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PRAISE FOR THE MYTH OF MARKET SHARE


“A brilliant tour de force. To put market share ahead of profit is ‘fool’s gold,’ as Miniter suggests. His story of Mr. Rustici, a small retailer who profited from below-cost market share strategy by Wal-Mart, is alone worth the price of the book (found in chapter one). This book is must reading for all CEOs and corporate strategists.”

—Mark Skousen, president, Foundation for
Economic Education




“Every business leader, investor, and entrepreneur needs to read contrarian thinkers. Richard Miniter writes in that valuable tradition. This book presents some uncomfortable truths about market share and the intriguing business success of those managers who ignore it.”

—Michael Useem, Professor of Management and
Director of the Center for Leadership and
Change Management at the Wharton School,
University of Pennsylvania




“If Bernie Ebbers, Jean-Marie Messier, Ken Lay, and their fellow CEOs had read The Myth of Market Share, they might still have jobs—and market share, too. But it’s not too late for you: Read Richard Miniter’s book, profit by it (literally), and savor a refreshing blast of real iconoclasm.”

—Andrew Ferguson, columnist, Bloomberg News




“Business journalists tend to repeat each other like out-of-tune choirboys. Miniter jumps off the bandwagon and raises the kind of contrarian questions that business leaders or anyone interested in understanding the political economy need to think hard about.”

—Dr. Michael W. Hodin, vice president,
Corporate Affairs, Pfizer Inc.




“A readable, entertaining call for business leaders to check their egos at the door, temper their quest for size, and return to common sense and basic values of free enterprise. It’s about profit, not publicity. It’s about cash flow, not size or market share.”

—Thomas N. Chewning, chief financial officer,
Dominion Resources




“The experience of America as compared to Japan shows that the market share theory was always insane. Miniter does even more to explode the myth of market share by demonstrating ways in which midsized firms can beat their larger rivals.”

—James Lucier, Prudential Securities




“In 192 pithy pages, Richard Miniter attacks the ever-hip if century-old management idea that increasing market share is the absolute key to a company’s growth and ultimate profits. The collapse of the dot.com-, telecommunications-, internet-bubble threw market share mania onto its deathbed. In The Myth of Market Share, Miniter drives a lively, well-argued stake through its heart.”

—Rich Thomas, Newsweek




“Miniter’s book is sure to shake up the conventional thinking about market share and profits. Let it come down!”

—Sam Dealey, editor, The International Economy




“Economists know why pursuing market share will usually hurt a firm’s profits. With solid reasoning and great stories, The Myth of Market Share will give you that same understanding.”

—David R. Henderson, Research Fellow, Hoover
Institution, and author of The Joy of Freedom:
An Economist’s Odyssey




“Too many businesses have big misconceptions. They’re too busy chasing mergers and market share instead of pursuing their long-term health and wealth. Miniter’s book is the antidote.”

—Stephen Pollard, Senior Fellow, Civitas
 (London)




“As manager of one of Europe’s largest insurance investment funds and as dean of one of Europe’s leading business schools, I caution my students and my analysts not to forget the fundamentals. Now I can tell them, ‘Just read Richard Miniter’s The Myth of Market Share.’ ”

—Eric Briys, CEO and chairman, Cyberlibris,
and coauthor of The Fisherman and the
Rhinoceros




“Richard Miniter’s The Myth of Market Share is made-to-order for Asia’s aspiring corporate leaders. It offers a recipe for success in the increasingly competitive global market.”

—Brett M. Decker, The Asian Wall Street Journal




“Miniter’s book reveals for the first time that the concept of market share was created by the critics of business. Here is a better vision of a global economy with the energy of a truly free and profit-driven marketplace.”

—Johan Norberg, author of In Defense of Global
Capitalism




“As a seasoned investigative journalist, Miniter challenges conventional business wisdom with such energy and humor.”

—Stephen Grey, The Sunday Times (London)




“Richard Miniter, in this closely argued and well-researched book, is all too convincing about the follies of chasing market share and neglecting profits. Such a strategy is indeed fool’s gold and, moreover, always has been.”

