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The Mystery of Demand

YOU LOVE IT as soon as you see it. Something about it resonates inside you, though you can’t articulate just why. You rave about it with the same passion that you rant about the things you can’t stand. Then you see the long lines forming and hear the excited conversations starting. You realize there are thousands, maybe millions who feel the same as you. And for some reason, something else that seems just as good is met with indifference and dead silence.

Demand is an unusual form of energy. It turns many wheels big and small, from economies to markets to organizations to our paychecks, here and around the world. Everything depends on it. Without it growth slows, economies falter, progress stops. Yet do we understand where demand actually comes from? Can it be created, and created repeatedly?

We often think that demand comes from pulling the right levers: more marketing, better advertising, more aggressive sales efforts, distributing coupons, offering discounts. Tactics like these do have their time and place, and they can bring short-term results.

But real demand is not about any of these things. Demand creators spend all of their time trying to understand people. They are acutely aware of how hopeful, jaded, funny, impulsive, unreasonable, irascible, ambitious, distrustful, enigmatic, enthusiastic, frustrated, and unpredictable we really are. They try to understand our aspirations, what we need, what we hate, what gives us an emotional charge—and, most important, what we might really love. By watching how people actually behave in their own worlds, and by talking to them constantly, demand creators figure out how to solve the big and little hassles we all face—and they make our days easier, more convenient, more productive, and simply more fun. They seem to know what we want even before we do. They wind up creating things people can’t resist and competitors can’t copy.

Yet they almost never succeed on the first try. They know that real demand comes from connecting the dots between the human factors and a quirky, ever-shifting combination of other elements: financial and emotional costs, social norms, infrastructure, product design, patterns of communication, and many more. It comes from understanding how all these factors interact in complex, unpredictable, and counterintuitive ways. And it comes from a way of thinking that makes the leap from trying to convince people to buy something to human understanding, to seeing the world through the eyes and emotions of the customer. A dozen cylinders have to click into place before the vault door swings open. But when it does, wonderful things happen—for all of us.

In this book we’ll tell the stories of an amazing group of demand creators and those who work with them. And while every demand story is unique, they all start in the same place: a person, a problem, and an idea.
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ONE DAY IN 1997, a man named Reed Hastings was puttering around his house, bundling up old newspapers and sorting through stacks of mail-order catalogs, when, underneath a pile of forgotten junk, he stumbled across an unwelcome surprise. It was a VHS cassette of the movie Apollo 13—the same cassette Hastings and his wife had enjoyed one evening six weeks earlier.

The same cassette, he realized with a sinking feeling, he should have returned to Blockbuster the next morning.

His first thought was to calculate the late fee: forty dollars—almost enough to buy the darned cassette. A petty annoyance, troubling mainly because it represented the penalty for Hastings’s carelessness.

Far worse was his second thought: What will my wife say? And knowing that she would probably say nothing at all made the situation that much more painful. Hastings could imagine it with utter clarity. Like long-suffering spouses everywhere, she would react with a simple eye roll—“an eye roll that could kill,” as Hastings described it.

Millions of us have been there. But for Reed Hastings, unlike the rest of us, the embarrassment triggered a question—a question about the mechanics of movie rentals and the hassles they created.

It happened later in the day, when Hastings, still annoyed over the forty-dollar late fee, was on his way to the gym. “How come,” he wondered, “movie rentals don’t work like a health club, where, whether you use it a lot or a little, you get the same charge?” And that led to other questions: Could a movie rental business actually work that way—charging a flat membership rate and no late fees? Would the customers ever return the movies without the pressure of a late fee? Could you keep enough movies in inventory to satisfy customers? How would the economics work?

Hastings started tinkering with the idea, first on paper, then in real life. Eventually a business was born—Netflix, which grew into one of the fastest-growing companies of the twenty-first century.

It retrospect, the idea seems obvious. Who wouldn’t want a movie rental system that eliminated late fees (and the irritation they produce) along with a dozen other petty inconveniences? Yet the growth of Netflix happened under the very noses of the executives at Blockbuster, who watched Netflix grow for nineteen straight quarters before they decided to launch their own video-by-mail service. And in the process, Netflix managed to outmaneuver a host of rival companies that seemed far better positioned to take advantage of the opportunity—not just Blockbuster but also such retailing and show-business giants as Walmart, Amazon, and Disney.

How did this happen? Why was Reed Hastings able to see the potential for a billion dollars’ worth of demand in the same consumer hassles most of us experienced but ignored or merely complained about?

This mystery is a small example of the bigger mystery that is the subject of this book—the mystery of demand.

In the United States, millions of people inhabit homes that are crowded with things, yet live lives overflowing with frustrations, inconveniences, complications, risks—hassles of every sort. No matter how much we consume, there remain huge gaps between what we really want and the goods and services we settle for. Those gaps represent opportunities for the creation of new demand—as Reed Hastings recognized.
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WHILE THE IDEA for Netflix was germinating in the mind of Reed Hastings, another demand creation story was taking shape on the other side of the planet. And while the setting and many of the details couldn’t be more different from those in the story of Netflix, the underlying mechanism was strikingly similar.

Babu Rajan is a fisherman in Pallipuram, near the southwestern coast of India. By developed-world standards, Rajan is poor. The only significant asset he owns is the one that he and an informal consortium of fourteen fellow fishermen rely on for their livelihood: a seventy-four-foot, steel-hulled boat, the Andavan, in which they troll the Arabian Sea searching for schools of sardines, the cheap, plentiful fish that feed millions of hungry South Asians. It’s the same way of life that Rajan’s father and grandfather followed, right down to the half-mile-long net he uses to gather his catch and the sticks of incense he burns for good luck in the tiny Hindu shrine tucked into the ship’s bow.

