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Introduction

THIS BOOK EXAMINES the interrelationships among
product strategy, brand, and a market’s value chain
structure, and the impact of digital technologies on
these relationships. Throughout this book, we describe
a model for a momentum-based business strategy as a
form of strategic positioning for companies that com-
pete for customers who are used to the peculiarities
of digital technologies. To express how customers
choose and remain loyal to digital products and ser-
vices, we introduce brand momentum both as the con-
ceptual framework to capture the mind-set of digital
customers, and as a marketing dashboard to manage
diftferentiation and loyalty in the context of the expec-
tations people have for digital offerings over the course

of a product’s life cycle.
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Since positioning has many connotations, we’ve
adopted Michael Porter’s definition to describe our
own work: “Strategic positioning means performing
different activities from rivals’ or performing similar ac-
tivities in different ways.”! It was clear from our consult-
ing experiences working with Motorola, IBM, Kodak,
and Hewlett-Packard in the early to mid-1990s that
Intel, EMC, Microsoft, and Sun Microsystems were
harnessing a new set of market forces in new or difter-
ent ways from our clients. These new leaders were con-
sistently gaining share and building superior market
value, yet it was difficult to convince senior manage-
ment at Kodak, et al. to recognize and act on the new
forces influencing differentiation as it existed in the
eyes of the beholders who mattered most: customers.
The models we introduce in this book to help com-
panies manage their differentiation with customers
are the end result of primary research that includes
more than 20,000 customer interviews. We discuss the
framework for this research in chapters 1 and 2.

The success of Intel, EMC, Microsoft, and Sun
demonstrated that a dominant market position no
longer guaranteed a continued market advantage.
Consider that Colgate toothpaste lost its market share
advantage over Crest in 1962. It wasn’t until Colgate

introduced the Total toothpaste product and brand
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strategy more than thirty-five years later that Colgate
finally created enough differentiation to regain the
market’s top position. Coke has held its market share
lead over Pepsi—forever—despite a major product
miss (“New Coke”) and anxious moments in advertis-
ing when Ray Charles and the “Pepsi Generation”
had Coca-Cola scrambling for younger customers. The
same 1is true for Kodak film; while Fuji has slowly
eroded Kodak’s leadership position, the famous yellow
box remains the top seller in the United States by
about fifty share points. And despite years of stagnant
car brands, General Motors is still the largest carmaker
in the United States. GM lost market share in thirteen
of the fourteen years between 1987 and 2001, yet the
carmaker maintained its lead over Ford by a few share
points. On the other hand, Intel, EMC, Microsoft, Sun,
and many other companies we discuss later captured
top market share positions in dramatically shorter cy-
cles and subsequently fought back leadership chal-
lenges every couple of years from the digital equiva-
lents of Colgate’s Total. Yet these four companies
created more than $650 billion total in market value as
of the end of 2001, even after the dramatic decline in
stock market values over the previous two years.

In the summer of 1996, we set out to discover pre-

cisely why and how these new market forces worked,
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and what impact these changes had on how people
perceived the brands they bought. Many of the funda-
mental observations about digital technologies that we
describe and apply in this book were incubated in the
personal computer industry and later exported to
other digital markets. If any single factor seemed to
characterize the PC business, as well as other digital
markets, including cell phones, pagers, and video game
machines—not to mention the massive, $1 trillion-a-
year global information technology and telecommuni-
cations markets—it was the sense of constant motion
around any product category. Products never seemed
to move in any absolute direction for more than four
or five years. And it wasn’t just the pace of technologi-
cal advancement; the rapid evolution of value points,
such as chips, operating systems, applications software,
networking, servers, printers, storage, video game plat-
forms, and many others, brought swarms of companies
and venture capital dollars into the market. As a result,
the sense of motion surrounding digital products pos-
sesses a kind of kinetic energy. Digital markets seem to
work like a wind tunnel, in which the wind speed
constantly accelerates while waves of different flying
objects invade the tunnel to rearrange the conditions
for survival.

The static nature of markets like toothpaste, film,

cars, and airplanes, among thousands of others, pro-
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duced approaches to strategic positioning that would
never be completely appropriate for digital products
and services. It took us a while to make the initial con-
nection, but we ultimately settled on physics as the
fundamental conceptual underpinning of the models
we present in this book. Digital markets are intrinsi-
cally dynamic, and momentum comes straight from
the field of mechanics and the study of dynamic con-
ditions. So you could say Newton pointed the way.
From observation and experience, certain companies
in every digital market have leveraged a combination
of product strategy, brand, and the unique structure of
a particular market’s value chain to become unstop-
pable forces in the minds of customers, with nearly
unassailable market positions.

But we knew that to effectively explain the unique
nature of differentiation as it exists in digital markets,
we would need more than a clever theory based on
physics. Physicist Stephen Hawking says that all good
theories have two characteristics: They explain a large
field of observations, and they are able to predict future
observations. That is precisely the goal of this book: to
use our model to help companies harness the market
forces unique to digital markets to build and sustain
differentiated positions with customers.

But it was 1996, and we had a long way to go.

Time was of the essence. We had already witnessed



MOMENTUM

wild market valuation swings in which a company’s
value ballooned or shrank by billions of dollars over
shorter and shorter spans of time. Sometimes it also ap-
peared that billions moved from one company’s mar-
ket cap to another’s, often in periods of a month or
less. At the time, most industry watchers were predict-
ing that the Internet would further accelerate this phe-
nomenon and change the forces of differentiation even
more dramatically.

As we started our journey, we recalled an old proverb
a friend of ours from Kodak quoted frequently: “Draw
your friends close, but your enemies closer.” Instead of
setting out to understand what wasn’t working for our
heavyweight clients, we decided to increase our under-
standing of what was working for the new winners.

In the end, our inquiry yielded a simple, if unex-

pected, clue: Larry Ellison.

6



CHAPTER I

Why Momentum?

IN 1996, ORACLE collaborated with Sun, IBM, and
Netscape on a technical specification for a new kind of
computer, the network computer, or NC. Oracle’s
founder and CEO, Larry Ellison, offered a vision of
computing as a utility—not unlike electricity—that
could be easily accessed via the inexpensive, appliance-

like NC. In Oracle’s 1997 annual report, Ellison wrote:

It’s impossible for me to write a letter or make a speech
without mentioning the Network Computer or NC. The
NC idea is simple and the need is clear: there will be no
information age until computers are as easy to use as

telephones, and as inexpensive as televisions.!

At the core of the NC’s positioning, as Ellison

pointed out in the many speeches he would give to
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evangelize the NC, was a direct challenge to Micro-
soft’s domination of the software industry at a time
when Netscape and the Internet were planting seeds
that Microsoft was vulnerable. Ellison had very practi-
cal reasons to suggest that Microsoft had a soft under-
belly: Microsoft threatened Oracle’s strategic position
in databases, the product category underlying Oracle’s
relationship with customers and the source of the
company’s market value with Wall Street.

The NC wasn’t the first time Ellison created news
and piqued customer interest by providing a com-
pelling context for, and putting a human face on, a
confluence of market forces. In 1994, Oracle hosted a
press conference at CBS Studios in Los Angeles. Elli-
son was making news again, this time with the venera-
ble Walter Cronkite at his side. In a cavernous televi-
sion studio, surrounded by a complete mock-living
room set, Ellison touted what he called a “media
server,” which would make interactive television pos-
sible, delivering movies on demand to subscribers—
not just the handful of movies available on a cable sys-
tem’s pay-per-view channels, but any movie people
wanted to see, any time they wanted to see it. In Elli-
son’s vision, movies-on-demand was the ultimate ap-
plication of client-server computing—the very same

approach to computing that was emerging as the suc-
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cessor to IBM mainframes in the data centers of the
largest companies around the world. For a few months,
the media server and the NC each spawned press fren-
zies, as Oracle organized campaigns to influence mar-
ket gurus and opinion leaders—the people we on the
inside of the technology industry refer to as the “influ-
encers of the influencers.” This attention was followed
by timely investments in the concepts, especially the
NC, from venture and equity markets and by a string
of deals between the biggest names in consumer elec-
tronics and information technology.

The personal passion, market insight, and hyperbole
of Ellison’s view of the opportunities created by
the media server and the NC gave them a “bet-the-
company” feel. It wasn’t Oracle’s New Coke—when
Coca-Cola risked the Coke brand franchise with a
new, sweeter formula—but any significant reward al-
ways comes with the risk of failure and the conse-
quences of failure for a company’s strategic position
with customers. In Oracle’s case, the exact opposite
happened. In almost the same time it took for the
media server and NC to look like promising product
and market opportunities, Oracle’s core customers re-
jected the concepts, and the viability of the media
server and the NC collapsed. Yet Oracle’s market share

with customers went up for five consecutive years after
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the launch of the NC, and Oracle ultimately captured
two-thirds of the market for database products based
on UNIX, the preferred operating system for client-
server applications and, later, for many Internet-based
applications.

In some important way, the media server and the
NC succeeded in building customers’ belief that Ora-
cle was the right choice for them, even as their strategic
technology choices were still evolving in the post-IBM
computing world. Ironically, the demise of the media
server and the NC validated Oracle’s position in cus-
tomers’ minds as the company with the product strat-
egy most likely to overcome whatever future chal-
lenges might be required of database technology—the
exact predicament these same customers hoped to avoid
by choosing Oracle. During this time, Microsoft also
contributed to Oracle’s success, as our research would
later identify. Microsoft’s handling of the U.S. Depart-
ment of Justice’s antitrust investigation of its business
practices and a number of other high-profile industry
issues established Microsoft’s own corporate integrity
as a greater threat to its market position with customers
than competitive offerings. We will discuss this research
and its implications for Microsoft in chapter 5.

Clearly Ellison understood how to draw attention

to himself and his company by moving beyond simple
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product announcements. Ellison did two things partic-
ularly well in his role as industry visionary. First, he
aligned the underlying technology trends of the infor-
mation technology industry and positioned them as
powerful market forces made up of products and com-
panies with a common enemy: Microsoft. Second, he
personalized the concepts in ways virtually anyone
could understand. In this way, he intuitively grasped,
before many of his contemporaries did, that customers
would ultimately reward him for taking risks—even
when his big ideas failed. In looking back on our expe-
riences with EMC, Intel, Sun, and Microsoft, we found
that similar issues existed for each company; each fea-
tured a CEO with a visionary agenda whose public
persona was larger than life, especially when com-
pared to our clients who were losing market share—
IBM’s John Akers, Motorola’s Gary Tooker, Hewlett-
Packard’s Lew Platt, and Kodak’s Kay Whitmore.

As we began the discovery phase of our research, in
which we hoped to establish the conceptual frame-
work for our planned quantitative research, we wanted
to better understand how Ellison’s future view of the
media server and the NC contributed to the com-
pany’s aura of differentiation, and how they reflected
on Oracle’s core products. We had witnessed similar

combinations of factors at work with EMC’s Michael

II
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Ruettgers, Intel’s Andy Grove, Sun’s Scott McNealy,
and Microsoft’s Bill Gates, and we wondered, Is a com-
pelling market vision linked to a product strategy and a
charismatic personality enough to create genuine dif-
ferentiation with customers? We used this question to
start our inquiry into how customers—people—per-
ceive differentiation in the context of digital technolo-
gies and what consequence these perceptions have on

loyalty over the course of a customer relationship.

DIFFERENTIATION—FROM THE
DIGITAL PERSPECTIVE

We began by auditing consulting assignments we had
done with Fortune soo companies, hot start-ups, and
typical Silicon Valley market challengers. One of these
assignments involved pages and pages of transcribed
qualitative interviews with CIOs and other top tech-
nology decision makers from businesses in the process
of making large, million-dollar database purchases. The
interviews had been conducted by an advertising
agency on behalf of a high-flying database company
that we’d been hired to position in its ongoing market
struggle with Oracle. As we pored over these tran-
scripts at the ad agency’s Palo Alto offices, we came

across a line that would resonate for us throughout the
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transcript review. “Well,” one customer said, “Oracle
just seems . . . inevitable.”

It turned out that in many of the interviews,
respondents referred, either directly or indirectly, to
their belief in the inevitability of Oracle’s success in the
database market as a key factor in their decision mak-
ing. Incredibly, this belief existed despite customers’
own acknowledged views of Oracle as having a poor
customer-satisfaction track record and a generally
acknowledged follower position in technology. Yet
Oracle seemed unstoppable in customers’ minds. As

>

evidence of Oracle’s “inevitability,” customers noted
Ellison’s appearances in the media, with partners, at in-
dustry conferences, and on Wall Street, in which he
talked about his vision for the media server and the
NC. Larry Ellison, the person, was clearly embedded in
the Oracle brand as a core element of the company’s
difterentiation.

