premium entries are growing, bargain brands are stealing share, and the middle is shrinking. In cars, for example, the trading-up segment grew by 8 percent from 1994 to 2004. The trading-down segment grew by 4 percent, and the midprice segment shrunk by 12 percent. For General Motors, a company that has always thrived on the middle market and has only a small trading-up business, the shift is cataclysmic.
We see the same result in the market for washing machines over the same ten-year period; the trading-up segment was up 11 percent, trading down grew by 5 percent, and the middle was down 16 percent.
The numbers are similar for televisions—trading up increased by 33 percent, trading down grew by 7 percent, and the middle declined by 40 percent. For hotels, trading down has grown by 13 percent; groceries’ middle has shrunk by 24 percent. In women’s apparel, the top and bottom have gained 9 percent and the middle has fallen by 18 percent.
As a result, these consumer goods categories have become battlegrounds. Thanks in large part to the economics of contract manufacturing—sourcing, supply chain, and procurement—companies like Wal-Mart, Costco, Home Depot, Lowe’s, Dollar General, and Family Dollar have been able to pull the rug out from under the traditional grocery store, department store, and general merchandise retailer, beating the gross margins of those competitors by as much as ten full points. They are leading the revolution as both retailers and producers, forcing suppliers and competitors to cut costs of entire industries to make trading down possible in almost every consumer goods category. The same supply chain capabilities have enabled trading-up producers to take cost out of their offerings, produce more new products in a shorter period of time, and reduce their need to carry inventory, so they can respond more quickly to changing consumer tastes.
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The battle of bifurcation rages across America, although the spending pools tend to have geographic correlations. Trading up in a category usually begins in urban and coastal areas, including New York, Miami, Los Angeles, and San Francisco, and then migrates to other parts of the country.
Trading down


	Escape the middle. If you are in the middle, begin moving up, down, or in both directions. Don’t assume your customers will ever come back to the vast desert of mediocrity and don’t get stuck there yourself. If you choose to play in the middle, be sure it’s not your only playground. Kraft Macaroni & Cheese, for example, is a midprice, midmarket product that is so profitable that the company can’t give it up. That’s fine, for a while, so long as it puts energy and resources into other products that give it entry into the trading-down or trading-up markets, or that redefine the middle by responding to new consumer tastes and needs.
	Drive costs down and quality up. Never stop searching for ways to provide ever lower prices and better quality, because consumers won’t stop searching for more value. There is never a point where all the costs are out or all the quality is in. In this consumer goods market, there can be no resting on the laurels, no moments of catching the breath. Cost reduction efforts that are aimed at one-time reductions are a trap. The world of consumer products has embraced and devoted itself to continuous cost reduction, operational innovation, improved supply chain, and material substitution.
	Attack the category like an outsider. Look at your offering from the perspective of a category outsider. What would it consider your weak spot to be? When your management team quotes industry rules of thumb or describes the “typical consumer,” force them to provide more detail and get at the truths beneath the assumptions. If you are in a leadership position, fuel your momentum by making unpredictable moves and commit completely to the quest for best quality and lowest cost. Change the game. Invent. Don’t let “sunk” investments prevent you from invention.
	Listen, listen, listen. Understand all the detail and nuances about consumers’ dissatisfactions. Track them down in your products and engineer them out. Invite complaints and systematically track the root causes. Add responsiveness, consumer empathy, and simplicity of presentation to your priority list. Get underneath their skins and understand how you can help provide them with emotional satisfaction, novel solutions to old problems, and a personal connection.
	Focus on your best customers. Follow them up and down the aisles and tailor your offering to meet their needs. As Wal-Mart teaches its associates, “The truth is in the stores.” Or, more broadly put, the truth is wherever the consumer engages with or encounters your product or service. Where they are, you should be. The “best customer” or heavy-user consumption pattern can model behaviors you can expand to other groups of consumers. You want to listen to “cravers” who tell their friends about the products they love.



* RevPAR is calculated by dividing gross income by the total number of rooms. RevPAR works well for economy properties where room rental is the only or major revenue stream, but less well for high-end properties that have other significant streams of revenue, such as food and beverage and conference facilities.
* Neil is a former partner at BCG and was my co-author in writing the book that preceded this one, Trading Up: The New American Luxury.
* Sales figures are from Restaurant and Institutions Magazine and represent all store sales, not corporate revenue, which is largely derived from franchise fees and does not reflect actual sales.
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