—Ruth Lea, The Institute for Directors
 (London)




“Miniter spares no sacred cows in The Myth of Market Share. He goes right to what works, what doesn’t, and why.”

—Tom Switzer, The Australian
 (Australia’s largest daily)
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Introduction

The young tycoon-to-be leaned closer to tell me his secret. It was 1998 and he had asked me to join him in the library of a private club in Washington, D.C., to tell me about his business plan. His Alexandria, Virginia–based software firm was about to take off, he said. Then he told me his secret: “Build market share.”

Market share? That’s right. Once the company became the largest seller in its category, it would be able to charge a fortune for its services. It is not like the old economy, he assured me. “But market share is key. Everything depends on that.”

At the time, thousands of conversations like that were going on all over the world. Now, most of those dot-coms have become dot-bombs. They burned up their venture capital and faded away like shooting stars. Many observers have clucked their tongues and chalked up the whole dot-com boom to “irrational exuberance” or youthful hubris. Pride goeth before the fall and all that.

But managers, investors, and entrepreneurs have overlooked a more important lesson. Many so-called old economy companies are pursuing the same market-share strategies. They have actual earnings, so they are not about to disappear anytime soon. But they are hobbling themselves with an outmoded strategy that didn’t work for the robber barons and definitely won’t work in today’s hyperlinked, globalized economy. Now, more than ever, corporations need a sensible strategy for sustainable profits—not a faddish formula from consultants.

This conversation got me thinking. As a longtime contributor to the Wall Street Journal’s “Manager’s Journal” column and, later, as the Wall Street Journal Europe’s editor of its weekly “Business Europe” column, it was my job to stay a step ahead of business trends. So I began to investigate the connection between market share and profits.

The more I examined business plans built on chasing market share, the more I saw the same strategy employed in many different lines of business. It seemed as if nearly everyone was acting like a dot-com, chasing market share and saying that profits would come later. Customers were forgotten as competitors measured themselves against one another. Costs were shrugged off as visions bloomed.

Pets.com was typical. Its first annual report announced that the company expected to lose money until it had garnered the dominant market share in the online pet-product category. It was one of the purest examples of the transcendental belief in market share. Pets.com has since gone under.

Yet the venerable giant AT&T has virtually the same strategy. Each month the phone giant mails out millions of checks that can be cashed only when the recipient agrees to switch long-distance service—literally buying market share. Of course, MCIWorldCom and Sprint do the same thing. Some savvy customers now switch only long enough to cash the check or to play the long-distance giants off against one another, often bidding up the bribe to $100. There are no reliable estimates of how much this costs the phone giants, but the motivation is no mystery—market share. Through it all, market-share ratios among the top three firms have remained virtually the same—while the profit margins in the long-distance business have been slowly seeping away.

When Sprint slashed its nighttime long-distance rate to five cents per minute in the summer of 1999, MCI soon matched it. By August, AT&T admitted to analysts that it was losing sales and market share. AT&T responded by reducing long-distance rates to seven cents per minute all day, seven days per week, for an additional $5.95 monthly fee. On the day that AT&T unveiled its market-share-preserving strategy, its stock dropped 4.7 percent.

This book starts with a very simple question: Does market-share growth lead to long-term growth in profits? One answer to the question—yes, more share is better—is considered blindingly obvious to legions of executives, consultants, and business school professors. But it is based on blind faith. The more one looks for evidence, the harder it is to sustain a belief in a market-share strategy.

In the end, managers must choose between two rival schools of thought: market leadership or profit leadership. A business can have only one focus and a manager can choose only one alternative.

One strategy is market leadership: to seize a commanding share of the market and wield that elusive Excalibur, pricing power. Managers following this philosophy are often blindly following the outmoded strategies that they learned in their business school days. Or they are captives of internal and external constituencies—everyone from the union boss and the regional vice president defending his unprofitable plants to the journalists and analysts who keep asking: “Why didn’t you grow your share last quarter?”