From our point of view, we were observing what
brand gurus such as David Aaker, David Ogilvy, and
Trout and Ries predicted for decades: Purchase and
loyalty are empirically linked to how people perceive
differentiation. But differentiation, whether real or fab-
ricated, exists only in the context of a person’s ex-
pectations for a product or service. We were certain

that two decades of using PCs, software, servers, cell

13
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phones, pagers, video games, personal digital assistants
(PDAs), and, of course, the Internet—among the pano-
ply of digital products and services pervading our lives
today—had influenced people’s expectations for prod-
ucts. The sense of inevitability described by Oracle’s
customers appealed to us because it suggested a state of
mind for the digital customer, rather than an attribute
such as customer service. We decided at this point to
attempt to model the purchase considerations that cre-
ated this state of mind, as well as how those considera-
tions influenced the sources of differentiation valued
most by people when purchasing a digital product or

service.

What’s on People’s Minds?

As the process for understanding these purchase con-
siderations, we examined the general market experi-
ences of leaders inside and outside technology mar-
kets, including companies such as GE, Cisco, Gillette,
Merck, Charles Schwab, and Lexus. We also tried to
understand the failure to hold market share leadership
by looking at Apple (circa 1996), Cadillac, Memorex,
Atari, and other companies that had fallen from grace
or hadn’t achieved much to begin with. Often we

compared companies from completely different indus-
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tries to see if the comparisons provided insights into
the mind-set of the digital customer. In this process,
two contrasting case studies stood out from the others
in helping us to understand the purchase decision-
making process every digital customer goes through,
and the reason people’s expectations for diftferentiation
had fundamentally evolved, or were in the process of

doing so.

1. Digital products are never finished. Consider the
difference between buying a car, say, an Acura,
and a PDA like the PalmPilot. The Acura
follows a traditional consumption pattern.

It is purchased or leased, driven for a number
of years, serviced or repaired as necessary, and
then replaced. The essential elements of the
car—the engine and the chassis—remain with
the vehicle after the owner sells it. Memories,
as well as nonessential items like add-on cup
holders or music CDs, are the only aspects of
the car that a person carries forward from

one vehicle to another. In contrast, anyone
buying a Palm sees today’s unit as merely a
temporary home for its most essential appli-
cation—the ability to manage dates and ad-
dresses. The buyer knows the basic functional-

ity of the product category is changing
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quickly; tomorrow’s products will be better in
some way than today’s. The consumption pat-
tern is the exact opposite of the Acura. Rather
than memories or impressions, people carry
forward the most important aspect of what
they are actually doing from one product to
another—in the case of the Palm, the address
and calendar information. Memories of using
the old device matter only if the experience of
using the latest device fails to live up to the
previous Palm. The fundamental difference
can best be described as the distinction be-
tween marketing the past and marketing the
future. (However, more than a dozen major
car brands now offer General Motors’s OnStar
services for select cars, potentially elevating
the role of digital technologies in the purchase
consideration of an automobile. With two mil-
lion subscribers and a history of ten million
individual customer experiences with its ser-
vices, OnStar is introducing Palm-like consid-
erations into the car buying experience. The
plethora of OnStar’s value-add driving ser-
vices, from safety and security information to
online diagnostics, is introducing personalized

information that people may expect to carry
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forward with them when they upgrade their
car, just like they do with a Palm.While On-
Star 1s not the primary purchase consideration
for a car—yet—its subscriber base increased
by 250 percent in 2001, and it will be interest-
ing to see how subscribers react the next time
they purchase a car if the service isn’t available.
In other mass markets, companies like Sears,
Panasonic, General Electric, and Sony are ex-
ploring digital services comparable to OnStar
for entertainment products and household
goods such as refrigerators and microwave
ovens. As these services mature, we expect that
the momentum strategies we discuss in the
following chapters will apply to these markets
even when the product’s primary function is
analog-powered, but the customer relationship
is digital-centric. Over the horizon, GM 1is
experimenting with a concept car called
AUTOnomy, which envisions a Dell-like
approach to building cars based on a common,
scalable technology platform. It is not quite a
Windows-based PC, but AUTOnomy and the
many other “white-board” concepts in corpo-
rate research labs around the world are funda-

mentally enabled by digital technologies and
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will certainly introduce considerations partic-
ular to those technologies at some point in
the future.)

. Digital products never stand alone. When we
compared Sun’s Java software technology to
Gillette’s Mach3 razor, it became clear that
our model also had to accommodate a second
peculiarity specific to the digital product
model. Consider the difference between these
two technology and market share leaders.
Gillette has maintained a 60 percent to 70 per-
cent share of the razor market since the 1960s
by introducing a new blade design every
decade or so. The Mach3 razor continued this
tradition with a new and innovative blade
configuration. A conventional, stand-alone
product, the Mach3 works on virtually any
beard and with every kind of shaving cream. It
is in Gillette’s best interest, then, to keep the
Mach3 technology proprietary and to build a
distinct brand position for this razor that re-
tains as much of its value proposition for
Gillette, and Gillette alone, as possible. In con-
trast, Java technology established Sun as a soft-
ware leader on a scale that for several years

threatened Microsoft. But before the company
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could leverage Java as a difterentiator, Sun had
to give Java away for virtually nothing to its
fiercest competitors, some of whom were
many times Sun’s size with far greater cus-
tomer clout. In Sun’s market—and in virtually
every digital product category—products
never stand alone. Every customer application
of the digital technology is actually a collec-
tion of interdependent products working
together to function and add value in some
particular way. Java only had value as a differ-
entiator for Sun if it became a marketplace
opportunity for hundreds, if not thousands,

of other companies selling something based
on Java, not just an opportunity exclusive to
Sun. Thus, it was in Sun’s best interest to dif-
fuse the promise of Java to as many companies

as possible.

Back to the Future

After reviewing these case studies and others, we de-

cided to more precisely understand how these two pe-

culiar considerations of digital technologies influenced

the way people form opinions when purchasing digital

products and services. We looked back in time to better
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understand the differences between buying an “ana-
log” product like shaving cream or a car and a digital
product like the Palm or Java. We started with the early
Apple computers in the late 1970s, the precursors to
many of today’s mass-market digital products, and we
quickly realized that it was too simplistic to think of
products as simply “digital,” as too much had changed
so quickly since 24 kilobytes of computer memory was
considered a lot. Over the past twenty-five years, the
unique purchase considerations intrinsic to all digital
products have not changed, in our observation; if any-
thing, the underlying pace of these factors has in-
creased. The sophistication of the people buying the
products, on the other hand, has changed dramatically
with the increasingly deeper penetration of digital
products and services inside corporations and into our
lifestyles. We think that during this time the digital
mind-set evolved in three stages. Each of the three
stages covered over the next few pages helped us to
better understand how purchase consideration, expec-
tations, and differentiation evolved as people’s experi-

ences with digital products evolved.

* Stage I, the Marketplace of Image, was born out of
the modern marketing revolution of the 1960s.
At the time of the introduction of the Apple I
and Apple II, the dominant approach to creating

20
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and managing difterentiation for business and
consumer audiences was based on brand image
and brand equity. The Marketplace of Image fo-
cused on creating differentiation by marketing
the past to customers. Successful brands empha-
sized customers’ existing positive associations
with a product as a reason to buy more. “People
don’t buy products, they buy brands” was a key
axiom. We’ll point out shortly why image is not
exactly everything when it comes to digital
products and services. However, the role of
image as a symbol of trust and integrity remains
vital to any consistently successful product or
service—digital or otherwise.

Stage 11, the Marketplace of Products, emerged in
the 1980s and early 1990s as a phenomenon
driven by the mass-market potential of digital
products and services. The Marketplace of Prod-
ucts focused on marketing the present to cus-
tomers. Companies used product features to gain
and regain customer loyalty.

Stage I1I, the Marketplace of Ideas, evolved in the
late 1990s and at the turn of the century out of
the unique purchase considerations of digital
technologies and the emergence of digital prod-
ucts as business, cultural, and lifestyle forces. This

stage casts an expansive look into the future.
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THE MARKETPLACE OF IMAGE

The fundamental principles of difterentiation in the
Marketplace of Image were constructed for products
that were slow to evolve, relatively low-tech, and more
alike than unalike. Marketers aspiring to build a differ-
entiated position with customers faced the challenge
of creating difterentiation where little existed.

As a result, branding emerged as a form of strategic
positioning. Brands started as an amalgam of symbols
and impressions—many having little if anything to
do with the products themselves—conveyed to cus-
tomers. Branding focused instead on tapping into im-
ages and emotions, especially focusing on customers’
early experiences with the brand. Instead of simply
buying products, consumers bought into the image that
marketers were able to create around those products.
Rather than buy a cola drink, for example, customers
were urged to seek admission to the ever-youthful
“Pepsi Generation”; rather than buy a pack of ciga-
rettes, customers purchased a ticket (one-way, for
many) to “Marlboro Country.”

The most valuable and durable brands, such as
Kodak, Coca-Cola, Sony, and many others, have trans-
lated what consumers believe about their brands into a

sustainable image for decades. The strength of these
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associations allowed Kodak, Coca-Cola, and Sony to
maintain their existing customer bases while also at-
tracting new customers and consistently building eq-
uity, or value, in the brand image.

The brand equity model, developed in the 1970s
and 1980s, established a way to qualify and quantify the
value of a person’s past experiences with a brand.
Brand scholar David Aaker suggests these past experi-
ences could be measured in four ways: through brand
awareness, brand associations, brand loyalty, and per-
ceived quality.

Brand equity is credited with placing a dollar value
on the conceptual relationship between brands and
customers. In studies by Interbrand, a leading global
brand consultancy, the brand equity of global power-
house brands like Coca-Cola and Disney constitutes
upwards of 60 percent of the market capitalization
placed on their parent companies by investors. For
Coca-Cola and Disney, in particular, the value of the
brand image alone is in the tens of billions of dollars.

As a result, Kodak’s yellow box, McDonald’s golden
arches, and Cadillac’s distinctive shield became billion-
dollar symbols that people could trust to be a promise
of a consistent experience: If you liked me last time, I can
guarantee you’ll like me this time, too. The great irony of

these symbols is that, in and of themselves, they have
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little or nothing to do with the products or services
they promote; they are simply images. That association
would change in the next stage of the digital cus-
tomers’ evolution, the Marketplace of Products, when
differentiation became inextricably linked to the es-
sential functions of the products the brand symbols
represented. Image wasn’t dead; its role simply pro-
gressed to support what mattered most in customers’

minds: product features.

THE MARKETPLACE OF PRODUCTS

If the marketing battle cry of the Marketplace of Image
was “Advertise more!” the marketing mantra of the
Marketplace of Products was “Give them more!” The
nature of digital technology created purchase consid-
erations that guided people to focus on the products
themselves—what they were and the functions they
could perform and what other companies supported
the functions. In the process, sources of diftferentiation
evolved dramatically, from manipulating and building
upon images of a brand’s past to focusing on what
these new products could do in the present.

As customer expectations for digital products and
services evolved in this next stage, during the 1980s

it wasn’t unusual to see Bill Gates, Steve Jobs, Craig
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McCaw, Michael Dell, Borland’s Philippe Kahn, Elec-
tronic Arts’s Trip Hawkins, Andy Grove, or Lotus’s
Mitch Kapor engage in product shoot-outs with their
competitors at industry conferences and trade shows.
Looking back, it’s almost comical to remember how
audiences gawked over word processing features and
vendor shoot-outs at trade shows like Comdex or at
technology guru Esther Dyson’s PC Forum confer-
ences. So involved were top executives in some of
these “feature wars”—as pundits referred to this high-
tech battlefield—that Larry Ellison personally wrote
the advertising copy that outlined, feature by feature,
why his company’s database was more effective than
that of its nearest rivals.

An entirely new vocabulary was invented, or im-
posed (depending on your point of view) by the pro-
liferation of digital features. As a tactic to differentiate
features, companies tried to translate their technologies
and products into things people could grasp and un-
derstand, sometimes succeeding, most times failing.
Megahertz, graphical user interface, cells, pages per
second, dots per inch, transactions per second, RISC,
kilobits per second, protocols, 32-bit, 64-bit, roaming,
file format, C++, objects, and countless other terms
are now part of the everyday conversations associated

with purchasing digital products and services.
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We conducted research on behalf of Dell in the late
1980s that identified product reviews in magazines as
the most important influence on people looking for
information related to their product purchases. Be-
cause the complexity and the associated arcane vocab-
ulary of digital technologies were hardly intuitive,
businesses and consumers alike needed experts to ex-
plain all of these digital terms and concepts. An entire
publishing industry was created to cater to the increas-
ing numbers of buyers of digital products and services.
Publications for consumers and business and technical
buyers arrived, including Infolorld, PC Week, PC
World, PC Magazine, Byte, Datamation, Computer Sys-
tems News, Computer World, MIS Week, and hundreds of
other magazines and newsletters. Most were packed
with product reviews, including feature charts and
grading systems. In turn, these same charts would make
their way into the omnipresent ads that filled the mag-
azines and the “spec sheets” available on the shelves
next to the computers and peripherals at the local

Businessland or hobby house Fry’s Electronics.