Some days, Rajan’s luck is good. His predawn excursion may yield a catch of ten thousand pounds or more and net $1,800 or more for the boat’s crew to share. Other days, their nets come up empty, or nearly so; the lesser haul is barely enough to pay for diesel fuel. The unpredictability of the ocean’s harvest makes it doubly important for Rajan to maximize the value of what he catches.

And here is where the relentless power of nature plays a cruel role. After ten or twelve hours at sea, having gathered whatever bounty the ocean has to offer that day, Rajan and his fellow fishermen pull into the nearest port, where they are met at the dock by the local seafood wholesaler. With the fierce tropical sun beating down, both Rajan and the wholesaler know that the fish won’t last long. There’s no time to travel from port to port, gathering competing offers from rival wholesalers. Rajan has no choice but to accept the dealer’s offer, and hope for a larger catch tomorrow. The unyielding logic of the situation is one reason generations of Indian fishermen have been unable to work themselves and their families out of poverty.

At least, until recently. Around 2003, Babu Rajan did the same thing millions of other rural Indians were doing: He managed to scrape together nearly an average month’s income to buy a tool his father and grandfather could only have dreamed about—a cell phone. Now his life and work are dramatically different.

Today, as Rajan trails his net in the Arabian Sea, the cell phone, hanging in a protective plastic case from his neck, rings periodically with calls from wholesalers in a dozen nearby ports. “How big is today’s catch?” they want to know. “When will you be bringing it in? And have you received any other offers?”

“When I have a big catch,” Rajan reports, “the phone rings sixty or seventy times before I get to port.”

Now Rajan is able to entertain offers from several wholesale dealers, playing one against another in the classic mode of free markets everywhere. Only after agreeing on the best price available does he select the port to which he’ll deliver his catch. As a result, Rajan’s family income has more than tripled in the last decade, bringing them a series of luxuries once unheard-of among India’s rural poor—electricity, television, schooling for his children.

The impact of the cell phone in rural India extends beyond fishermen. Until recently, farmers in India in need of information to guide their planting relied on the same low-tech tools they’d employed for millennia: guesswork, tradition, word of mouth, even religious rituals. The result: extreme vulnerability to market swings, droughts, floods, crop diseases, and other forms of economic disaster. Each year more than a third of India’s fruit and vegetable output would go to waste due to market failures caused by information shortfalls.

Today, this is changing, thanks to the advent of the cell phone. More than 40 percent of farmers in Indian regions from Uttar Pradesh in the north to Tamil Nadu in the south now have access to mobile services providing agricultural information. They can receive voice or text messages with customized market data, such as minimum and maximum prices for a particular crop at specified local markets and the volume of the crop arriving that day. Other voice messages offer how-to advice on topics such as weed control for rice paddies and cultivation tips for bananas.

An American farmer might take such information for granted. But its impact in the developing world is remarkable. Studies show that Indian districts with high rates of cell phone usage climb faster and further out of poverty, creating, in turn, more demand for cars, houses, store-bought clothes and food, and high-end services from health care to education. It’s demand fueling demand, with growing society-wide prosperity as the result.

The product driving this trend is the Nokia 1100. Consumers in the developed world are often startled when they learn about the sheer scale of demand for this Finnish cell phone. Consider some of the most impressive high-tech product launches of the past decade: Within five years of introduction, the Nintendo Wii game system sold 45 million units. In the same time frame, 50 million Motorola RAZRs, 125 million PlayStation 2 consoles, and 174 million iPods were sold. And the Nokia 1100? In that product’s first half decade, 250 million were sold, mostly in some of the world’s poorest countries. Those numbers make the Nokia 1100 the bestselling consumer electronics device in the world.

Crucial to the success of the Nokia 1100 is its design. Features that make the 1100 an invaluable tool for life in rural South Asia, Latin America, or sub-Saharan Africa have been included; every other feature has been ruthlessly simplified or stripped away completely. At the same time, the 1100 offers options few Westerners would think of. For example, it can store multiple contact lists—essential in a phone that may be shared by many users in a village. The 1100 also allows the user to enter a price limit for a particular call, much like prepayment at a gas station—another feature that supports communal use. There’s a built-in flashlight, radio, and alarm clock—valuable accessories where electrical service is unreliable. And the 1100 is available with screen displays in more than eighty languages, or with visual symbols to serve the illiterate customer.

The Nokia 1100 is a triumph of insight and creativity. Nokia’s engineers managed to see the world through the eyes of a South Asian farmer, recognized and empathized with the hassles he faced, and designed a product that can dramatically reduce them—transforming millions of lives, and creating huge new demand in the process.
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NETFLIX AND THE NOKIA 1100 vividly illustrate the complexity—and the world-altering power—of the art of demand creation. And the more we’ve learned about these stories, and many others like them, the more we’ve realized that demand is a lot more complicated and more fascinating than we once thought.

But why does it matter? Why is the mystery of demand important, not just to business executives and economic policy makers, but to all of us? The answer lies in the dramatically changing shape of our world.

We live in a time of two economies. One dominates the headlines and the TV news. It’s the economy that became mired in recession in 2008, in which millions are unemployed, millions more are underemployed, companies are reluctant to invest, factories have fallen silent, and one industry after another—from cars to electronics to airlines to retailing to energy to housing—is experiencing stagnation. In this economy, the once-reliable engine that drove growth and prosperity for decades—consumer demand—has somehow become broken, with painful consequences for all of us.

In the same time and same space, there is another economy in which the demand engine is almost ridiculously strong, operating in overdrive. In this economy, a handful of companies are not just doing better than their competition, they are doing exponentially better. They enjoy runaway growth, premium pricing, and extraordinary customer loyalty because they create new products and services that not only attract demand but actually excite people. In this economy, companies are growing, profits are robust, customer loyalty is powerful, jobs by the hundreds of thousands are being created, and the lives of millions of people are being enhanced in ways large and small.

What’s going on?