The alternative philosophy may sound basic and uncomplicated, but it works. It’s called profit leadership. Profit leaders think about customers, not competitors, and think about next quarter’s opportunities, not justifying last quarter’s market share.

In this book, I show that the market-share theory flatly doesn’t work in most industries most of the time. I examine every significant argument for chasing market share and show that, in the real world, the “advantages” of market share don’t add up to much. And I provide a blueprint for companies to transform themselves into profit leaders.

When I began my investigation into the strange relationship between market share and profitability, I set a few ground rules. First, I would focus on results, not theories or promises. Corporate strategies would be evaluated just as any sensible investor evaluates them, by seeing if the strategy yields a higher return on investment than all its reasonable alternatives.

Second, I started with the view that companies exist solely to make profits for their owners, the shareholders; and managers are supposed to pursue policies designed to maximize long-term shareholder value. Of course, that is much easier said than done. That is why evidence, not opinion or belief, is crucial.

Third, I acknowledged that managers must make hard decisions in a rapidly changing marketplace. The only fair way to measure the quality of those decisions is to compare those decisions against those of their direct competitors, not some theoretical ideal or some hypothetical best case. More often than not, firms with smaller market shares seemed to be earning better margins. So companies, throughout this book, are compared against their rivals in terms of return on capital invested and similar measures.

Fourth, in this analysis, there will be very little patience for so-called long-term strategies that fail to deliver within a few years. This is not short-term thinking. The fundamentals of the marketplace are evolving very rapidly, product cycles are shortening, new sales channels are emerging, and new competitive threats can appear suddenly. If a company does not see results on its investment within a few years, chances are that the rationale for those investments will disappear before the results appear. This is often the case with managers who argue that a company needs to make a large, up-front investment in a larger market share that will supposedly pay dividends down the road. When those investments yield results, they will be praised. When they do not—and they mostly do not—they will be pilloried.

Fifth, it is important to remember that every rule has a sensible exception. I do not shy away from the evidence that shows that in certain industries, at certain times, a strategy based on market share is the best approach for long-term growth and above-average returns on investment. (We will take a closer look at those exceptions in Chapter Six.)

Finally, there is one up-front question that I make no attempt to dodge: Why do some enterprises, with the largest market shares, seem to earn the highest returns in their industry? This is especially clear in the shoe manufacturing business, in pet-food sales, and in much of what General Electric Co. does. What sets these firms apart is that they treat market share not as a goal, but as a benchmark for their constant efforts at improvement.

The last point is subtle, but critical. Many companies say that market share is just a tool for evaluating their efforts, but, in fact, their managers see it as a goal. They aim to achieve or maintain a certain share of the market. What sets very profitable large firms apart from their competitors is that these firms treat market share as a by-product. These profit leaders, as I explain in Chapter Five, have other goals. Their internal and external incentives are arranged not to reward market-share targets, but the stated goals of the company. Market share is simply a tool—one among many. It isn’t what the company is about—although many of those firms have the largest share in their industry.

Some companies are already moving away from market share as a strategic focus. But as poet T. S. Eliot notes, the greatest treason is to do the right thing for the wrong reason.

Managers need to know why they are making certain strategic decisions and not others.

The go-go stock market is gone. The venture capitalists now want to see solid profits, not promising projections. There is no more free money floating around—it is high time to put profit back at the center of business.

Still, many companies and industry sectors—take the European mobile-phone sector—are still partying like it’s 1999. They are burning capital to buy market share.

Let me be clear. I am not saying that companies should ignore market share, although it would probably not hurt them if they did. Market share should simply be seen as a by-product, a secondary effect, of pursuing a company’s core mission. Market share is not an advantage, by itself. It is the result of a sustainable competitive advantage, not the cause.

If investors and managers are ever going to benefit from the painful education taught by the slowing economy, they will have to learn the lessons of market share and profits. Those who refuse to learn will only pay their tuition in the form of lost profits, diminished opportunities, and lackluster growth. If you decide to convert away from the false god of market share, this book is full of examples of enterprises that moved from worshiping size to honoring profit.