Marketing the Present

All of this focus on product features existed because of

a fateful set of business strategy decisions by IBM in
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the early 1980s. When IBM introduced the IBM PC in
1981, Apple Computer, the established brand of choice
in the fledgling market for personal computers, spon-
sored ads welcoming Big Blue to the market. How-
ever, within two years, IBM would wrestle market
share leadership from Apple. And while IBM executed
some pretty creative ads for an old-line corporate
giant, such as the early Charlie Chaplin ads, which glo-
rified and demystified the personal computer at the
same time, nothing had more impact on Apple’s mar-
ket share than IBM’s choice to build the PC with help
from Microsoft and Intel.

In its decision to use standard components from
other companies, IBM created the market conditions
for an open product model, which at its core separates
everything digital from almost all the products built
and marketed for the Marketplace of Image. This open
product model is the essential reason behind the two
unique purchase considerations of digital products and
technologies, as we mentioned earlier: digital products

are never finished and never stand alone.

DIGITAL PRODUCTS ARE NEVER FINISHED. In the
Marketplace of Image, brands were built on reinforc-
ing a consistent, subjective point of differentiation

over periods of time, with brand messages enduring,
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sometimes for decades. Tinkering with the message
was possible, but it often brought unpleasant results.
When Campbell’s Soup said “Mmm, Mmm ... Good”
was now “Mmm, Mmm .. .Better,” sales fell. The New
Coke experience, of course, has become an infamous
example of branding that veered from the tenets of dif-
ferentiation established in the Marketplace of Image.
Campbell’s and Coke alienated customers by tamper-
ing with the only thing that truly differentiated them
from their competitors—the static, never-changing
emotional currency of their brands.

On the other hand, in the twenty years since Micro-
soft and Intel formed the core of the PC, each has in-
troduced dozens, if not hundreds, of versions of the
PC’s operating system and microprocessor, respec-
tively. Microsoft has changed the PC’s operating sys-
tem at the architecture level about every five years, and
with it, the name, value proposition, and distribution
strategy of the product.

As a result, instead of wondering, “Will this product
satisfy the expectations I have from the last time I
bought it?”—which typified the marketing challenge
from the Marketplace of Image—buyers of PCs started
asking new questions, based on their new expectations:
“Will this product keep up? When is the next upgrade?
How can I trust that the upgrade is worth buying?”
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In the late 1980s, companies viewed “upgrading”—
that is, stimulating sales through the introduction of in-
cremental improvements to an existing product—as a
revenue and market share strategy, and Wall Street pop-
ularized the idea in earnings analyses. Borland targeted
Lotus, WordPerfect, and Microsoft with competitive
upgrade promotions; even stodgy HP oftered trade-ins
on upgrades to Sun servers and IBM mainframes. Nin-
tendo and Sega traded places every year or two by
introducing one-upped versions of their respective
gaming platforms. Motorola made the latest phone a
necessity with the cool-looking analog Micro-Tac and
then the even cooler looking, but digital, Star-Tac.

By the end of the 1980s and the early 1990s, up-
grading became a defining purchase consideration of
the digital product model. It served to cement in peo-
ple’s minds the idea that digital products are perpetu-
ally unfinished and always subject to interoperability
considerations. The process of upgrading a software
application or a new PC was never an isolated event
confined to just a Borland database or the next ver-
sion of Windows’s precursor, DOS. Everything—the
chip in the PC, the existing files and other applica-
tions, the amount of memory available, the size of the
hard disk, the software for the printer, the network

card or connection to the local area network—was
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affected by any important upgrade to the computer it-

self or the software that ran on it.

DIGITAL PRODUCTS NEVER STAND ALONE. In the
Marketplace of Image, products naturally worked well
together. Cars ran on gas from any gas station. Differ-
ent brands of film fit in cameras without any hassle.
Any detergent worked in any washing machine. Any
kind of paper worked with Xerox machines. Every
match could light a cigarette. Plug any phone jack into
the wall and there was an instant dial tone. Shaving
cream worked with any razor.

But digital products don’t work easily together—
despite the logical, on-off nature of digital technolo-
gies and the role of open standards. The complexity of
digital technologies and, increasingly, the competitive
politics of the companies that supply them have
heightened the difficulties of making products work
together. In addition, almost all digital-based applica-
tions are an amalgam of components and products
from different companies working together to make
up the application. The PC provided people with a
straightforward mechanism for judging difterentiation
in the multicompany, interdependent digital product
model and established the market conditions for
ecosystems as a source of differentiation in our mo-

mentum model.
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As the 1980s came to a close, the notion of an IBM-
compatible PC morphed into the Wintel-compatible
PC—the result of a thriving third-party hardware and
software industry created to support the DOS/Win-
dows operating system and the Intel 286, 386, and 486
microprocessors. Third-party support established in
people’s minds a tangible source of differentiation for a
particular class of products; Microsoft and Intel built
their strategic market positions on this support. The
other big market share and investment winners in
the Marketplace of Products—such as HP, Oracle,
Adobe, Novell, Sega, Compaq, Nintendo, Nokia, EMC,
Sun, and others—leveraged these third parties as brand
extensions in support of a differentiated position with
customers. In the end, the best and most important
teatures of a product were defined not on a pure point
capability, but on fotal capability. The likelithood of
switching from an existing product category leader to
a challenger was most often determined by how valu-
able the third-party support was to customers, and
whether it was too expensive or too much of a hassle
to give it up or modify it.

We knew from market history that in the Market-
place of Image the best products rarely owned the
most market share—the best brands did. The best prod-
ucts didn’t win in the Marketplace of Products, ei-

ther—just for difterent reasons. As much as Microsoft,
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for example, tried to convince users that its software
features were as easy to use and intuitive as the Macin-
tosh’s, third-party support did more to buttress and
grow Microsoft’s market share versus Apple than any-
thing Microsoft did technically. It was no coincidence
that when Microsoft or EMC or Nintendo introduced
a new product, a raft of third-party supporters popu-
lated the entire purchase process—at the launch, in the
store, in ads, and during financial briefings. Digital cus-
tomers had begun to recognize this kind of support as
a source of differentiation in the context of a particular
product category. Even in 2002, after Time magazine
featured a Macintosh computer on its cover, a reader’s
letter to the editor on the article echoed two decades
of Microsoft’s advantage over Apple: “The iMac 1is
cute, but after cute, then what? At my local computer
store, Mac-compatible software titles are vastly out-
numbered by those for the PC.”?

THE MARKETPLACE OF IDEAS

The proliferation of communications and networking
products and services in the second half of the 1990s
catalyzed the transition from the Marketplace of
Products to the Marketplace of Ideas. E-mail and cell

phones tapped into the basic human need to commu-
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nicate and integrated digital technologies into our
daily lives. For the first time, people who weren’t
trained professional technologists could imagine the
possibilities of digital products and services to trans-
form everyday business processes and functions as well
as consumer lifestyles.

The spread of the Internet to all walks of life is
well documented and we won’t repeat it here, but
fundamentally the Internet shifted the focus of huge
numbers of people beyond incremental features to
the possibilities of products. Web surfing, cell phones,
and instant messaging in consumers’ lives, as well as
e-commerce and B2B applications in businesses, be-
came essential to people. As a result, everyday people
became technology decision makers. In business, for
example, information technology spending as a per-
centage of capital spending among U.S. businesses
reached 40 percent by the end of the 1990s. “Once
that happened,” says Cisco CEO John Chambers, “in-
formation technology was no longer an expense item.
Instead it became a tool for profits, cash flow, and pro-
ductivity for every functional area of any business.” In
turn, business professionals and functional leaders be-
came technology decision makers, willingly and un-
willingly, as their budgets contributed to the invest-

ment increase. Though the capital-spending boom of

33



Why Momentum?

set and our effort to understand inevitability as it exists
in people’s minds. We summarized our findings this
way: First, digital products have two intrinsic qualities
that separate them from all the analog stuff—they are
never finished and they never stand alone. Next, as
people’s experiences with digital products evolved,
these intrinsic qualities became the essential purchase
considerations for just about anything digital. As a
result, people developed expectations peculiar to those
products. The list of these expectations wasn’t par-
ticularly long: From what we observed in our case
studies, four consistently appeared to define the key
factors to differentiation in people’s minds when sur-
veying the digital choices before them during the pur-

chase process.

1. Value proposition. The relevance of any digital
product’s value proposition to customers
evolved from what products do to what people
can do with them to solve business or lifestyle
problems. Thus, people judge the superiority
of a digital product or service in the context
of accomplishing some task or goal of personal
or business importance, and they assign tech-
nical superiority to the product or service that

they perceive to best solve their problem: My
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definition of what’s best is what helps me the most,
not what always works best.

. Third-party support. The complexity of the
interrelationships among open standards,
products, technologies, and companies has-
tened significantly since the IBM PC.The
amalgamation of companies required to

create a customer application or service, like
e-commerce or instant messaging, resembles
alphabet soup. People look at the array of digi-
tal products and intuitively recognize that
third-party activities validate the value of a
particular product category versus other cate-
gories in the soup and distinguish the category
leader as key beneficiary of the third-party
support: I trust my biggest headache to the most
likely solution, and I believe the most likely solution
has to take advantage of the best overall capabilities
out there for my problem or it wouldn’t be the most
likely solution.

. The future. Next year, next month, maybe
next week, the oftering will change, gain on,
or fall behind the technology curve. The cus-
tomers know it, and so does everyone else.
Consequently, when people consider choices,
the sustainability of a product’s differentiation

on a forward-looking basis is as fundamental
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an emotional conviction in people’s minds as
memories were in the Marketplace of Image.
Inside people’s heads, it’s as if every purchase
order and receipt subliminally asks: I know I'm
buying an implicit futures contract with this brand.
Is there any reason to doubt how long I can count
on this company and its products to solve my most
important problems?

4. Trust. Trust can no longer be symbolized by a
static image; a paper guarantee just isn’t
enough anymore. The price of a big idea is
that it comes with a higher burden of proof
before trust can be earned: “Don’t just tell me
how much I can trust you to solve my most impor-
tant problems. Show me some tangible signs that

your way is the right way.”

We closed the discovery phase of our research process
on these points. We were confident that these expec-
tations captured the digital mind-set. The next step
was to design our research model to quantify our hy-
pothesis around the mind-set of inevitability. It was
time to get on with the job of building a marketing
model to help companies harness the market forces
unique to digital products to build and sustain a difter-

entiated position with customers.
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CHAPTER 2

The Billion-Dollar

Formula

WHILE WE WERE PREPARING for our quantitative
research, our boss at Cunningham Communication,
Andrea Cunningham, attended a board meeting of
First Floor, a young software company in Mountain
View, California. To get closer to the burgeoning soft-
ware industry, Cunningham had recently invested in a
highly regarded venture capital fund called Mayfield
Capital, a First Floor investor, who had named Andy to
First Floor’s board.

Sitting next to Andy at the meeting was Bill Davi-
dow, a successful entrepreneur, venture capitalist, and

author of several best-selling management books,
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including High-Tech Marketing and The Virtual Corpora-
tion. Davidow saw First Floor’s potential to become a
significant player in the software marketplace and, like
us, he was trying to understand why and how certain
technology companies separate themselves from the
pack of competitors vying for a differentiated—and
more highly valued—position with customers.

“You know,” he said after the meeting was under
way, “wouldn’t it be terrific if there were some sort
of method . . . some sort of formula for becoming a
market-leading company? I know people who would
pay millions for it . .. correction—billions.”"

This wasn’t the first time that someone had men-
tioned to us the idea of creating a formula to capture
and manage the digital mind-set. Operationally, we
hoped our research would help us create a prescriptive
marketing model—something to put the specific tactics
Larry Ellison had mastered into a broader, repeatable set
of market actions that would consistently produce re-
sults with customers. Our “billion-dollar formula” had
to do three things: 1) measure a brand’s position vis-a-
vis its competitors in the customer’s mind; 2) diagnose
the strengths and weaknesses of the position; and 3) de-
velop a plan of action that would improve the quality of
the brand’s differentiation and, thus, its perceived value

from the customer’s perspective.
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In anticipation of building this kind of marketing
“dashboard,” we started building our research model
by looking for an organizing principle based on the
four observations we made in chapter 1 about in-
evitability and the digital mind-set. In one of our
brainstorming meetings, a voice in the room—and to
this day, we don’t remember whose—suggested that
what EMC, Sun, Microsoft, Intel, Nintendo, Oracle,
Nokia, Cisco, and the other market winners had in
common was momentum. Momentum instinctively felt
like something a company, like any body in the uni-
verse, should have. It was frequently used to describe
stocks, politicians, and sports teams, especially those on
the threshold of success—where success seemed in-
evitable. Momentum also described hot companies, es-
pecially in the investment community, where it had a
technical definition based on a series of consecutive
quarters with increasing earnings.