We set out to answer this question. To do so, we knew we needed to take a fresh look at the mystery of demand. To look at customers, producers, and the ways they come together in markets without the filters and encumbrances of traditional assumptions. We needed to think about demand as a child would, driven by curiosity and a willingness to ask naïve questions: How does demand actually happen? And how do those who create explosive and sustained demand even in tough economic times do it?

Our curiosity about demand was amplified by a series of anomalies—odd happenings from the world around us that seemed to make no sense and left us wondering how and why they’d occurred. Surprising stories like those of the birth of Netflix and the Nokia 1100 sparked our interest. And once we began to notice such demand anomalies, they began popping up everywhere we looked.

Before Amazon’s Kindle launched the e-book revolution, an almost identical device was introduced by Sony into the avid Japanese book market—and sank like a stone. Why has the Kindle outsold the Sony Reader several times over, despite Sony’s three-year head start?

Nonprofit organizations that promote high culture must constantly struggle for funding—yet an opera company in a mid-size city has mastered the knack of generating a deep and ever-growing stream of demand for its programs. How have they done it?

Everyone knows that Americans love their cars, despite their huge economic and environmental costs. How is a fast-growing car-sharing company convincing Americans to give up their beloved cars—and making them enjoy doing it?

American health care is an economic disaster zone—yet a little-known health care company in California has figured out how to provide vastly improved services, keep its clients healthier and happier, and simultaneously cut costs—by as much as 20 percent. How is that possible?

The decades-long decline of American education is a familiar story—but a young college graduate launched a rapidly growing nonprofit organization that is transforming American education by generating a revolution in demand on the part of students and parents, demand for education that really works. How did that happen?

The unpredictable challenges of the demand creation process produce an endless stream of head-to-head matchups: Facebook versus MySpace, the Toyota Prius versus the Civic Hybrid, iPod versus Sansa, Eurostar versus Air France, and many others. In each case, consumers disproportionately demand one seemingly comparable product over another—not by a few percentage points but by margins of five or even ten to one. Why? What makes demand differ so dramatically when the underlying goods appear so similar?

Closely examining these anomalies and many more like them, we discovered that demand is often created by a special breed of person with a number of unique insights and behaviors—yet the skills these people practice can be learned and practiced by any leader and by any team.

These demand creators recognize the huge gaps between what people buy and what they really want—and they use those gaps as the springboard for a process of reimagination that you might call the demand way of thinking. They reimagine reality, and then they recraft it. As a result, they wind up creating products that customers can’t resist and competitors can’t copy.

The process includes several steps that all great demand creators follow.

1. Make It Magnetic

Most of what comes into the marketplace is good, even very good, yet it fails to create an emotional connection with customers. Demand creators begin with a very tough realization: Very Good ≠ Magnetic. And they don’t stop developing their product until it’s absolutely irresistible, generating excitement and conversation everywhere. When it comes to creating demand, it’s not the first mover that wins; it’s the first to create and capture the emotional space in the market.

2. Fix the Hassle Map

Most of the products we buy are flawed, generating hassles that include time- or money-wasting features, unclear instructions, needless risks, and other annoying bugs and glitches. We rarely get to enjoy everything we want: greater simplicity and more choices, enhanced automation and more personal service, improved quality and lower prices. But herein lies enormous opportunity for the demand creator. Mapping the hassles that dominate so much of daily life, and then figuring out how to fix them, provides the path to explosive potential demand.

3. Build a Complete Backstory

What we don’t see can make or break the product. As many demand creators have discovered, it’s not enough to have 90 percent of the backstory in place—until the backstory is truly complete, demand simply doesn’t happen. Demand creators connect all the dots needed to fix the hassle map of the customer.

4. Find the Triggers

The biggest obstacles to creating demand are inertia, skepticism, habit, and indifference. Most people who hear about a product remain fence-sitters, unready to buy and stifling the growth of demand until something moves them to act—a trigger. Although it often takes even the best companies years to find the right triggers, great demand creators constantly search for them, always experimenting to find what turns fence-sitters into customers.

5. Build a Steep Trajectory

A product’s launch into the marketplace is merely the first step in a series of attacks upon the indifference of the market. On launch day, great demand creators jump into the next phase by asking themselves a very simple question: How fast can we get better? They know that every improvement they make—technical or emotional—will unlock new layers of demand, and leave less open space for imitative, piggybacking competitors.

6. De-Average

“One size fits all” is an appealing idea that great demand creators have discarded—because it doesn’t work. Instead, they “de-average” complex markets, recognizing that the “average customer” is a myth, and that different customers (and even the same customers at different times) have widely varying hassle maps. Then they find efficient, cost-effective ways to create product variations that more perfectly match the varying needs of very different types of customers, getting rid of overages (things we don’t want) and underages (gaps we want filled). They constantly improve their product’s fit for very different customer types from 60 percent to 90 percent, or better.
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GREAT DEMAND CREATORS have not only mastered these six skills; they also know how to transmit them to many other people. They build self-replicating teams that are obsessed with customers and their needs, obsessed with that magical difference between what customers buy and what they really want. In this way they are able to reduce hassles and provide life-improving products not just for a handful of people but for the thousands or millions of customers that only a great organization can reach.

Demand creators have a hidden advantage. Many of their rivals are “anti-demand” organizations—organized in disconnected silos, focused on meeting yesterday’s demand, and often remarkably immune to the signals that customer behavior is trying to send us.

Demand creators are remarkable people. In trying to decipher the mystery of demand, we’ve had the privilege of meeting many of them and observing them in action. We’ve found great demand creators in a surprising range of organizations—not only corporations but small businesses and nonprofit organizations. Some are company founders and CEOs, while others are middle managers, frontline employees, small business owners and entrepreneurs, idealistic reformers, and seemingly ordinary people in many walks of life. They tend to be deeply curious, extremely energetic, thoughtful and self-disciplined, intensely confident yet continually self-questioning, gifted with humility and with a highly evolved sense of humor. And they’re always looking for the next hassle map of the customer.