CHAPTER ONE

Fool’s Gold: Why the Myth of Market Share Is Wrecking the World’s Great Companies


IN READING THE HISTORY OF NATIONS, WE FIND THAT, LIKE INDIVIDUALS, THEY HAVE THEIR WHIMS AND THEIR PECULIARITIES; THEIR SEASONS OF EXCITEMENT AND RECKLESSNESS, WHEN THEY CARE NOT WHAT THEY DO. WE FIND THAT WHOLE COMMUNITIES SUDDENLY FIX THEIR MINDS UPON ONE OBJECT, AND GO MAD IN ITS PURSUIT; THAT MILLIONS OF PEOPLE BECOME SIMULTANEOUSLY IMPRESSED WITH ONE DELUSION, AND RUN AFTER IT…

—MEMOIRS OF EXTRAORDINARY POPULAR DELUSIONS

CHARLES MACKAY (1841)



THE OBSESSION

Business leaders are gripped by the cult of size, the dogma of bigness.

They are mad for market share. Nearly every company is mesmerized by it. Keeping it, growing it, justifying it—try to talk to a senior executive without the subject coming up. “I can’t predict the economy,” Scott McNealey, the legendary chief executive of Sun Microsystems, told Barron’s recently, “but we will gain share.”

Nearly every time I meet with a CEO or senior executive, market share comes up. The reason is no mystery: Top executives know that they are measured by it, and they know that they measure their subordinates by it.

Market share is also an obsession among Wall Street analysts, institutional investors, financial journalists, growth-minded entrepreneurs, high-flying consultants, self-styled gurus, and almost everyone with a 401(k). It seems like a neat shorthand for understanding the value and growth potential of any stock or business plan. It is easy, deceptively easy—and, too often, wrong.

Why do so many people believe that market share naturally and inevitably leads to world-beating profits?

Most business schools






THE CULT OF SIZE





	Amazon.com is a Brobdingnagian straight out of Jonathan Swift’s Gulliver’s Travels, which it probably sells more of than any other bookstore in the world. It is easily the nation’s largest online book purveyor and moves more volumes than almost all of its bricks-and-mortar rivals. One small problem: Despite seven years of market-share growth, it didn’t report a net profit until January 2002. The profit was tiny: $5 million on $1.12 billion in sales. Even that slim profit would have disappeared if the euro hadn’t declined against the dollar, slashing some $16 million worth of its euro-denominated debt.

	DEC once had a large share of the minicomputer business. But profits slipped, as market share remained firm. DEC was rescued by Compaq. Now Compaq itself is in trouble. But Compaq’s CEO, Michael Capellas, told Fortune magazine that he will not make DEC’s mistakes; “We will cede market share to protect profits.” Mr. Capellas must have learned something since March 1996 when he stated that he would sacrifice profit to build market share. But, in the end, Compaq couldn’t transform itself into a profit-centered company. Old habits die hard. By 2001, Compaq was desperate to be acquired by Hewlett-Packard, a merger effort that soon led to a nasty proxy battle.





	Wal-Mart, founded by the legendary Sam Walton, is hugely profitable. But, as a case study later in this chapter reveals, the company is focused on expanding into new markets—whether they are fully profitable or not. As a result, Wal-Mart is less profitable than its two smaller competitors, Family Dollar and Dollar General, from which investors earned more on a rate-of-return basis.

	3M, the maker of Scotch tape and Post-it notes, is gargantuan, a $15 billion business that towers over its competitors in nearly every product category. At least in size. Yet others earn more profit in many categories. “3M is a $25 billion business trapped inside a happy, fat $15 billion company,” one consultant, who has worked with 3M for more than a decade, told me. 3M is too busy running after tomorrow’s products to catch today’s profits, too busy innovating to focus on selling and serving its customers. Less innovative rivals quickly move in, snatching sales that should have been 3M’s. Innovation is good, but failing to fully exploit the profit potential of its new products in the name of market share hasn’t helped 3M become the next GE.



IS BIGGER BETTER?
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Case Study: International Paper Co.










SECONDARY EFFECTS




Case Study: Izod Lacoste and the “Anemic Alligator”
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