Momentum also captured the sense of motion
surrounding digital products. Products never seemed
to move in any absolute direction for more than four
or five years. And it wasn’t just the pace of technologi-
cal advancement; the rapid evolution of value points—
for example, chips, operating systems, applications
software, networking, servers, printers, storage, video

game platforms, and many others—brought swarms of
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companies and venture capital dollars into the market.
We knew the digital product model was intrinsically
dynamic, and momentum comes straight from the
field of mechanics and the study of dynamic condi-
tions. Best of all, momentum already had a formula as-
sociated with it—~Mass X Velocity. By breaking down
velocity into its two discrete components, direction
and speed, we translated that formula into an equation
that more clearly defined the dynamics of the digital

mind-set:

Momentum = Mass x Speed x Direction

DEFINING MOMENTUM

The next step in the process was to hypothesize a
way to measure momentum with digital customers,
based on what we had learned in the discovery phase
of our research. We defined the terms in the equation

as follows:

* Mass: A product’s value proposition and its role
in the industry value chain

* Speed: A company’s ability to “get there” faster
or keep up the pace of technology change

* Direction: A customer’s process of coming to
trust a brand’s ability to know and articulate

where it and the market are headed in the future
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We developed a battery of questions around mass,
speed, and direction designed to reveal whether a
company had momentum—as our experiences fight-
ing Microsoft, Intel, Sun, Oracle, and all the others had
taught us—and how much. From an initially exhaustive
list, we eventually formulated fifty-seven questions,
all relatively simple, requiring only “yes” or “no” an-
swers. The questions included, “Does the company
tend to be in partnership with high-quality compa-
nies?”’; “Is the company shaping the future of the cate-
gory?”; and “Does the company have leaders who
could be called ‘visionaries’?”

To test the appropriateness of these questions, we
prepared a comprehensive market survey involving
nearly two thousand digital customers nationwide,
sampling everyone from consumers to CEOs. Then,
with the help of a respected market research team, we
tabulated the responses and built a prototype momen-
tum model. (That initial database, as of this printing,
has grown to more than twenty thousand interviews
with business and technical decision makers as well as
consumers; and more than sixty different companies
and brands including Apple, AT&T, Cisco, HP, IBM,
Intel, Kodak, Lucent, MCI, Microsoft, Nokia, Nortel,
Sprint, Sun, and others.)

We designed a model to yield a “momentum score”

from o to 100, indexed relative to the statistically
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weighted value of the individual attributes. These
scores could be used in a number of ways: first, as a
quantifiable, numerical measure of a company’s mo-
mentum based on what customers believed about the
quality of the differentiation for a company and its
products; second, to compare the momentum of com-
peting companies such as Motorola and Nokia; and
third, to compare companies in different markets—a
comparison of Intel to Intuit, for example.

At about the time of the initial market survey,
Sprint hired us to help position its brand for the
emerging Internet economy. Sprint’s challenge was to
interpret its marketing in the emerging digital context
of its markets. We presented our initial momentum
model to Richard Smith, a key member of the com-
pany’s management team, who saw the momentum
model—though still in its formative stages—as a com-
pelling way to help Sprint in its efforts. He decided that
Sprint would participate in our initial survey and help
validate the model. This decision significantly bolstered

our data with a real-world application of our model.

THE OUTCOME

The initial market research yielded two important re-

sults. First, while the premise for this research was
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to capture consistency in how people felt about a
company’s potential inevitability and its momentum,
there was also remarkable consistency in respondents’
opinions about companies and their attribute ratings.
Digital customers shared the same instinctive sense of
which companies had momentum and which did not,
and a relatively small number of attributes captured
this alignment in a powerful—and, we hoped, repeat-
able—methodology. In research terms, our goal was
to have a high degree of confidence in the explana-
tory power of our model. The consistency of our find-
ings provided that explanatory power, as our research
partner confirmed for us, as well as the credibility we
needed for the accompanying marketing dashboard we
planned to develop.

Second, the overall momentum score, originally
designed only to capture the overall alignment in re-
spondents’ scores, proved to have a remarkably high
correlation—more than 9o percent—with two other,
better-established perceptions; namely, future purchase
intent and the likelihood of recommending the com-
pany’s stock to a friend. The data corresponded with
Stephen Hawking’s two characteristics of good theo-
ries, as we mention in the introduction: First, we think
our momentum model explained a large field of ob-

servations; and second, it appeared to have predictive
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power about future observations. More specifically, we
identified what was universally held in the minds of
people specitying and buying digital products and ser-
vices, and our model correlated closely for them to
more traditional and fundamental ideas of buying

products.

CISCO’S MOMENTUM

In early 1997, flush from our initial market survey, we
decided to fund a new round of research to further re-
fine the momentum model and our ability to analyze
the findings. In looking across the technology arena,
we uncovered one company in particular that stood
out as the right one to study: Cisco Systems. Back
then, Cisco was one of a triumvirate of companies,
with Bay Networks and 3Com, competing for leader-
ship in the Internet routing and switching wars. Cisco
had already claimed the number one position in rout-
ing and was number two in switching. Furthermore, it
had succeeded in widening the gap between itself and
its competitors every quarter. When intelligent routers
emerged as the devices that would power the growth
of the Internet, Cisco seemed poised for ascension to

the next level of leadership.
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Cisco CEO John Chambers had made it clear to
his management team that his goal for Cisco was to be
“one of the most influential companies—ever.”? For
about a year Cisco had been positioned as the third
leg, along with Microsoft and Intel, on the stool of
marketplace leaders driving the Internet—in eftect
drafting off Microsoft’s and Intel’s market positions. We
had even coined a phrase, Wintelco, as a way of describ-
ing networking (and Cisco’s leadership) as one of the
key enablers of the Internet. And while magazines like
Fortune actually positioned Cisco in context to “Win-
telco,” repeating it verbatim, the company’s stated po-
sition didn’t capture the essence of what gave Cisco
the potential to seize market leadership from its tradi-
tional competitors as well as emerging ones such as
Nortel and Lucent.

Our earlier experiences with HP, Kodak, IBM, and
Motorola had convinced us that it was impossible to
manipulate a brand’s differentiation by coming up
with more creative words, tag lines, or stunts than the
next brand. That approach worked for product cate-
gories like vodka, where brands like Absolut were in-
vented through advertising and the product itself was
secondary. The intrinsic qualities of the digital product

model demanded a different approach.
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FIGURE 2 -1

Brand Momentum Index, 1997
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We showed our initial momentum results to Keith
Fox, Cisco’s head of marketing communications, and
Bob Michelet, the company’s head of public relations,
in November 1997. We had many interesting insights
on Cisco’s brand position relative to Microsoft and
Intel. The most of important of these was that Cisco
was not even close to being perceived by its customers
as having the same momentum as Microsoft and Intel,
the Wintel part of Wintelco (see figure 2-1).

Fox and Michelet are sharp guys, and Cisco is a
results-oriented company. So we weren’t surprised
when Michelet asked, “So what do we do about im-
proving our momentum?” Unfortunately, we didn’t

yet know the answer. While the momentum model
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demonstrated that Cisco, on an absolute basis, lacked
the perceived leadership profile of Microsoft and Intel,
it had no clear channels for addressing the specific as-
pects of differentiation with which Cisco struggled.

In order to be prescriptive, the model had to
evolve. It had to avoid what the brand tracking studies
offered—a seemingly endless list of questions about
customer perceptions, with little in terms of instructive
insight.

Michelet commissioned a second study on the
spot. We agreed to focus on turning the model into a
prescriptive tool to determine how Cisco could exe-
cute a momentum-building strategy.

Finally, we had some momentum of our own.

FROM DATA TO INFORMATION

Less than a month later, the need for a precise prescrip-
tive model for managing Cisco’s momentum became
even more acute. In December 1997, Chambers sum-
moned us to meet with him. He was frustrated and
upset with Cisco’s positioning. Cisco’s main rival, Bay
Networks, had released its annual report using nearly
the same words on its cover as the theme of a major
presentation Chambers had just given at Comdex in

LasVegas.
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“The Internet changes the way we work, live, play,
and learn” was a broad vision of the future that Cham-
bers himself had a hand in developing, and it remains
Cisco’s vision statement to this day. But for a small
moment in time, these ideas “belonged” to Bay, rather
than to Chambers, and he would have none of it. I
absolutely refuse ever to be behind in the marketplace,”
Chambers insisted.

The momentum study had the ammunition to help
him. It demonstrated that a vision that resonates with
customers has two parts: the content of the vision and
the personality to deliver it. The research was showing
that compared to Microsoft’s Bill Gates and Intel’s
Andy Grove, Chambers wasn’t on customers’ maps.
But Chambers couldn’t process the research; the results
were too scattered. The model had to be more precise
and action-oriented to give Cisco the information it

needed to get and stay ahead.

THE SIX FORCES OF
DIFFERENTIATION

Leaving Chambers’s office, we knew we had consider-
able work to do before the momentum model could
provide the type of intelligence Cisco was demanding.

Over the next few months, we looked at what the

research revealed and began clustering the original
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questions into distinct dimensions of differentiation
corresponding to the momentum components of mass,
speed, and direction. Using statistical techniques, we
collapsed the original fifty-seven individual questions
into six distinct attributes, which we called the six
forces of differentiation. Instead of a repository for a
large number of individual data points, each of the six
forces represented both an attribute to be managed,
leveraged, and manipulated to create momentum, and
an indicator of a company’s existing strengths and
weaknesses as a momentum brand.

The six forces of differentiation also offered a mar-
keting dashboard for companies competing for digital
customers. Each force of differentiation represented a
dial, like an individual instrument panel on the dash-
board of a car or airplane, to be turned up and empha-
sized or maintained as competitive needs required.
Furthermore, as we would later learn, each force of
differentiation also serves as a “communication chan-
nel” around which companies can organize tactical
execution programs and campaigns.

Perhaps most important, these forces of differentia-
tion provided a way of talking to senior management
in tangible terms. Marketing and branding were al-
ready abstract concepts and difficult to measure, and
the Internet seemed to turn everything about market-

ing upside down. Having a momentum ‘““vocabulary”
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became one of the most important ways of helping
companies understand how the rules of strategic posi-
tioning had changed and how they could take advan-
tage of these changes.

At this point in our development, we still only
had two-thirds of our momentum-based operational
model. To complete the model, we needed to better
understand how the individual forces of difterentiation
supported each other in a momentum product or ser-
vice strategy, and how to manage various combinations
of forces during periods of market opportunity and
challenge.

Clearly, the forces of difterentiation were not all
equally weighted in their influence on purchase intent
in the explanatory power of the momentum model
(see figure 2-2). In addition, we had seen how Cisco
and other market leaders had demonstrated that some
combinations of the forces of difterentiation worked
better than others to sustain momentum with cus-
tomers over the course of time.

We cover each of the forces of differentiation in
chapters 3 through s, highlighting the prescriptive ele-
ments of the model and how companies can manage
their momentum using the momentum dashboard.
We’ll also examine in those chapters how to manage

the forces of differentiation in combination to sustain
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FIGURE 2 -2

Forces of Differentiation

Influence on

Force purchase intent
Relevance of Value Proposition 28%

Mass Ecosystem Potential 20% 66%
Category Leadership 18%

Speed Market Agility 8% 8%
Brand Integrity 17%

Direction 26%
Management Vision 7%

a difterentiated position with customers. We’ll look at
some companies, such as Oracle and Intel, that have
managed their momentum so well that they are virtu-
ally unstoppable forces with customers, consistently
maintaining stunningly high levels of market share
and market value relative to even their most ardent
competitors.

Here we will give a quick overview of the six forces
of differentiation and how they relate to the basic mo-
mentum formula. Organized by the momentum vari-
able to which they correspond, the six forces of difter-

entiation are:
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* Brand Mass: Relevance of value proposition,
ecosystem potential, and category leadership

* Brand Speed: Market agility

* Brand Direction: Brand integrity and manage-

ment vision

Mass

At the outset of our research, we postulated that mass
would be derived from a product’s value proposition
and its role in the industry value chain. After our re-
search, we defined mass as the ability to create marketplace
value—for customers, partners, suppliers, employees, and in-
vestors. George Foster, a professor at Stanford’s School
of Business, interpreted our definition of mass this
way: “A brand with ‘mass’ creates marketplace value
independent of itself.”? Scott Cook, the visionary be-
hind Quicken and Intuit, described a brand with mass
as having a “system of economics around it.”*

In our momentum model, in order to build mass,
companies must manage three forces of difterentiation
relative to competitors and competing categories of
products: relevance of value proposition, ecosystem
potential, and category leadership (see figure 2-3).

We examine mass in chapter 3.

54



The Billion-Dollar Formula

FIGURE 2 -3

Brand Mass

Relevance of How important is the brand’s promise to the

Value Proposition personal and professional success of its targets?

Ecosystem Potential How does the product and its category help other
companies make money in a customer solution?

Category Leadership How dominant is the product’s position in its
given category?
How important is the category to solving
important customer problems?

Speed

The very fact that all digital products are never fin-
ished has ingrained in people’s minds the idea that
digital products evolve and that, in some perceptible
way, the pace of this evolution is accelerating as time
goes by.