Yet perhaps the most important trait this highly disparate collection of individuals has in common is a simple one. When confronted with the same question we’ve been pondering—Where will tomorrow’s demand come from?—they don’t point to the government, the Fortune 500, or to macroeconomic forces.

Instead, they look in the mirror.


1.
Magnetic


(mag-NET-ik) adjective 1. extraordinarily and irrepressibly attractive 2. combining great functionality with intense emotional appeal 3. capable of producing a powerful stream of demand



ZIPCAR INVENTS A NEW KIND OF FREEDOM

It was Friday evening, February 14, 2003. Scott Griffith was heading home from an intense and eventful day. He’d been chosen by the board of directors of Zipcar to be the company’s new CEO, replacing founder Robin Chase.

For the forty-four-year-old Griffith, it was a stressful, tumultuous moment. He was delighted to be back at the helm of an innovative young company, a role he’d relished in two previous assignments, one a failure, one a success. And he loved the Zipcar business for its uniqueness and its vaulting ambition—to revolutionize the way people use cars by providing a convenient alternative to ownership, saving money, eliminating hassles, and protecting the environment. Yet after four years of hard work by Chase and her dedicated team—years of research, experimentation, evolution, and struggle—the business was still on shaky footing. Demand wasn’t zero, but it was low—far too low to be sustainable or profitable.

If Zipcar were a rocket, it was a rocket that had achieved liftoff but was still unable to reach escape velocity. Time and again it had stalled and fallen back to earth, grounded by the powerful gravitational force that causes more than 80 percent of new businesses and new product launches to sputter and fail.

Board members and team members proposed many solutions: cut prices, advertise more, offer free trial memberships, change the lineup of cars, redesign the website … The problem was clear, but the solution was a mystery.

Griffith had always been fascinated by the intersection between technological change and demand. Growing up in Pittsburgh in the 1970s, he’d watched the local economy collapse as its steel industry became outmoded. He was also a natural-born Mr. Fix-It, whose favorite childhood memory was of repairing the family toaster with a soldering gun at the age of nine (“I was lucky I didn’t electrocute myself”).

Now Zipcar offered Griffith a similar challenge on a grown-up scale: Could he figure out why the rocket wasn’t reaching escape velocity? And could he fix it before the company’s funding ran out?
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AMERICANS LOVE their cars. We know it’s true, because practically every cultural commentator has told us so. And most ordinary people agree. In a 2001 survey, 84 percent of Americans confessed to loving their cars, 12 percent said they’d named them, and 17 percent reported buying them Valentine’s Day presents. Yes, Americans love their cars.

Or do they?

Do Americans love commuting? Do they love the daily traffic jams for which cities like Atlanta and Los Angeles have become infamous, the five-mile-per-hour crawl on New York’s Long Island Expressway (sometimes called “the world’s longest parking lot”), or the hair-raising adventure that is maneuvering among buses, delivery trucks, battered taxis, and double-parkers on the pothole-filled streets of Manhattan, Chicago, or Philadelphia? Do Americans love trolling for parking spaces, or searching for their cars among three thousand identical slots once they’ve managed to park them? Do they love paying for insurance, repairs, tickets, registration fees, taxes? Do they love playing gas-price roulette at the pump?

Americans may love their cars. Yet there’s another side to the relationship—a side that, at times, looks an awful lot like hatred.

Mary Morgan, a journalist in Ann Arbor, Michigan, has thought a lot about the love/hate relationship between Americans and their cars. In fact, she has lived it, talking with her family about getting rid of their car for a long time. Ann Arbor has excellent public transportation, and the Morgan family could manage most of its daily activities quite nicely without a car. But, Morgan says, “I’ll admit that I’m the one who’s been dragging my feet. For me, having a car is a habit—an addiction, really—and unable to go cold turkey, I’ve been edging toward carlessness in nicotine patch–like phases. Part of my reluctance to go car-free has hinged on my sense that owning a car gives me freedom, and that without a car I’ll be trapped.”

Most telling, perhaps, is Morgan’s use of the word addiction to describe her feelings about her car. It’s a word we reserve for relationships we consider destructive and would desperately love to change … but somehow can’t. And that addiction is why millions of Americans buy cars: not because they love cars and the hassles that go with them, but because owning a car has been the only way to experience the sense of freedom they do love.

Great demand creators are special, in part, because they understand that the things we buy and the things we actually want aren’t always the same. There’s often an enormous gap between the two—and that gap is where the opportunity to create demand originates.

Unfortunately, transforming that opportunity into real demand often borders on the impossible.

Throughout the seventies, eighties, and nineties, as oil spills, price shocks, overseas crises, supply shortages, and the looming threat of global warming exposed the dangers of our dependence on petroleum, progressive political leaders and city planners tried to eliminate or reduce public reliance on cars. They deployed an array of tools, including improvements to urban mass transit, establishment of car-free zones and pedestrian malls, restrictive auto regulations, tough tax and licensing requirements, congestion pricing of tolls, and onerous parking limitations.

Yet most of those efforts foundered. Millions of people talk about wanting to break the driving habit; almost none follow through. (As a deadly accurate 2000 headline in the satiric Onion put it, “98 Percent of U.S. Commuters Favor Public Transportation for Others.”) The missing ingredient has been a powerfully attractive alternative—a form of transportation that eliminates the hassles of car ownership while providing the freedom, convenience, and fun that Americans love about their cars.

In politics they say, “You can’t beat somebody with nobody”: Even an unpopular incumbent can win reelection when the opposition is lackluster. In the world of demand, it’s not enough to identify the failings of existing products—you need to create an alternative that will excite, allure, and motivate consumers to change their behavior. In other words, new demand begins—always—with a magnetic product.*

What is a magnetic product? Here’s an easy way to define it for yourself.

