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What Causes Premium Brands to Stagnate or Decline?
The root cause is a combination of many of the same issues that help created the current financial crisis. A focus on quick financial reward resulting in tactical rather than strategic leadership!

There are numerous traps that must be avoided by ownership/management that often permanently damage and impact the future viability of premium brands. These common traps and misconceptions can be classified into three categories:
1. Endless Cycle of Turmoil and Short Term Orientation

2. Market share vs. Profit

3. Not Understanding and Committing to your Brand
The mistakes rarely exist individually and it is my experience that they often are all present in poor performing businesses. The endless cycle of these two strategic mistakes is often clouded by a cycle of turmoil and short term thinking that often needlessly destroys or devalues once vibrant and successful businesses/brands. 
Endless Cycle of Turmoil and Short Term Orientation
The first issue facing many brands is constant organizational turmoil resulting in an overwhelming focus on the short term. This often results in executive leadership changes every few years. This in turn creates turnover in functional leadership positions as the new boss brings his own people or is forced to bring in a new team when current and tenured staff abandon ship. This management turnover often whip saws the organization from one strategy to the next wasting resources, confusing and demoralizing middle mangers. Compounding this is the often ignored impact of creating confused customers that begin to question the reliability and viability of the company resulting in openings for competitors.
As this ciaos unfolds and change is slow to materialize owners/investors become impatient with leadership and more changes are demanded. Short term orientation creeps in as everyone from the top down begins to focus on immediate results and ignores the long term implications of their actions. It is often unreasonable in mature industries with low technology to expect a new leader to produce sustainable results within one or two years. This is not a novel perspective but must be stated as it is a fundamental issue standing in the way of sustainable brands and companies. 
Owners (stock holders, private equity, etc) want results yesterday, this quickly translates to short term performance not long term viability. Cost cutting and “quick” sales growth leads to ignoring the long term impact on the brand. In addition to being short sighted the organizations bureaucracy gets in the way of speed as companies and people seldom embrace rapid change in direction (strategy). Organization norms, practices and culture (if they exist) all resist the desired change. The focus of the staff shifts from organization to self preservation in this environment. This is a systemic issue that afflicts many organizations in many industries and will only be exaggerated during the current economic environment.  

The easiest target but certainly not the only is private equity owners who are short term investors and exaggerate the lack of commitment to long term success. Their goals typically are to drive quick sales growth (18-24 months) to create a “proforma” P&L that projects ongoing sales growth combined with a superficial marketing plan that shows significant P&L improvement. This proforma approach leads to an endless cycle of ownership and management changes that seldom produce the “paper” results and the cycle continues. 

Market Share vs. Profit
In many respects the second trap is directly related to the turmoil. The idea of “making it up in volume” or “its incremental” is one of the dirty little secretes that many organizations sweep under the rug. Most leaders and organization are smart enough to know it’s not real but the short term orientation that they are forced to take leads them to ignore what they know is wrong. There is clearly economic support for a full factory but making it up in volume rarely works because of the low margin typically associated with large volumes. This is compounded by the distraction to the organization and the cost to get and maintain the business once you have it.
Becoming intoxicated with the volume of power retailers is a real affliction of manufacturing businesses. Once the initial cycle of shipments and retail sell through is complete these hundreds and sometimes thousands of stores become little warehouses because the product doesn’t sell as well as the buyer and seller convinced themselves it would. The retailers’ motivation is wanting the luxury brand because it elevates their credibility and ability to market their store as a destination that offers everything in the categories they serve. Unfortunately this initial success with the power retailer quickly turns into more turmoil for the organization. The key contributor is that the GMROI (Gross Margin Return on Investment) is not acceptable to the retailer and the buyer is under pressure to improve the performance of their retail space. The Power retailer immediately turns to the manufacturer and makes it their problem. Lower prices, promotions, mark down funds and inventory buy backs are all demanded. This typically materializes in the second or third year of a relationship after the manufacturer has committed its operation and SG&A to support a demanding customer with large volume. 

While the organization is wrestling with and distracted by these demands including constant analysis, merchandising requirements, etc for the power retailer they delay or worse ignore their other customers. Product development suffers for the other customers, back orders grow because the warehouse is focused on the large shipments (quick sales, easy shipments) to the power retailer. Programs and support for the other customers are neglected all resulting in a distraction away from the more profitable smaller customers. The brand begins to suffer and becomes tarnished because it is now being sold in a power retailer (discounter) and is no longer “unique” or exclusive…two of the most important elements of a high margin pricing strategy. As many mothers tell their children, “you are who you associate with.” Power retailers to not elevate premium brands and often dilute their value.