As a result, momentum brands are always in mo-
tion. Executing quickly against industry trends is not
enough; they also have to be able to create or manage
market transitions to their advantage and respond rap-
idly to marketplace changes not in their control. A few
forward-looking leaders even thrive on disrupting
their own incumbent leadership positions. We evolved
our initial thinking on what speed means to people

and more precisely defined it as those companies that
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FIGURE 2 - 4

Brand Speed

Market Agility Does the company successfully create or manage
market transitions to its advantage?

consistently manage market disruptions, transitions, and in-
flection points for competitive advantage. In chapter 4 we
illustrate the role of market agility in managing momen-

tum (see figure 2-4).

Direction

Momentum brands project a sense of manifest destiny
even as the market around them changes with greater
and greater frequency. This sense of confidence is built
on establishing direction; that is, articulating a credible
vision of the future and its inherent opportunity for all
constituents in a given market space. Following our re-
search, we defined direction as the ability of companies
to anticipate and execute on the inherent market opportuni-
ties that come from the impact of technology on markets (see
figure 2-5). Over the past twenty-five years, the most
successful visions in technology have been those most
closely associated with dominant company personali-
ties: Apple has its evangelist in Steve Jobs; Microsoft
relies on the leadership of Bill Gates; Andy Grove’s
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FIGURE 2 -5

Brand Direction

Brand Integrity Does the company practice what it promises to
customers?

Can the company be trusted?

Management Vision In what way will markets be different because of
the company and its products?

Are the company’s leaders credible evangelists
for the vision of the market?

vision turned Intel into a force capable of driving the
whole PC industry. In turn, brand personalities have
come to more closely resemble the attributes of their
CEOs than some contrived personality such as a race
car driver or a sports figure. This happens because
technology 1s inherently complex and often achieves
what would have been thought unimaginable less than
a generation ago (such as the computing power of sev-
eral mainframes inside a video game console). The
CEO’s role 1s to make sense of the technology and its
potential impact on people’s problems for the cus-
tomers paying for it. Furthermore, the credibility of
these personalities—and part of a brand’s integrity—is
ultimately tied to how well the company itself lever-
ages the very technology it is evangelizing to cus-
tomers. We discuss the implications of direction in our

momentum model in chapter 5.
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CHAMBERS REDUX

In April 1998—just past our own ninety-day dead-
line—we were invited to present Cisco’s most recent
momentum scores at one of Chambers’s executive staft
off-sites. During this meeting, Cisco’s top players dis-
cussed the company’s key business initiatives, one of
which centered on innovative ways to market the
Cisco brand and avoid spending the kind of money
Intel—the other hardware giant—had on marketing.
Chambers had recently spent time with Andy Grove
and had surmised that the brand dollars spent at Intel
were daunting compared to what Cisco was ready to
spend. Chambers excelled at challenging his company
to achieve, in his words, “leverage.” This came to mean
“$10 worth of results for only $1 spent.” Don Listwin,
then one of Chambers’s top lieutenants, spearheaded
this effort earlier in the month. Listwin had seen the
results of our momentum work using the six forces of
differentiation as our prescriptive framework. It was his
idea to present the work to Chambers and his team.
As we waited to give our findings, Listwin summa-
rized the opportunity. Looking at Cisco’s momentum
results, he told the team, it was clear that the direction
of the Cisco brand was job number one. He explained

how we had worked together to brainstorm a way to
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describe Cisco’s positioning vis-a-vis Lucent, then
Cisco’s archrival. This positioning—which would
eventually become known as Cisco’s “new world”
strategy—was the basis for what Listwin wanted to dis-
cuss: Cisco’s management vision.

Cisco had plenty of room before its momentum
came even close to that of Microsoft and Intel, particu-
larly with regard to the relevance of its value proposi-
tion to customers. Listwin hypothesized that before
the company’s value proposition could become rele-
vant in today’s economy, it needed to work in combi-
nation with the long-term direction of the brand in
what was becoming an increasingly uncertain and rap-
idly changing world. The “new world” position, in
fact, encouraged a sense of disruption that would only
be successful if it was put into a broader context of
market opportunity.

When it was our turn, we outlined our results and
recommendations. In the middle of the pitch, Cham-
bers pushed back from the table and leaned forward
with his elbows on his knees, pressing his palms to-
gether and studying our management vision ideas. In a
few moments we would get the commitment we had
sought for the past two years. In short, our counsel
came down to this: If “new world” was the basis for

Cisco’s strategy over the next several years, Chambers
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would have to become the CEO of something larger
than Cisco, we told him. It required him to become
the CEO of the Internet Economy; more to the point,
he had to proselytize the idea of an Internet-based
economy. If the market opportunity wasn’t there, why
would the world’s largest countries and companies
choose something other than the “old world”? In
other words, momentum—and the $10-to-$1 re-
turn—would have to come from him.

In the next few whirlwind years, Chambers would
become known as one of the fastest moving and most
influential CEOs of his generation. But at that mo-
ment, it felt as if it took a lifetime for him to turn to
Listwin and say the words we were waiting for: “Let’s

make it happen.”

MOMENTUM IS LOYALTY

And so we did—for Cisco, and subsequently for
dozens of other companies. Applying what we’d
gleaned from our database of customer interviews and
Sprint’s early participation, spurred on by Bill Davi-
dow’s timely remark and John Chambers’s frustration,
we created a valid formula for market leadership, de-
veloped a brand momentum index that could quantify

a company’s perceived momentum, and created an an-
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alytic and prescriptive dashboard that companies could
use to pinpoint the steps necessary to become a mo-
mentum brand.

We would even shed some light on all three of
the questions we wanted to be able to answer for our
clients:Why do people buy (or not buy) my company’s
products? Why do they recommend (or not recom-
mend) my company’s stock? How can our company
do better?

More to the point, what can you and your company
do right now to gain the momentum you need? And
once you have it, how can you keep it? manage it?
market it? use it to win in the marketplace?

That is what the following chapters are all about.
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CHAPTER

Building Mass

IN 1998, HEWLETT-PACKARD’S position in the
minds of its most desirable corporate customers was
increasingly tenuous. On one end of HP’s market
space stood a rejuvenated IBM and its successful
e-business strategy, which had captured the imagina-
tion of business executives and the marketplace at
large, especially Wall Street and the venture capital
community. On HP’s other side, Sun had used its Java
strategy to mobilize a development community as
large as Microsoft’s, adding technical value and innova-
tion to differentiate Sun’s products eftectively and pos-
itively against HP’s. From the customer’s point of
view, HP rested squarely between Sun and IBM, lack-
ing an Internet strategy around which the company

could accumulate mass and generate momentum.
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In 1999, finally recognizing that the classic HP
sources of differentiation—its quality track record, en-
gineering acumen, and “good guy” reputation—were
no longer enough to win and keep customers, HP
launched a new product and marketing strategy called
“e-Services.” Positioned as “chapter two” of the Inter-
net—after an initial phase dominated by e-commerce—
e-Services represented HP’s vision of Web-based ser-
vices that could be brokered dynamically to perform
work or complete transactions. E-Services addressed
a promising audience for HP: the fast-growing ser-
vices industries of the global economy. An accompa-
nying software platform called e-Speak supported the
e-Services vision, and HP hoped the software plat-
form would attract third parties around which it could
build an e-Services ecosystem. HP also hoped all of
this market activity would add value to and differ-
entiate its computer, imaging, and services businesses
by making them part of creating these e-Services. Fi-
nally, HP’s dream for e-Services was that it would
kick-start a new source of momentum for the com-
pany in a way that had been lacking since the mid-
1990s, when an exploding imaging business helped HP
achieve greater than 20 percent revenue growth for
three consecutive years.

One year after the e-Services launch, we researched

the quality of HP’s momentum with corporate cus-
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FIGURE 3 -1

Awareness of e-Services

Have you heard of the term e-Services?

tomers. We conducted the research in two parts: first
by examining classic brand-tracking metrics like aware-
ness, consideration, and purchase intent; and second by
measuring HP’s momentum using the brand momen-
tum index and the six forces of differentiation as our
marketing dashboard. The results illustrate how (and
how not) to build and manage momentum for a com-
pany and its competitive market position.

Our brand tracking research indicated that while
HP’s customers had strong awareness of the term
“e-Services” (see figure 3-1), they ascribed the value
associated with e-Services to IBM (see figure 3-2).
Somehow, IBM had benefited from HP’s attempts to
build its own leadership profile with the e-Services

campaign. But how?
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FIGURE 3 -2

Brand Association with e-Services

30% -
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The brand momentum data revealed the unin-
tended consequences of HP’s strategy.

At the start of HP’s e-Services campaign, IBM
had already accrued superior mass around any value
proposition that promoted e-business’s promise to
customers: that new forms of business value derive
from the new customer and business connections
made possible by the Internet (see figures 3-3 and 3-4).
At this phase of the Internet’s development, no com-
pany, not even a company of HP’s stature, could credi-
bly claim a market space positioned within the context
of the broad set of e-business value propositions—even
as a futures strategy based on an impending, exciting
product or technology introduction. HP had fallen be-
hind IBM and then tried to claim ground that IBM

had already staked out. Without a relevant source of
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FIGURE 3 -3

Mass
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FIGURE 3 -4

Relevance of Value Proposition
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differentiation to distinguish HP’s value proposition
from IBM’s—and to attract third-party support—the
campaign failed to build momentum for the company.

The data also revealed the importance of the rela-
tionship between the relevance of the value proposition
and the management vision, especially in a digital prod-
uct model that encouraged shorter and shorter product
cycles and created frequent opportunities for brands
to be dislocated during product transitions. While
IBM CEO Lou Gerstner publicly shunned the “vision”
word, his prescient e-business strategy, backed by a
services-based product strategy, allowed IBM to secure
the futures contract associated with the here-and-now
value proposition of e-business (see figure 3-5). IBM’s
advantages in category leadership and ecosystem poten-
tial in the strategically important computer server arena
had eftectively de-positioned HP before HP had even
launched e-Services (see figures 3-6 and 3-7).

But IBM did not stop there. Once it was in control
of both its market position and its momentum, IBM
fine-tuned its initial e-business value proposition, nar-
rowing it from one pegged to the whole of e-business
to one built on the e-business infrastructure required to
capture the value derived from e-business. While the
ultimate turmoil of the dot-com meltdown hurt al-

most all brands associated with the Internet, IBM’s
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FIGURE 3 -7

Ecosystem Potential
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decision a year ahead of the crash to sacrifice and nar-
row its value proposition around business infrastruc-
ture insulated the company from more serious damage.
IBM not only demonstrated the courage of smart lead-
ership but also proved the wisdom of giving up some-
thing to get something more important. By position-
ing their technology infrastructure as the most essential
source of competitive advantage in a network-centric
business era, IBM positioned its servers and integration
services as central to its customers’ success. In HP’s
case, the e-Services story proved to be too broad to res-
onate with customers engaged in building e-business
infrastructures. As a result, in the first eighteen months

of HP’s e-Services campaign, IBM’s market valuation
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rose 25 percent to approximately $200 billion, while
HP’s declined by about 20 percent to approximately
$ 5o billion.

Not all of HP’s market valuation collapse, of course,
stemmed from its failed e-Services strategy. Market and
investor momentum certainly played a part. But the
lesson learned from HP’s experience—in short, that a
company can’t buy a momentum leadership position—
provides a good framework for discussing how to suc-
cessfully create and manage a momentum-building

campaign.

FUTURE CREDIBILITY

As we noted in chapter 1, people’s expectations of
companies and products have evolved over the past
two decades, influenced by new sources of difterentia-
tion and marketplace value. As a result, executing a
momentum-building campaign maps to the essential
nature of the way customers perceive differentiation:
People judge the superiority of a digital product or
service by how well it accomplishes something of per-
sonal or business importance. The credibility of one
brand versus another relative to these expectations—
and the amount of value people place on a brand—is

correlated to the sources of perceived mass: relevance
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of value proposition, category leadership, and ecosys-
tem potential.

But, like many momentum concepts, credibility has
a past, current, and, perhaps most important, future
component. Future credibility—that is, the perception
that a company can advance its superior competitive
position into the future—stems from a firm’s sense of
direction, specifically its management vision and brand
integrity. In tactical terms, this means that future credi-
bility requires not only that a company keep its prom-
ises but also that it have an external executive cham-
pion who can credibly represent those promises—both
now and for the future—to customers. Although HP
placed a capable, respected executive at the helm of
e-Services, the fact that CEO Carly Fiorina arrived at
HP after the launch of e-Services and, in her early ac-
tions, did not visibly embrace and place her personal
imprint on the company’s defining Internet initiative
gave customers a subtle message about HP’s confi-
dence in the strategy. Regardless of whether that deci-
sion relied more on timing or lack of vision, HP faced
an even greater challenge in building its future credi-
bility without its CEO acting as a shepherd for its vi-
sion of e-Services every step of the way.

Future credibility is similar in intent to, although
different in definition from, future purchase considera-

tion in that both concepts capture the likelihood of
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continued loyalty and future product purchases. We
will discuss the role of management vision in building

future credibility in chapter 5.