Consider the following contrasting pairs of products. Don’t think about them a lot—just react quickly. Which product from each pair strikes you as more attractive, interesting, desirable, lovable—in short, magnetic?




	Sansa
	iPod



	Sony Reader
	Kindle



	Civic Hybrid
	Prius



	Hertz Connect
	Zipcar



	Illy
	Nespresso



	Air France
	Eurostar



	MySpace
	Facebook



	Blockbuster
	Netflix



	British Air
	Virgin Atlantic



	Any toy set
	LEGOs



	Any movie studio
	Pixar



	Yahoo! Search
	Google



	Any online retailer
	Amazon






You may not be familiar with every product named here. But if you’re like most of the thousands of people to whom we’ve presented this list, you probably feel a much stronger attraction to the products on the right than to those on the left—even though, in many cases, the apparent differences seem not to be significant. As we’ll discuss later, magnetism is as much about emotional appeal as about function. And magnetism is one of the crucial elements in creating significant new demand.

In 1999, Robin Chase decided to tackle the challenge of creating a magnetic alternative to car ownership.

A Wellesley graduate with a background in public health and an MBA from the MIT Sloan School of Management, Chase was a dedicated environmentalist who had long fretted about Americans’ car addiction, penning earnest articles with titles like “Fossil Fuel Is the New Slavery.” In the absence of an attractive alternative, her proselytizing had little impact.

Then, in 1999, while searching for a way to apply her business talents to the mission of greening America, Chase learned about a little-known approach to the auto dilemma—car-sharing. The idea was to get needless cars off the road by having multiple people, especially city dwellers, share a single vehicle.

Chase saw that car-sharing could save resources in lots of ways. Fewer vehicles on the road would mean less steel, rubber, glass, and other materials expended in manufacturing. Less land would need to be devoted to highways and parking lots. And drivers relying on shared vehicles would be less inclined to hop in the car for a five-block drive to the supermarket, reducing the amount of gas expended in needless trips, idling at red lights, and round-the-block cruising in search of a parking spot.

Not-for-profit car-sharing services had already been launched in cities throughout Western Europe and in a few places in the United States, such as Portland, Oregon. But these city-sponsored services, though well intentioned, were clunky and inconvenient. Car keys were stored in centrally located mechanical lockboxes; driving logs had to be filled out by hand. Except among hard-core environmentalists, demand for car-sharing was practically nonexistent.

Chase understood that merely replacing the hassles of car ownership with a different set of hassles was unlikely to create much new demand. But she also recognized that the Internet offered an opportunity to reduce or eliminate the hassles of car-sharing. Chase became convinced that the ecological benefits of car-sharing could be realized through a for-profit company capable of attracting a serious stream of demand from mainstream customers.

Armed with this vision, she and a German friend, Antje Danielson, raised $1.3 million from a few venturesome investors and set up shop in Chase’s hometown of Cambridge, Massachusetts. They were determined to convert car-sharing from a tiny niche into a mass movement capable of having a real impact on the nation’s energy and environmental problems.

Chase’s husband, Roy Russell, became the new company’s chief technology officer. He and a team of programmers set about creating a Web-based system for reserving and tracking cars. Cars would be kept in prearranged parking locations in neighborhood garages or lots, and anyone who paid an annual membership fee could find and claim the nearest available vehicle with a few mouse clicks. A digitally coded card would enable the member to access the vehicle. Billing would be handled online automatically, eliminating paperwork. There would be no insurance forms to fill out—coverage would be included in the hourly fee—and even the cost of gas would be taken care of, with the membership card usable at the pump much like a credit card.

These innovations dramatically improved the functionality of car-sharing—the first half of the magnetism equation. “Our goal was to make access to cars as easy as getting cash from an ATM machine,” Chase said, and the new Web-based rental system came impressively close. One early adopter remarked, “I was ten miles down the road at the time I would have been wrapping up the paperwork at the Enterprise counter.” Another marveled, “You never have to deal with a live person—just reserve a car through the website.” And a third called Chase’s system simply “the easiest and cheapest way to get around the city.”

The improvements Chase developed were important. A magnetic product must be functionally superb: It works well; it’s affordable and convenient; it reduces hassles. But as we’ve noted, function alone doesn’t create magnetism—after all, an MP3 player by SanDisk or any other manufacturer plays tunes just about as well as an iPod. Emotional engagement is required, too—produced, in the case of the iPod, by a combination of unique characteristics, including brilliant design, a superlative user interface, and a system for finding, buying, and organizing content that is practically universal, easy, and fun. That’s why for every person who owns an ordinary MP3 player and says, “It works” or even “It’s fine,” there are ten people who own an iPod and say, “I love it!” You can even state the relationship in the form of a simple equation:


M = F×E



That is, magnetic equals great functionality times great emotional appeal. Recognizing this reality, Chase also gave a lot of thought to the company’s name, which she knew would help shape public perceptions of the brand. She and Danielson dreamed up several possible monikers and started gathering opinions from strangers on the streets of Boston. One name, Wheelshare, was quickly shot down because it sounded too much like wheelchair.

The next candidate was U.S. Carshare. Asking people about it, Chase was startled to discover that many had a deep-seated emotional aversion to the very concept of “car-sharing.” “The word makes people nervous,” she later explained.


They feel they’re being scolded or told to wait their turn. At that point I banned my staff from using the phrase “car sharing.” Do we call hotels “bed sharing”? That’s way too intimate. Do we call bowling “shoe sharing”? Who would want to bowl?



For the idealistic Robin Chase, the term car-sharing evoked all that was communal, earth-saving, and virtuous—but for the average American, it sounded weird and distasteful. Chase listened to her customers, and dropped the term.