The result is a company that is trapped, their operation geared up (added fixed costs) to support the high volume from a power retailer. The organization is slipping with its higher margin customer base and they have no option but keep the power retailer happy short term or they will hemorrhage volume even further. The beginning of the end has just begun!
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Not Understanding and Committing to your Brand

Companies that have built strong brands often fall into the trap that their brand has no equals and the competition can’t hurt them, brand arrogance sets in. The other common mistake is to take a year or two off and cut back on brand support thinking no one will notice. They couldn’t me more wrong. When no one is watching it isn’t unusual for a small upstart company to surface and begins to slowly fill the void left. This new upstart offer is new, exclusive and they bend over backwards in customer service and they don’t sell to Power retailers, the same attributes the failing company once had. This highlights an often ignored but critically important component of brand strategy for premium brands, distribution exclusivity. This often can be the single biggest element of a premium brand strategy. Advertising, public relations, etc are important but are always the first thing cut during difficult times but who sells a brand and their loyalty can maintain a brand during difficult times.
Customer loyalty and support can provide protection when other elements of the marketing mix are scarce. In many product categories brands are not the number one priority to consumers but they are very important to the small retailer. In these retail establishments the consumer is easily steered to a brand that is “favored” by the retailer. Why is a brand favored? Quality, innovation, service are all an important part of the mix. But the two areas that are often over looked by brand managers are continuity and exclusivity. Continuity is the forgotten art of relationship in our insulated world of running businesses from a spread sheet. It also has to do with stability of sales representation and perceived stability of management and strategy. The single biggest factor however is exclusivity with the primary benefit being increased profit margin vs. competitive products. This exclusively is often the result of the brand not being available in power retailers and at a minimum having clearly differentiated products from the power retailer.
Another common trap that brands fall into relates to how power retailers monopolize resources within an organization. Customer service, marketing, supply chain and senior management attention are all monopolized by the power retailers by constant threats of lost volume. The two biggest areas where this surfaces are in customer service and product development. In the case of customer service, organizations often are distracted by the quick fix of large shipments to a retailer versus the smaller more labor intensive nature of smaller customers. This reduces response time on shipments and often creates backorders for the small customers because if shipments to power retailers are late fines are issued on an already low margin business. These shipment delays create additional calls to sales rep, customer service personnel all creating inefficiency and costs that are rarely accounted for in analyzing power retailer contributions. 
The second large trap that is often not recognized is the impact power retailers have on product development. Product development is expensive and organizations make investments based on the speed of the ROI on product tooling and development costs. Organizations overly simplify the analysis and look purely at the investment cost versus the large volume a power retailer can provide. This approach is driven by the intense pressure for new and different in order to improve sell through and the threat of losing space and volume. The critical elements of analysis that are often over looked are not the logical ones, will the volume really materialized, will they accept the pricing, will our costs estimates be accurate, etc. Most organizations manage these elements quite well. Where they fall down is opportunity cost. What isn’t being done as a result of the focus on the power retailer? What project for other customers gets delayed because of both financial and human resource constraints? What’s the impact of not supporting the smaller customers with new product or programs? What’s the impact on reduced support on brand image? 
Another distraction for premium brands often is the result of loyal customers and consumers that have the tendency to believe a good manufacturer can expand the product range beyond core capabilities. On the surface a new product may seem simple to develop with a low investment but this misses the long term impact. Often these requests or ideas are driven by a need for quick sales volume and justified because of the low initial investment cost. This can be true but what is missed is the distraction cost.  What is not being worked that would continue to support the premium image and primary products? Additionally, the cost of maintaining a new product line is not understood. Once a customer has been convinced that they should buy a product you must support that product line or lose their support, there are always alternatives. If you don’t support the new line it will die and you have exit costs and disappointed customers who than begin to question leadership. The organization is once again confronted with deciding what to invest in, key product lines? Power Retailer products? The newly created line? Thus creating added complexity and resource conflicts. This is simply not practical and something always has to give.
One final trap is the creation of second and third brands or sub brands. This issue can materialize in two ways. The first is the result of acquitions or mergers. The second is the misguided belief that consumers think like marketers on industry personnel. No matter how the issue was created the challenge and issue is a reality that must be dealt with. The most damaging scenario is the misguided belief that a sub-brand or secondary brand that is attached to the lead brand is viewed as different by consumers. These differences are often very compelling in the board room but consumers are not trained marketers and they don’t understand the text book nuances of channel and segmentation strategy. They understand that a brand is often boiled down by consumers to where it is sold, what price it is and what service comes with it. Classic CPG marketers with multi million dollar marketing budgets can clearly influence consumers with adverting but low frequency of purchase consumer durables companies rarely have the luxury of big direct to consumer marketing budgets thus where it is sold is often the single biggest influencer of the brand! The last point about multiple brands continues the theme of focus and division of limited resources. Brands are often used to manage channel conflict vs. having true consumer value. I would argue that picking a channel and finding a niche is a more practical and sustainable solution to managing channel conflict than trying to manage multiple brands.