STRATEGY OVERVIEW: RELEVANCE
OF VALUE PROPOSITION

As we’ve discussed, the relevance of a brand’s value
proposition to customers is the starting point for
building mass and stimulating the market conditions
necessary to create momentum. The problem the
brand solves for customers and the particular customer
end result that can be expected when the product or
service 1s purchased and used are essential factors to
any successful value proposition. Our experience has
taught us that positioning a brand to solve a customer’s
problem is every bit as difficult as cultivating the con-
ceptual image for a brand in the Marketplace of Image
or developing the right feature set in the Marketplace
of Products.

People expect differentiated brands to solve their
toughest problems. Conversely, they expect undifter-
entiated brands to address smaller problems, resulting
in a lower perceived personal relevance and thus lower
potential profit margins. In effect, undifferentiated
brands are less important and have less potential for

building mass. The relative role that mass plays in the
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purchase decision of a digital product or service is di-
rectly proportional to how critical that purchase is to a
problem in a customer’s life or work.

In the brand momentum model, business customers
believe a high momentum supplier is essential to how they
achieve competitive advantage. Since the era of the IBM
mainframe, companies have referred to these buying
conditions as mission-critical. On a more personal level,
customers perceive problem-solving brands as difficult to
live without. Even in the home, consumers perceive cer-
tain digital products as equally mission-critical to their
personal objectives. As we noted earlier, many parents
believe their child’s future success depends on having
the right personal computer and getting early Internet
experience. This belief places the home computer in a
position of incredible personal relevance.

By any marketer’s standard, these are high customer
expectations to meet, let alone exceed. At an employee
meeting, Cisco’s John Chambers once talked about the
importance of being, in his words, “a great company,
perhaps the most influential of all time.”" But he told
the employees that Cisco couldn’t become a great
company if it didn’t solve the biggest problems facing
its customers at the time, and into perpetuity for that
matter. The key implication, of course, was that solving

problems for customers, especially important prob-
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lems, is not easy, which makes developing supporting
product and marketing strategies equally challenging.
Brands cannot “buy” a relevant position in customers’
minds in the Marketplace of Ideas the way products
tailored for the Marketplace of Image can. In that ear-
lier marketplace, Absolut vodka existed as an advertis-
ing image before the product was even launched. But
in the Marketplace of Ideas, a product must have some
combination of ecosystem potential and category lead-
ership to credibly promise a differentiated and relevant
value proposition among the myriad of choices avail-

able to the buyer.

Sacrifice and Segmentation

We have found that successful momentum brands
achieve high levels of relevance for customers by un-
derstanding the relationship between two very old-
fashioned marketing principles that have been updated
for the Marketplace of Ideas. The first is sacrifice—the
“less-1s-more” attribute of any successful brand in any
era of marketing. The second is segmentation—the
means by which a company chooses to target cus-
tomers. For momentum brands, aligning these two
principles is essential to understanding the specific cus-

tomer problem to be solved, the likelihood of creating
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value for customers, and the size of the market oppor-
tunity. Importantly, this alignment must happen in a
way that is consistent with the two intrinsic purchase
considerations of all digital products, as we’ve men-
tioned earlier—they are never finished and they never

stand alone.

The Path to Sacrifice: Usage-Based Segmentation

We would never argue against knowing as much as
possible about the characteristics of customers in sup-
port of a brand’s market position. But in the Market-
place of Ideas, the key to targeting customers is under-
standing which applications move them to acquire
digital products and services and which problems of
personal or business importance they hope to solve
with those applications. (Applications include PC and
enterprise software, e-mail, video games, and the or-
ganizing software of PDAs; they can also be inherent to
devices themselves, like cell phones or pagers.) We call
this usage-based segmentation. The point of usage-based
segmentation is to group customers into target clusters
on the basis of the applications they want and to target
the point at which customers experience a solution to
their personal or business problems. Later in this chap-

ter we will discuss how different categories of products
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either enable or directly provide applications, in con-
trast to other categories that exist in the ecosystems
of the application enablers and providers. Customers
value these category leaders on the basis of their eco-
system potential—the bigger the better.

In the two years before Bruce Chizen was named
president of Adobe Systems, while he was still executive
vice president, the most pressing challenge he faced was
to integrate the company’s disparate product lines and
equally divergent customer bases through a compelling
product and marketing strategy. Adobe’s traditional
customer base included publishers of catalogs, maga-
zines, and corporate collateral—all steady consumers of
Adobe’s products since the birth of desktop publishing
in the late 1980s. The Internet brought a whole new
group of customers called Web producers, who built
Web sites and experimented with interactive media as a
means of marketing and communicating to customers.
These two professional audiences had little in common
demographically and thought of themselves as different
types of people, yet both segments depended on
Adobe’s Photoshop photo-editing software to do their
jobs. In addition, tens of millions of people from every
corner of the globe used the company’s Acrobat or
PDF software to create and distribute documents across

both the Internet and their own corporate networks in
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a convenient, consistent format. The Acrobat users mir-
rored the diverse population of the Internet universe,
most of whom never used Photoshop. The distinct na-
ture of Adobe’s target audiences, hardly uncommon for
successful corporations, challenged the company to
settle on a single relevant value proposition around
which the company could aggregate these customer
segments into a product and marketing strategy that
would help it achieve mass.

While Adobe struggled with these challenges in the
early years of the commercial Internet, the company
frequently battled the perception that it was losing cus-
tomers to its key competitors, Microsoft, Macromedia,
and Quark. At the same time, its stock price failed to
appreciate significantly, at one time dropping so low
that industry watchers considered the company a
takeover target.

Inside Adobe, the first efforts to redefine the com-
pany’s market position had focused on Adobe’s brand
“personality” as a means to manufacture differentia-
tion. In the Marketplace of Image, a brand personality
represents one of the core means of establishing an
emotional relationship with a customer in advertising
or product packaging. Adobe’s personality exercise ex-
plored all the traditional touch points of customer

emotion: cars, people, music, poets, and heroes. With so
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many different customer “faces” to appeal to, however,
it was impossible for Adobe to find just a single com-
pelling concept. The brand personality process actually
discouraged sacrificing to focus on a deep, meaningful
promise of customer value, lest some key segment of
Adobe users was excluded. Traditional demographics
or psychographics, while excellent tools for under-
standing customers on the basis of their personal or
professional characteristics, oftered little help in under-
standing what business problem Adobe’s customers
had in common. It wasn’t enough simply to say
Adobe’s customers were “creative” or “achievers”—
because there were too many different personality
types to fit neatly into one or two segments.

When Adobe looked at customers as usage-based
segments, rather than as groups of people, Chizen saw
the company’s opportunity for relevance. In Adobe’s
customer research, nearly all Photoshop and Acrobat
users shared a common frustration: Despite the ubiq-
uity of available communication options—including
the Internet, e-mail, cell phones, and pagers—people
and companies still found the process of communicat-
ing terribly inefficient. Mass communication with cus-
tomers lacked focus and impact—fewer than one in
ten catalogs mailed to people produced a sale. Digital

media, while a visually rich, flexible, and promising
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means of reaching and motivating customers, fell flat in
the translation from PC to cell phone screen and,
worse, became intrusive in the form of banner ads and
interstitials (Internet-based commercials).

When Chizen became Adobe’s president, he
launched a product and marketing strategy called Net-
work Publishing. Positioned as the successor to desk-
top and Web publishing, Network Publishing promised
to increase the efficiency of communication without
regard to device or medium.

“Network Publishing is an era of creating visually
rich, meaningful content that is managed and delivered
reliably wherever the user wants, whether it’s a Web
page, printer, cell phone, handheld device or PC,”?
Chizen said. Network Publishing created completely
new classes of services to help customers communicate
better, based on customer feedback: “Find-me” print
services; scalable graphics technology, which promised
to make graphics look equally good on a personal
computer or cell phone screen; and Web-based Acro-
bat services such as e-books were just a few of the new
ways Adobe attacked its customers’ communications
problems with the Network Publishing product and
marketing strategy.

By segmenting its customers on the basis of the

problems their applications addressed, Adobe uncov-
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ered a compelling and differentiated value proposi-
tion for its brand. Although it required Adobe to sac-
rifice other aspects of its brand message, usage-based
segmentation allowed Adobe to solve its customers’
most important problems and, at the same time, create
an integrated positioning framework for all its prod-
ucts, especially the flagship Photoshop and Acrobat
franchises.

In developing its value proposition, Adobe also
determined that for every $I customers spent on
Photoshop, they spent an additional $4 on products
and services from the Photoshop ecosystem, adding
significant mass to Adobe’s market position. In addi-
tion, Adobe signed important new partnerships with
HP, Nokia, Amazon.com, and Real Networks that
rounded out the realm of capabilities and content
made possible by the Network Publishing strategy.
The mass that Adobe built around the Network Pub-
lishing value proposition created substantial momen-
tum for the company, ultimately helping it to become
one of the ten best-performing stocks on Wall Street
from 1999 to 2000, according to Fortune magazine.

The most successful digital brands have followed
this same approach of building mass by addressing cus-
tomers’ most critical problems. Consider these three

quick case studies:
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* When NTT DoCoMo introduced its [-Mode
wireless service in Japan, it knew from its success
in the paging business that such instant commu-
nication solved one of the most difficult prob-
lems for traditionally shy Japanese teenagers by
making it possible for the teenagers to introduce
themselves to one another in a safe and person-
ally acceptable way. The value proposition under-
lying DoCoMo is so compelling that more than
one thousand Web sites in Japan offer some form
of communications service across the DoCoMo
network, and some studies suggest that I-Mode is
changing the way an entire segment of the coun-
try communicates—all as the result of a specific
application solving a specific problem. AT&T
Wireless and DoCoMo are now teaming up in
the United States, where teenage audiences may
not be as shy as their counterparts in Japan. Nev-
ertheless, one survey of instant messaging use by
U.S. teenagers on cell phones showed that be-
tween 15 percent and 20 percent of their mes-
sages serve to ask someone out on a date or to
break up with someone.

* Cisco uncovered an entirely new market oppor-
tunity for its business consulting unit by solving a

business problem for its CFO, Larry Carter. The
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advent of the Internet had allowed corporate ex-
ecutives outside the information technology de-
partment to envision how Web-based applications
could transform their functional responsibilities,
and Carter had seen the light. Frustrated by fi-
nance’s gatekeeper reputation, Carter saw the
possibility of closing Cisco’s books in less than
twenty-four hours by integrating the necessary
information-sharing across departments and mak-
ing corporate finance a catalyst for business deci-
sion making. What Cisco came to call the “virtual
close” was Carter’s goal for the finance depart-
ment, rather than an IT initiative. As such, it mir-
rored the feedback of Cisco’s customers, many of
whom were functional department managers pre-
pared to fund their objectives from their own
budgets. This customer feedback and Carter’s goal
for Cisco led the company to begin looking

at marketing, manufacturing, sales, human re-
sources, and other functional departments in
terms of how they figured in customers’ common
problem of building Internet-based business
applications. By taking a holistic, cross-department
view of the value it offered customers, Cisco
opened up an entire new market opportunity in

functional department budgets at the same time
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its company’s sales team targeted customers by
the same five major applications—e-commerce,
customer care, supply chain, employee self-
service, and e-finance—used inside Cisco.
Watching his wife painstakingly pay the family
bills by hand each month, Scott Cook had an
idea: Why not write a program that would let
people pay bills, track budgets, and print checks
from their PCs? Cook’s company, Intuit, intro-
duced Quicken, which did just that. Nearly two
decades later, more than four million people
every month visit Quicken.com to manage their
finances. Quicken was more than just a spread-
sheet; it was a lifestyle choice that addressed a
problem of significant personal relevance in his
own life and, as it turned out, in the lives of mil-
lions. Quicken offered customers a sense of con-
trol over the complexity, inconvenience, confu-
sion, and stress of managing their personal
finances. Studies have shown that financial stress
between couples is one of the leading causes of
divorce. Cook may or may not have known this,
but by giving a growing population of young,
upwardly mobile, relatively affluent, middle-class
PC users the power to simplify and more easily
manage their personal finances, Intuit oftered re-

lief from an itch that no one else had yet
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scratched. Intuit achieved so much mass with
Quicken that even giant Microsoft couldn’t beat
them when it tried to enter the same market

with a similar product.

KEY SUCCESS FACTORS:
RELEVANCE OF VALUE
PROPOSITION

Segmentation: Look at your current or desired
target customers and determine the top two or
three applications that matter most to them. Ex-
trapolate from these applications the specific
problems they solve for people and how cus-
tomers measure their success. Don’t get caught
up in exercises that try to capture the “personal-
ity” of these targets or your brand—they have
little to do with projecting a sense of relevance
and, therefore, closing a sale.

Sacrifice: Understand precisely what customer
problem you’re trying to solve and be prepared
to give up a lot in order to own a relevant prob-
lem 1in your target customers’ minds. No brand
can solve more than one or two really important
customer problems. Above all, resist the tempta-
tion to take every product feature and turn it

into a customer problem.
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STRATEGY OVERVIEW:
CATEGORY LEADERSHIP AND
ECOSYSTEM POTENTIAL

Digital customers, as we noted in chapter 2, view cate-
gory leadership and ecosystem potential as the pivotal
sources of differentiation when considering the credi-
bility of one brand’s value proposition against another’s.