Eventually Chase named the company Zipcar, evoking fun, hassle-banishing qualities like speed and convenience, and paired it with the slogan “Wheels When You Want Them.” She deployed a small fleet of cars—funky lime-green Volkswagen Beetles, chosen for their hip look and eco-symbolism—first on the streets of Boston, then in Washington, D.C., and New York City. Zipcar was up and running.

And in response, nothing happened—the two most dreaded words in the world of demand creation.

Or almost nothing. In the first year, just seventy-five people signed up. Between 1999 and 2003, Zipcar grew steadily but very slowly, plateauing at just 6,000 members and 130 cars in three cities.

Chase labored creatively to infuse greater magnetism into her struggling product. She played up Zipcar’s social mission, aiming to create buzz among young city-dwellers who shared her concern for the environment. She launched a company newsletter with community-building features like a “Caption This Photo” contest and letters from readers describing the oddest thing they’d done with their Zipcar. “Making customers feel like they have input and a stake in the game really makes them want you to succeed,” Chase remarked. She invited members to a potluck dinner and remained ebullient despite having just twenty-five people show up. What matters, she explained, was “the four thousand people who think, ‘How cool—I belong to a company that has potluck dinners.’ ”

It was all charming and fun. But it wasn’t magnetic enough to trigger large-scale demand. Profitability was a distant vision. More deeply wedded to her green vision than ever, Chase remained optimistic. She joked that her vision was “world domination” and that she would consider Zipcar a success as soon as it was hit with an antitrust lawsuit. More seriously, she described her “death bed” dream as bringing the Zipcar system to countries like China, “before the dream of every child becomes what it is here: ‘When I grow up and turn seventeen, I will get my own car.’ ” And she added, “Frankly, I have no doubt that is going to happen.”

But as the months passed, Chase’s investors began to grow restless. They worried that their zealous CEO was more focused on saving the world than on earning them a decent return on their money. In 2003, a $7 million round of mezzanine financing required to fund Zipcar’s operations fell through at the last minute. Although Chase managed to locate an alternative source of funding, the company’s board decided they’d had enough. They ousted Chase—the woman whose vision, creativity, and drive had been literally everything for Zipcar—and turned the reins over to Scott Griffith.
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GRIFFITH HAD WORKED at Boeing and Hughes Aircraft as well as two high-tech start-ups, one (Information America) a success, the other (Digital Goods) a failed early attempt to crack the e-book market. He’d also been a partner and principal at a couple of strategy and investment firms with connections in the world of private equity capital, which promised to be valuable in the ongoing quest for funding (a struggle Zipcar shared with many other would-be growth companies).

But the immediate challenge Griffith had to address was a different one. The Zipcar product crafted between 1999 and 2003 by Robin Chase and her team—call it Zipcar 1.0—was far more attractive than the original car-sharing operations. But its fitful sales growth showed that it lacked the critical characteristics needed to galvanize a really large customer base. The big question was, why?

Scott Griffith’s chief job was the development of Zipcar 2.0—the irresistible product that Robin Chase had dreamed of but had been unable to build. It meant broadening Zipcar’s appeal beyond dedicated environmentalists, emphasizing the ways it could improve daily life for any urban dweller. “This has to be a lifestyle choice that people make,” Griffith declared, “because you’re essentially trying to talk them out of a hundred years of marketing that they got from their car companies.” It would take a shift of this magnitude to make the company grow into a viable business—in the words of board member Peter Aldrich, to “turn a political movement into a company.”

Paradoxically, Griffith started by halting planned expansion efforts. “We had to prove the business model at the city level,” he later explained. “The company hadn’t really thought through what it would take to get to profitability.”

There was no shortage of theories about what Zipcar needed to do to jump-start its growth. Some advocated an aggressive marketing and advertising campaign; perhaps billboards, posters, radio ads, and television commercials touting the benefits of Zipcar would prompt people to test the service. Others favored harnessing the power of free media through publicity events and messaging efforts like interviews and articles that appealed to people’s civic sensibilities and environmental values. Still others proposed traditional merchandising schemes—dollars-off coupons, free trial memberships, Zipcar sign-up booths outside subway stations and inside shopping malls.

Instead, Griffith decided it was time to explore the mind-set of customers. To figure out why the Zipcar product lacked magnetism, Griffith held focus groups with fence-sitters—people who knew about Zipcar but for some reason had refrained from joining. What would motivate them to become Zipcar members? Griffith listened carefully to their comments, paying particular attention to the specific factors that were making the fence-sitters hesitate. In the process, he discovered that growth itself, if adequately focused, could eliminate many of the lingering hassles of car-sharing and greatly enhance Zipcar’s visceral appeal.

With just a few Zipcars in any given city, would-be drivers often found that no car was available on evenings and weekend days when demand was greatest; often the nearest vehicle was parked a ten- or fifteen-block walk from their home. This might sound like a minor inconvenience, but tacking an extra half hour onto the Zipcar rental experience was enough to prevent most consumers from pressing the demand button.

As one Zipcar member told us, “If the nearest Zipcar were more than two blocks away, I would get annoyed having to walk there in the dead of night.” Another said, “If the car was more than a five-minute walk from my door, I wouldn’t bother.” They speak for countless others.

This posed a tricky chicken-or-egg problem. How to make Zipcars plentifully available—and therefore popular—when Zipcar’s lack of popularity was itself limiting the number of Zipcars available?

Griffith solved the puzzle by ingeniously redefining it. The key to Zipcar’s future, he realized, was density. Vehicles had to be available very close to members to make the service a truly convenient substitute for car ownership. If Boston had, say, 200,000 Zipcar members and 8,000 cars, that would be no problem. The real challenge was for the company to simulate that level of penetration with a much smaller organization.

To achieve this effect, Griffith decided to concentrate Zipcar’s efforts in just a few, carefully selected locations. Almost immediately, the demand-creating power of this approach became evident.