The point on knowing your brand has been touched on above but is worth repeating. Ignoring your core customer results in a slow and painful decline of brand value and business performance.  The cost and time to develop new customers is well documented and understood but often clouded by the belief that we are unique and we can manage both.
Theoretical Model

The following model illustrates a theoretical business that has 50% of its business with power retailers and 50% with smaller customers. The point of the model is that for some companies/brands smaller can be better….more sustainable. The models attempts to show that a company can find a path to improved financial results by selling less but be more profitable. In many public cultures and private equity environments suggesting this type of strategy would end careers...growth is a requirement and sales declines are not an option under any circumstances! But leadership is not easy and leadership doesn’t always come from the top of the organization.
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	1
	$50.0
	10%
	
	$50.0
	25%
	
	$100.0
	17.5%
	$17.5

	2
	$25.0
	10%
	
	$60.0
	25%
	
	$85.0
	20.5%
	$17.5

	3
	$10.0
	10%
	
	$70.0
	25%
	
	$80.0
	23.1%
	$18.5

	4
	$0.0
	0%
	
	$75.0
	25%
	
	$75.0
	25.0%
	$18.8

	5
	$0.0
	0%
	
	$80.0
	25%
	
	$80.0
	25.0%
	$20.0


Model Assumptions:

· Company starts with 50% of it volume with Power Retailer and 50% with Smaller  Customers

· Model is set up to facilitate a decision to continue as is or focus on small customers only

· Power Retailer Margin is 40% of Other Customer

· Margins assume no change to SG&A – resources shift to Other customers to rebuild business

Model Result:

· Margin percent begins improving immediately on lower sales 

· Margin dollars begin growing in year three but never decline
Conclusion
Brand managers must be diligent in understanding and balancing 
the short term benefit against long term viability. 
Understanding these core issues is critical for any management team if they desire to build a business that is viable and sustainable long term. Avoiding these traps starts with ownership and their motivation. It is my experience that bigger is rarely better for luxury and premium brands…its counter intuitive. If it’s big it can’t be exclusive or premium, you can’t have it both ways. The market is littered with failed attempts to leverage a premium brand into something it isn’t. This is not to say growth is bad…it isn’t. The key is good growth versus growth for growth sake or short term gain. The implication of ignoring these common mistakes is poor financial performance. Typically the only way to quickly get volume is with low margin power retailers which turn into a resource drain and distraction for the organization. The cycle of turmoil than begins with or without the business because the organization often ignores and diverts resources from its profitable customers to protect its income. A short term success is possible during the period where your smaller customers and consumers have not responded to the power retailer relationship and the power retailer has not become disillusioned with the poor GMROI. But that honeymoon is short lived and both forces begin to put negative pressure on the business and the cycle begins. 
Clearly this does not apply to every situation. Technology, consumer taste and priorities changes and product life cycles are part of the free enterprise system. Some products are destined to commoditization and are best sold at power retailers. The key is knowing your brand and operational realities. Most premium brands are NOT structured to adjust to a mass market high volume, low cost structure and management must be honest and diligent in its analysis when assessing this critical decision of knowing who they are and what they can be. Mismanagement has become pervasive in the past decade and the answer is strong strategic leaders that understand and are committed to long term viability not short term performance that leaves a mess for the next leader and destroys viable businesses.
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