In the Marketplace of Image, it was possible to buy
a relevant position in customers’ minds. Difterentiation
built entirely or predominantly on a single conceptual
image 1s possible when the capabilities of the product
category so resemble each other that form simply tran-
scends function in customers’ minds; thus the birth of
Nike’s “Just Do It”; Camel’s “Joe Camel”; and the
Shell “Answer Man,” among thousands of others.

In the Marketplace of Ideas, however, each of the
six momentum-building forces of diftferentiation—
ecosystem potential, relevance of value proposition,
category leadership, market agility, management vision,
and brand integrity—contributes in its own particular
way to how a brand achieves a differentiated position
with digital customers. Furthermore, certain forces are
profoundly more important from the buyer’s perspec-
tive when they are leveraged in combination with each

other. In the case of ecosystem potential and category
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leadership, the former is inextricably linked to how
much value a customer ascribes to a category of prod-
ucts or services as a source of differentiation. In other
words, ecosystem potential can raise the value of a cer-
tain category and move it up the food chain in the
customer’s mind.

This relationship reflects the inherent, interdepen-
dent nature of the digital product model, where every
product or service category plays a role in solving a
customer problem. From the customer’s perspective,
every category of digital products either enables a so-
lution or simply participates in the solution. In biology,
a few dominant species typically control the basis of
competition for survival in a particular environment.
The same is true with digital products and services
when customers divide their investment dollars or
budgets into the various categories of products re-
quired to build a solution. The greater the ability of a
company to genuinely create market value for other
companies, the greater the likelihood the category will
accumulate ecosystem potential. When this happens,
the market conditions will emerge for customers to
recognize a brand with increasing mass and to attribute
to that brand the marketplace value associated with
occupying a highly relevant position with customers.

As author and marketing guru Geoftrey Moore says,
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“People are attracted to companies with ‘market
power.””?

To understand the importance of ecosystem poten-
tial and its influence on category leadership, consider
the case of Novell. From the mid-1980s into the first
few years of the 1990s, Novell was the leading supplier
of networking software when local area networks
(LANs) were the center of the networking universe. At
that time, Novell’s groundbreaking NetWare software
was so popular with customers that industry gurus and
Wall Street referred to NetWare as a de facto market
standard, not unlike its contemporaries, Microsoft’s
DOS operating system and the Intel 386 chip. Third-
party software called NetWare Loadable Modules and a
large universe of channel partners and systems integra-
tors established a thriving ecosystem for NetWare.
Companies like Oracle and HP signed strategic part-
nerships with Novell and committed to developing
products in support of NetWare. As a result, the cate-
gory of LAN software blossomed into a robust driver of
market power and market value. At one point in its his-
tory, Novell was second only to Microsoft in its ability
to influence the market direction of the software indus-
try associated with personal computers and networking.

When the Internet arrived, however, and the vision
of a networked world shifted from the LAN to the
Web, Novell suddenly found itself in a legacy position

88



Building Mass

with customers. Despite the massive third-party sup-
port it had built over the years, the business opportu-
nity of Novell’s channel shifted almost overnight to a
new generation of infrastructure companies like Cisco,
Sun Microsystems, and IBM. Instead of enabling net-
working, Novell became a mere participant in the
larger framework of networking enabled by the under-
lying technology of the Internet. In short, LAN soft-
ware’s role in customers’ minds dramatically devolved
to a less important position on the fringes of the ex-
tended, Internet-powered network. As Novell’s ecosys-
tem dissipated and dispersed, Novell and the category
of LAN software could no longer credibly solve an
important customer problem. Despite repeated at-
tempts by the company to lay claim to Internet leader-
ship—including hiring Eric Schmidt, one of the most
respected visionaries in the technology industry—the
relevance of Novell’s value proposition beyond the
LAN failed to catch on in any meaningful way. Novell
never recovered, and the company’s market cap and
stock price plummeted to levels not seen since its early
days as a public company.

The Novell story is especially challenging because
the company’s flagship product held the dominant
leadership position in the category of LAN software
and actually possessed compelling mass for at least five

years. But Novell failed to foresee the impact of the
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Internet and, as a result, failed to manage NetWare’s
mass and the future direction of the category in any way
that proved relevant to its target audience. For insiders
in the computer industry, Novell at its peak is remem-
bered for CEO Ray Noorda’s obsession with Microsoft
and the series of acquisitions he engineered to make
Novell more like a desktop software company than a
networking software company. The more Noorda’s ac-
quisitions focused Novell on Microsoft in PC software,
the more customers questioned the company’s current
and future commitment to its networking heritage at a
time when networking was rising to prominence be-
cause of the Internet. In short, the company had limited
resources to stabilize its past and current credibility, and
even fewer to create future credibility.

Some companies refuse to believe that customer
expectations have changed and that the credibility of
a value proposition depends on ecosystem potential
working in conjunction with category leadership.
Nowhere is this denial more apparent than in the tales
of dot-com marketing fiascoes. By overlooking the
fact that their dot-com designations made them digital
brands, these companies simply ignored the impor-
tance of ecosystem potential in building credibility
with customers. From the Pets.com sock puppet to the

AskJeeves butler, most dot-com brands ignored evi-
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dence that the sources of differentiation for their prod-
uct or service categories had more to do with their
partners and future credibility than with their image
attributes and personalities, as in the Marketplace of
Image. We once asked the vice president of marketing
at Disney’s InfoSeek subsidiary what he believed was
the most important source of differentiation for Dis-
ney’s Internet search engine, GO. He answered “logo
iconography,” referring to the look and feel of the GO
Web site. GO launched a major customer initiative,
which included a featured position on Disney’s new
and traditional media like ABC and ESPN, but the
site’s look and feel alone weren’t enough to persuade
customers that GO was a superior alternative to com-
petitors like Yahoo! or, later, Google. In less than a year,
the company was folded back into Disney.

The failure to recognize the importance of a cate-
gory’s “role” is not simply a casualty of the dot-com
era. Many traditional information technology compa-
nies have made similar mistakes. Xerox, under a
brand image campaign called “Keep the Conversation
Going,” promised that its copiers and printers could
solve the fundamental problems of exchanging and
sharing information between people in a networked
world. This misguided attempt to reposition the tactile,

ink-and-paper brand flopped; it simply wasn’t possible
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for customers to believe that printers and copiers oc-
cupied a more important role than the plethora of
other product categories claiming to do the same with
digital information, particularly Internet browsers and
e-mail packages. The lack of third-party support for
Xerox’s new strategy indicated to customers that
Xerox did not really possess the credibility to claim

such a position.

“Role” and Relevance

Despite its importance to mass-building, relevance is
only part of the equation. It is equally important for
momentum companies to manage the role their prod-
ucts and product categories play with customers. After
more than two decades of experience with the never-
finished, interdependent digital product model, business
customers and consumers alike have developed sophis-
ticated expectations for ecosystem potential. In the
brand momentum model, customers expect momen-
tum brands to have partnerships with the highest-quality
companies. Furthermore, momentum brands are ex-
pected to help other companies make money. Cus-
tomers look for two signs that a product or service
category has the potential to create these market con-

ditions: 1) competition among the supporting third
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parties of the category; and 2) spontaneous innovation
and value-add to the capabilities of the category. Im-
portantly, customers view themselves as the beneficia-
ries of this competition and value-add—either in the
form of lower prices or slower price appreciation, or in
more capabilities that reinforce the quality and utility
of their technology investment. Careful articulation of
your company’s unique role in an ecosystem helps to
signal your intentions for future importance to
prospects and customers.

As we discussed earlier, Adobe’s Photoshop cus-
tomers spend $4 on other Adobe products—such
as third-party plug-ins, from special effects software
to animation software—for every $1 they spend on
Photoshop. The Photoshop plug-ins add significant
value to Adobe’s franchise product and increase the
perceived value of the overall category of photo-edit-
ing software among all the software choices available to
graphics professionals.

Third-party competition and value-add within the
ecosystem create brand extensions. As more and more
third parties contend for mind share and add technical
value to a category of products or services, the overall
market value of the category grows in relation to the
size and magnitude of the ecosystem. Sometimes the

value associated with certain categories of products
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accrues exponentially in relation to the overall size or
growth rate of the category—as in the case of Intel and
Microsoft, and sometimes other companies like Cisco,
EMC, and Sun. We believe this happens when compa-
nies demonstrate differentiation across all forces of dig-
ital differentiation in the brand momentum model.
When this happens, companies become unstoppable
market forces.

Because of the synergistic nature of ecosystem po-
tential and category leadership, we have found that
successful momentum companies almost always man-
age these two forces of digital differentiation in the
same context. When managed independently, the re-
sults can be disastrous. That’s exactly what happened to
SAP from 1999 to 2001.

In 1999, SAP founder and co-CEO Hasso Plattner
finally decided that the company needed an invest-
ment in marketing to revive the SAP brand, which had
stagnated after an almost decade-long run as one of the
early pioneers of client-server applications. The market
share leader in enterprise resource planning (ERP)
software, SAP’s market capitalization reached about
$100 billion in 1998. Plattner’s decision to invest in the
SAP brand was prompted by the trend of companies
seizing the Internet to redefine the nature of enter-

prise software. Many of these companies had begun
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winning dollars from the IT budgets of SAP’s cus-
tomers. In particular, Oracle, SAP’s key competitor,
had finally found its market position after all of CEO
Larry Ellison’s fits and starts with the Media Server
and the NC. Oracle was riding the business perform-
ance of the Internet-based Oracle 8i database, which
Ellison dubbed “the most important enhancement to
our database in 20 years.”*

Oracle’s flagship database focused Ellison on a sin-
gle value proposition for the entire company: a prom-
ise of radical cost savings brought about by the integra-
tion of the Internet into a company’s business
systems—which Oracle claimed could only be pow-
ered by an Internet-centric database. Using the prem-
ise that the Internet is one large database, Oracle posi-
tioned itself to counter SAP’s client-server legacy and
the perceived glacial pace of implementing an SAP
R/3 system. The “Oracle can save you a billion dol-
lars” marketing strategy tied to the Oracle 8i product
strategy boosted revenue growth by more than 20 per-
cent in 1999 and 2000, and Oracle earnings hit an all-
time high. Furthermore, Oracle launched a major ap-
plications oftensive against SAP, which was struggling
to maintain growth and actually experienced a sales
slowdown in the U.S. market at the same time that de-

mand for Oracle was exploding.
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In his twenty years at SAP, Plattner had never con-
sidered marketing to be the equal of engineering. But
this time, faced with the competitive pressures of the
flamboyant Ellison and the Oracle brand, as well as
upstarts like Tom Siebel and Siebel Systems and a host
of smaller players like Ariba and CommerceOne,
Plattner shifted gears toward evolving and differentiat-
ing the SAP value proposition. With a $100 million
marketing budget to spend beginning in early 2000,
Plattner repositioned the SAP brand using an ambi-
tious vision integrated with a new product strategy
called mySAP.com.

We studied SAP’s brand momentum at six months
and then eighteen months after the launch of the
brand repositioning campaign. The results highlight
how ecosystem potential influences category leader-
ship when a company strives to articulate and build
credibility for a relevant value proposition with cus-
tomers, and what the risks are to companies of treating
them independently.

Until then, SAP’s ERP software was used to man-
age all the far-flung operations of large corporations,
linking the diverse, dispersed components of an enter-
prise into a single, manageable system. Prior to the in-
troduction of mySAPcom, the company’s value

proposition was simple: “world-class efficiencies.” The
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company had built its reputation on complex projects
to reengineer vital business processes around SAP’s
R/3 software platform for such Fortune §00 compa-
nies as Dow Chemical and Mobil. “The fundamental
success of SAP is in removing internal barriers and
making corporations more efticient,” said SAP’s chief
marketing ofticer, Martin Homlish.

SAP hoped mySAP.com would extend this value
proposition from the back offices of corporations to
every employee’s desktop. In eftect, Plattner wanted
to personalize and put a face on ERP. “We want to
be the portal through which businesspeople access
everything,” Plattner announced. “It’s like AOL—for
corporations.”®

MySAP.com ultimately failed to help SAP achieve
its goals because of SAP’s failure to manage the rela-
tionship between the role played by R/3 in the cate-
gory of ERP software and its associated ecosystem.
When we reviewed the year-over-year data of our
brand momentum research, we uncovered the flaws in
SAP’s brand repositioning strategy. To understand
these flaws, it is important to recognize that SAP’s her-
itage as the ERP software leader created an ecosystem
of business consultants and systems integrators, like Ac-
centure and Deloitte & Touche, who helped SAP’s

customers map business process reengineering to the
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capabilities of R/3. The consulting work was highly
lucrative, with $10 million in SAP software stimulating
upwards of $100 million in consulting and integration
services to conceive of and implement reengineering
projects. In short, SAP’s R/3 helped other companies
make money and that fact encouraged these third parties
to dedicate resources and intellectual capital to SAP.
But SAP’s initial television ads in the $100 million
campaign to launch mySAP.com failed to hit the right
note. They featured golfer Gary Player in a quest for
a lost golf club, as well as a businesswoman booking
a difficult-to-obtain airplane ticket via mySAP.com.
While the idea of extending ERP to the desktop
played to the empowerment themes of the Internet,
the ecosystem supporting mySAP.com reflected an en-
tirely different set of players than those customers had
come to expect with R/3. In addition, golf wasn’t a
particularly important corporate expense crying out
for greater efficiency (or at least few would say so).
And while travel and entertainment (T&E) can be im-
portant corporate expense items, T&E failed to gain
traction as a business problem on par with the signifi-
cant information technology investments required to
manage large complex operating expenses like inven-
tory and a manufacturing supply chain, or tens of

thousands of telephone calls to a customer call center.
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The initial wave of partners who jumped on the
mySAP.com bandwagon complicated the problem by
mirroring the end-user nature of mySAP.com. Travel
companies and business services like Kinko’s offered
capabilities that, while important to most companies,
were not going to radically lower operating expenses
in the same way Oracle promised customers.