Rather than trying to stretch its fleets across the vast extent of entire cities, Zipcar consolidated them into relatively dense clusters in a few urban neighborhoods filled with prototypical Zipcar members: young and tech-savvy, environmentally conscious, and eager to economize. By focusing on districts where likely customers congregated, Zipcar could create density even while starting from a small base.

Zipcar assigned street teams to promote Zipcar “block by block, zip code by zip code” and launched colorful marketing campaigns tailored to particular neighborhoods. In a Washington, D.C., district filled with young, carless professionals, Zipcar dropped a battered sofa with a sign atop it reading “You need a Zipcar for this.” Students from Boston’s many universities found the city’s T-line transit system plastered with Zipcar posters saying, “350 hours a year spent having sex. 420 hours looking for a parking space. What’s wrong with this picture?”

Zipcar was acutely attuned to variations in demand. Different neighborhoods got different kinds of cars: eco-conscious Cambridge was stocked with hybrid Priuses, while Boston’s posh Beacon Hill district was seeded with Volvos and BMWs. “We were like the coffee shop or the dry cleaner,” Griffith recalls—a local company offering local services catering to local sensibilities. Zipcar was assiduous in identifying many different types of potential customers and tailoring product offerings and combinations to appeal to each of them.

Most important, the hyperlocal strategy enabled “instant density”: In the chosen neighborhoods, Zipcars were thick on the ground, making them easily accessible as well as readily recognizable. The math was compelling: Put one Zipcar location in a neighborhood like the ten-square-block area of central Cambridge, and the average customer had to walk ten minutes to reach it. Increase it to seven locations and the average walk was cut to five minutes; grow past twenty locations and the walk shrank to two minutes. With each increase, the value provided to customers soared.

Griffith’s instant-density strategy ignited an upward growth spiral. In the chosen neighborhoods, people got used to spotting Zipcars on the street and started asking their friends about them. Once a critical mass of local residents became Zipsters (as Zipcar members call themselves), the company expanded to the next community over … then to the next, and then the next.

It’s a remarkable truth about demand, and human nature: We let little things govern big decisions. Zipsters save thousands of dollars a year compared with car owners, not to mention countless hours dealing with hassles like parking, maintenance, repairs, and insurance. Yet what catalyzes their decision to go with Zipcar is often the discovery that a car is available five minutes from home rather than ten minutes. The five-minute difference, it seems, is the tiny trigger that’s even more powerful than huge savings.

Suddenly people by the thousands began to discover the magnetic properties of Zipcar—and to talk about them to friends, family, and acquaintances. “No more spending eighty bucks and investing time in travel and paperwork to rent a car when I want to visit my friends in the suburb,” one Zipster told us. “Now I jump in the nearest Zipcar, spend more time with my friends, and pay less than half as much money.”

“My wife’s a professional photographer,” said another. “She uses Zipcar three or four times a month to tote her equipment when shooting a wedding. Otherwise, she’d have to buy a car—a big investment she can definitely do without.”

“We can do things with Zipcar we could never do without it,” said a third. “We’ve stopped using a grocery delivery service, and we save money by buying a case of wine instead of a bottle or two. Last week, we brought home a Christmas tree tied to the roof of our Zipcar. Try doing that on the subway!”

“I love using a Zipcar for business meetings,” said yet another. “My clients ask about it—they think it’s cool!”

Encouraged by the sudden growth spurt, Griffith soon found other ways to achieve instant density and its magnetic appeal. In the process, he also attracted new types of customers to Zipcar.

One approach was to partner with universities by providing cars for use by students and faculty. Most colleges fit perfectly into Zipcar’s demographic sweet spot: They were densely populated communities with lots of young, tech-savvy, environmentally conscious, and cash-strapped individuals who needed cars for occasional trips and chores. And university administrators typically spent inordinate chunks of time wrestling with the problems of student drivers, such as parking rules; they appreciated any program that would reduce their car-related hassles. (“Customers” aren’t just end users of a product. Zipcar turned college deans into “customers” by fixing the deans’ hassles with student drivers. Demand is a highly complex game that can be played on several levels at once.)

In 2004, Griffith worked out a deal with Wellesley College to provide Zipcars with discounted insurance costs for its under-twenty-one drivers. The safety results were so good that Griffith took the data to his insurer, Liberty Mutual, and persuaded them to offer an even better rate at three more colleges. When the results there were just as good, Griffith parlayed them into a series of additional deals.

Now the company has crafted partnerships with more than 150 colleges and universities that offer huge long-term demand-growing possibilities to Zipcar. Students under twenty-five are delighted to discover they are eligible to rent from Zipcar, which is not the case with most traditional car rental outfits. When those students graduate, will they automatically switch to Hertz or Avis, or will habit and gratitude combine to keep them as loyal Zipcar customers? Zipcar hopes for the latter.

Griffith also began promoting Zipcar as the “company car” for small businesses that need a vehicle occasionally—to pick up a client or to make a sales call, for example. This new customer type broadened demand for Zipcar’s product across another dimension—time. Most of Zipcar’s core customers want cars on evenings and weekends, leaving them parked and unproductive during ordinary business hours. The small-company and corporate clients Griffith and his team courted helped pick up the nine-to-five slack, turning those hours into revenue generators for Zipcar and helping to improve the company’s finances. By 2009, business customers were producing 15 percent of Zipcar’s revenues, and as of late 2010, ten thousand companies had signed on as clients.

Achieving density was crucial to the magnetic appeal of Zipcar 2.0. But Griffith also instituted other changes to eliminate the remaining hassles that discouraged would-be customers. For example, Zipcar customers had been required to pay a per-mile charge after each rental. They hated watching the miles tick away, each tick costing them money. In Zipcar 2.0, 180 free miles were included with each rental.

In its new incarnation, Robin Chase’s dream of a car-sharing system that could support a mass-market industry was now showing definite signs of life. While retaining the emotional appeal of being hip and eco-friendly, Zipcar had become increasingly magnetic by reducing or eliminating the hassles of car ownership for a growing array of customer types. As one Zipster puts it, “I like the idea of being green, but I can guarantee you I’m doing this because it puts more green in my pocket.” She’s typical: Practically every Zipster we spoke to cites the convenience and affordability of the service as its chief attractions, with “the idea of being green” a distant third.

Even seemingly unpredictable hassles are eased by the Zipcar system. One member reported losing his Zipcard halfway through a rental (he was moving from one apartment to another and probably dropped the card while schlepping boxes). He called Zipcar and learned from the service agent that a spare card was hidden in the car. He found the spare and had it immediately activated over the phone.

Another New York–based Zipster recounts this story:


We were taking a trip with my parents and my kids to do the whole colonial Williamsburg thing, so we took the train to D.C., and reserved a Zipcar minivan in D.C. I did it instead of renting a car because it was actually cheaper because of gas and insurance and the amount of miles that we were going. But then I got an e-mail saying that they were taking the minivan out of service for that weekend because they had to fix it. So I called Zipcar, explained the situation, and they said, “Well, we’ll change the maintenance schedule so you can still have it that weekend.”

So they changed the maintenance schedule, and then somebody else went online and reserved it before I could. And so I called Zipcar about it again, and they called the other member and explained, “This other person had it first.” They did all of that so I could have this one van on this one weekend. I got the swagger wagon and they saved the family vacation. I love them for that.



Later in this book, we’ll explore the crucial role in demand creation played by what we call the backstory—factors that most customers never see or think about but which contribute to the ease, convenience, affordability, flexibility, and fun of using a product or service. Zipcar works, in part, because it gets the backstory details right. High density in Zipcar neighborhoods guarantees proximity and convenience, the cars are regularly cleaned and maintained, the RFID chips work, the insurance paperwork is taken care of, and the Global Positioning System (GPS) devices in the vehicles ensure that the cars are where the company says they are.

The resulting product is magnetic—incredibly so. When we asked Zipsters whether they’d recommended the service to friends or acquaintances in the past month, an amazing 88 percent answered yes—a full 28 points higher than the closest competing car rental service. And 80 percent agreed with the statement “I love this product”—a 30-point edge over the nearest rival.

When journalist Mary Morgan finally decided, after years of struggling with her car addiction, to give Zipcar a try, density was one of the reasons why: She enrolled in the service as soon as Zipcars popped up within ten minutes of her home. But there were lots of other reasons:


Zipcar also makes the barrier to joining relatively low. There’s a $25 sign-up fee, plus a $50 annual membership fee. Beyond that, you pay $8 per hour for the use of a car.† You have to reserve your car online—a straightforward process that took me less than five minutes—but if it turns out you need it longer than you thought, you can call and get more time. Cars can be reserved and used 24/7.

My first Zipcar trip was impressive in that it was totally mundane. The car I’d reserved was in the exact spot that Zipcar had told me, via e-mail, it would be located—though initially I went to the wrong parking lot, and had to ask a passer-by where the Zipcars were parked. Luckily, she knew. The Zipcard I’d received in the mail, which looks like a credit card, did exactly what it was supposed to: I held it over a spot clearly indicated on the upper-right corner of the front windshield, and the doors unlocked. The key was in a compartment between the front seats, the car was relatively clean inside and out, it didn’t smell like smoke or wet dogs, and the gas tank was half full.

Did I mention you don’t pay for gas? Or insurance and maintenance?



The seamless convenience of Zipcar is transforming a vague, inchoate need on the part of millions of Americans—the need for mobility without the annoying hassles we usually take for granted—into concrete, actionable demand for something entirely new: the ability to quickly and conveniently access a car without owning it.

Even more remarkably, this transformation has been accompanied by a dramatic psychological change on the part of Zipcar customers. Having experienced Zipcar, Morgan now wonders, “How have I come to equate freedom with being encumbered by a costly, 3,000-pound, environmentally damaging machine that’s used by pretty much just one person?”

Thanks to Zipcar, Mary Morgan’s definition of freedom has actually changed. What’s more, she has a need she never had before—a need that Zipcar creates and satisfies in a single stroke.

It’s the story of demand creation in a nutshell.
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TODAY, ZIPCAR and its magnetic product are drawing a growing number of Americans away from their love affair with the car. They are succeeding where generations of well-intentioned social engineers failed, and in the process they’ve created a brand-new form of demand—to say nothing of one of today’s fastest-growing businesses. Since 2002, Zipcar revenues have been growing at 92 percent per year. Today there are more than 7,000 Zipcars serving some 400,000 individual customers and 10,000 corporate clients in more than 50 cities and over 150 universities around the United States and Canada as well as in London. Thousands of Zipsters have given up car ownership altogether. Zipcar has grown into a $131 million business that is projecting growth into the billion-dollar range by 2020.

Now 13 million people live within a ten-minute walk of a Zipcar parking space—4.5 million in New York City alone. In a recent interview, CEO Griffith observed, “Ninety-five percent of people living in the fifteen largest cities don’t need to own cars. If we were to sign up just 5 percent of them, that gets us to a million members and a billion dollars. There are already many neighborhoods—in Brooklyn, in Washington, in Cambridge—where 10 to 13 percent of the over-twenty-one population are Zipcar members. And it’s not slowing down.”

Zipcar still faces challenges. As of the end of 2010, the company as a whole was on the verge of achieving profitability (having gone into the black in each of its most successful city locations). To attract new customer types and continue to enhance their financial results, Griffith and his team are launching several innovative moves.

For example, Zipcar is testing a program to cluster cars at commuter train stations to provide “last mile” transportation for businesspeople traveling to suburban locations for meetings. It’s also providing fleet management services for government agencies. The biggest deal is with the municipal government of Washington, D.C., which reportedly pays Zipcar a one-time $1,500 fee to install its software and technology
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