The brand momentum data indicated that cus-
tomers had lost confidence in SAP’s ecosystem poten-
tial and, accordingly, SAP’s relevance as a problem
solver dropped in the company’s brand momentum
scores (see figure 3-8). Interestingly, SAP’s category
leadership in enterprise software stayed nearly the
same, year over year, suggesting that customers failed to
appreciate the value SAP hoped mySAP.com would
add to the R/3 product franchise.

The postscript to SAP’s positioning challenge is
Plattner’s ultimate recognition of the role of the R/3
ecosystem as a vital differentiator and the key credibil-
ity builder for the company’s value proposition. Just as
we finished our second brand momentum study, SAP
abandoned the mySAP.com awareness campaign and
created strategic partnerships with CommerceOne and
Yahoo! around R/3—improving the quality of the
company’s perceived relevance and ecosystem and

reestablishing SAP’s future credibility around the
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promise of enabling world-class efticiencies. In doing
so, the company regained its lost momentum, and its

financial fortunes and market performance improved.

Prescriptive Action: Five Roles Are Available in

Customers’ Minds

In chapter 2, we defined brand mass as the ability
to create marketplace value—for customers, partners, sup-
pliers, employees, and investors. The most critical contrib-
utor to this marketplace value is a company’s ecosys-
tem potential.

In our experience, we have observed five general
ecosystems that work in conjunction with product cat-
egories, reflecting the diversity of digital products and
services available to customers, as well as the layered
nature of the digital product model. And we fully ex-
pect more and different ecosystems to evolve over
time; as profit opportunities emerge and business mod-
els mature, companies and investors will pursue these
opportunities, setting oft a Big Bang—like explosion of
innovation in the marketplace. Ultimately, an ecosys-
tem supports a ‘“system of economics’—as Intuit’s
Scott Cook described it—around a specific category
of products or services that best sustains the profit-

making prospects of this market activity.”
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Positioning an ecosystem to customers, of course,
requires certain conditions to be met in the customers’
minds. First, customers have to believe in the potential
of a particular category of products or services to play
an enabling role in the success of an application that
solves a problem of personal or business importance,
therefore creating the opportunity for the aggregation
of marketplace value around one category relative to
others that make up the application. Second, emerging
category leaders or enablers must architect product
strategies that make it possible for third parties to add
value to their products. More simply put, ecosystems
grow from business and product strategies that allow
and make it worthwhile for third parties to participate
in them.

Such product marketing decisions are, in fact,
choices for companies and their brands. Despite the
open and interconnected nature of digital technolo-
gies, some companies prefer to keep their product
models as closely held as possible. For most of the
1990s, Motorola strategically viewed the paging indus-
try as a vertically integrated product model in which it
controlled as much of the industry value chain as pos-
sible. Customers such as Skytel and PageNet, to name a
few, were relegated to marketing and customer service

organizations, while Motorola supplied the transmis-
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sion equipment, the software necessary to deliver mes-
sages from the equipment, and the devices that Skytel
was to sell to customers. In many respects, Motorola
attempted to assist each of its customers with tech-
nologies to help them differentiate themselves from
other Motorola paging customers.

While Motorola was very much aware of the open
systems ecosystem of the rapidly encroaching personal
computer industry, it consciously attempted to hold
back the integration of paging services and the PC
world. As the next generation of paging arrived at the
end of the decade, Motorola’s lack of a robust software
ecosystem and internal software competency ulti-
mately contributed to the company’s failure to capture
the early market opportunities associated with instant
messaging and other new Internet-based wireless ser-
vices across all of the company’s wireless products,
most notably the company’s cell phone lineup. While
it is impossible to predict the company’s ultimate out-
come, its inability to foster an open, healthy ecosystem
undoubtedly led to Motorola’s precipitous decline in
market power and perceived future success.

In the brand momentum model, category leaders
must possess three characteristics. First, the brand must
have a large share of the available category; second, in

the markets served, the brand’s customers have to be
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the highest-profile customers; and finally, the brand’s prod-
ucts have to be perceived as state-of-the-art. The credi-
bility of a brand to build an ecosystem around a prod-
uct or service category depends on the quality of these
characteristics. If managed in the context of a relevant
value proposition, a category of products and services

accumulates ecosystem potential in one of five ways:

The Specialist’s Ecosystem: This ecosystem focuses
on specific functional improvements to an existing
category leader. Almost always incremental in na-
ture, these third-party enhancements help sculpt
the overall capabilities of the category leader,
adding niche improvements that rarely change the
core application. Participants in the specialist’s
ecosystem must generally adhere to a technical
specification, and value-add specialists are posi-
tioned as utilities, accessories, extensions, plug-ins,
tool kits, and mini-applications. Autodesk’s Auto-
CAD product platform sits at the center of a suc-
cessfully crafted specialist’s ecosystem. Despite
nearly twenty years of market challenges from
much larger companies like IBM and Microsoft,
the software program for computer-aided design
maintains nearly a 70 percent market share with
more than four million customers. AutoCAD’s

dominant market share “has left other CAD com-
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panies resigned to developing tool kits and soft-
ware add-ons for the product,” says Red Herring
magazine.® The more these third parties have con-
tributed to AutoCAD’s specialty, the more difficult
it has become for competitors to challenge Auto-
CAD’s value proposition with customers. Many of
these unsuccessful challengers have introduced
high-quality alternatives—many of which were
priced at one-tenth of AutoCAD’s cost—over
most of AutoCAD’s lifetime. But despite major
initiatives from larger, much more diverse competi-
tors, Autodesk continues to enjoy the benefits and
stability that come from a seemingly impenetrable
specialist’s ecosystem. Other category leaders with
specialist’s ecosystems include Adobe’s Photoshop
and Acrobat; Creative.com’s SoundBlaster; and

IBM’s Lotus Notes, among many others.

The Content Ecosystem: Rather than adding techni-
cal value to a category of products and services, the
content ecosystem instead integrates complemen-
tary business or consumer content with the business
model structure underlying the category’s commu-
nity of users. A large installed base is required by

the category leader to attract the highest-quality
third-party services and content—as defined by one

of the attributes in the ecosystem potential research
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framework. Online auction leader eBay has built
the ideal content ecosystem. In 2001, eBay oftered
tens of millions of individual products and goods for
sale every day; more than $2 billion of content was
purchased every three months, and its online audi-
ence topped thirty million people. Amazon.com has
established itself as the leading online retailer with a
content ecosystem that grew from books to music
to electronics in its efforts to become profitable. The
viral nature of the Internet has allowed content
ecosystems to take on lives of their own, as proven
by the phenomenal, prelitigation popularity of
Napster, and the fact that peer-to-peer networking
sites on the Internet see as many as fifteen million
MP3 music and movie swaps per month, by some
estimates. Other examples of content ecosystem
leaders include Real Networks, Quicken.com,
Microsoft’s MSN, and AOL.

The Systems Ecosystem: Often called infrastructure
products, certain categories of digital technologies
provide the underlying capabilities essential to an
application but rarely have a technically visible re-
lationship with the end customer. Ecosystems are
constructed around these categories through the
amalgamation of distribution channels, implemen-

tation partners like integrators and consultants, and
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technical relationships with other infrastructure
providers from adjacent or complementary product
categories. The combination of these partnerships
forms a system where knowledge, skills, and tech-
nical relationships provide a performance advan-
tage and, mostly, a cost-of-ownership advantage
over individual point-product competitors—who
are often referred to as best-of-breed competitors.
When all the resources in a systems ecosystem are
working together, the end result is often referred to
as architecture, “marketecture,” or an end-to-end
solution. Cisco possesses the prototypical systems
ecosystem. With a multibillion-dollar investment in
KPMG and Cap Gemini Ernst & Young to create
Cisco-specific integration and implementation
specialties; technical relationships with IBM, Ora-
cle, and HP to build special technical linkages into
Cisco’s networking gear; and the largest distribu-
tion channel in the networking industry, Cisco has
been able to consistently maintain market share
advantages over smaller best-of-breed competitors
with less expensive and sometimes higher-
performing products. The company estimates that
about 850,000 people around the world are en-
gaged in supporting the sales, installation, and
maintenance of Cisco’s products. Other companies

with thriving systems ecosystems include EMC,
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IBM, Oracle, SAP, Computer Associates, and Sun,

among others.

The Platform Ecosystem: A product category that is
capable of supporting a platform ecosystem di-
rectly encapsulates the entire end-user experience,
unlike a specialist’s ecosystem, which operates in
the context of a platform ecosystem. The original
concept of a platform ecosystem started with Intel
and Microsoft, as we discussed in chapter 1. A plat-
form ecosystem manages third-party value-add
through the tight control of technical specifications
and development tools made available by the cate-
gory leader. Absolute compatibility on a technical
level is an essential requirement of the platform
ecosystem, as hundreds if not thousands of dis-
parate components have to work together seam-
lessly in order to ensure a consistent end-user ex-
perience. While Intel and Microsoft are the most
often-cited examples of the platform ecosystem,
AQOL’s instant messaging and the Palm operating
system are also excellent examples of product
strategies that support a platform ecosystem. Both
AOL and Palm have constructed broad third-party
support for their product strategies, which has en-
abled both companies to maintain at least twice

Microsoft’s market share in their respective cate-
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gories, putting them among the very small group
of companies that have successfully built and main-
tained market share advantages over Microsoft and
sustained those advantages over multiple years.
Other platform ecosystem examples include video
game platforms like the Sony PlayStation and Nin-
tendo and communications services platforms like

NTT DoCoMo’s I-Mode.

The Open Source Ecosystem: Best exemplified by
Linus Torvalds and the development of the Linux
operating system, the open source movement en-
courages free and open distribution of third-party
value-add to a product as long as certain technical
rules are met. The first wide-scale effort at an open
source ecosystem was stimulated by the release

of the source code for the Netscape browser. An
open source ecosystem encourages a rapid evolu-
tionary process for software, with the idea that
thousands of independent programmers can
produce better software than a small group of
programmers in the pay of a single company.
Although an open source ecosystem resembles a
platform ecosystem, it develops difterently. While
the open source ecosystem has technical rules for
the way things develop, the lack of ownership of

the core technology creates a more spontaneous,
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interpretive environment for innovation. The pro-
grammers themselves make up the core of the
open source ecosystem. As more and more devel-
opment activity takes place and customer imple-
mentations in production environments go live,
traditional technology companies may lend their
support. Linux is the most famous of the open
source ecosystems. Several companies, including
Red Hat and VA Linux, went public based on
Linux-centric business models. IBM, Oracle, HP,
SAP, and many other vendors have given their sup-
port to Linux. Beyond Linux, other successful
open source ecosystems include Apache, which
runs more than half of the world’s Web servers;
Perl, which is the engine behind much of the live
content on the World Wide Web; and BIND, the
software that provides the Domain Name Service

(DNS) for the entire Internet.

KEY SUCCESS FACTORS:
ECOSYSTEM POTENTIAL AND
CATEGORY LEADERSHIP

» Know your role and prove it: Determine what role
your company and brand play in solving a cus-
tomer’s problem; understand whether your brand

enables the solution or simply participates in the
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solution. Use a concept like Bain & Company’s
industry “profit pools”—which break down total
profits from an industry into segments such as
manufacturing and services in order to identify
the value-add activities in an industry—as a lens
to dissect the profit hierarchy of your key appli-
cation segments and to identify how to position
your category relative to others in the applica-
tion. Resist every temptation to try to occupy
more than one role in solving the customer
problem addressed by the application; Microsoft
is one of a just a small handful of companies with
multiple ecosystems. Engage in numbers-based
marketing by peppering customers and third par-
ties, as well as investors, with facts and figures
about the size of the brand’s ecosystem and the
economic potential of the market space. Deter-
mine a way to express the size of your brand’s
ecosystem in the context of the category: How
many developers are there? How many dollars do
customers spend to purchase all the components
required to build or deploy an application? What
are the recurring revenue opportunities? How
much time do customers spend using a particular
product or service? How much money do they
spend with the brand or ecosystem? Sun Micro-

systems executed one of the most effective
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