Consumer companies face the morning after
We noticed a chart the other day that would have sent a chill down the spine of every marketing manager. Almost overnight, we’ve gone from a nation of spenders to a nation of savers.
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According to the Department of Commerce’s Bureau of Economic Analysis, the personal savings rate in the United States. has risen to nearly 7 percent.  That’s the highest level since 1993.

At one point during the housing-led boom of the past several years, the savings rate had actually fallen below zero as consumer debt reached its historic high.  For consumers and consumer-focused companies alike, it could be a long morning after. 

The 77 million Baby Boomers who set the trends in consumption for the past 40 years aren’t likely to resume their free spending ways anytime soon.  Their high-earning years coincided with the recent boom and with that of the 1990s.  Their spending behavior influenced public policy in areas such as interest rates, drove up the value of assets, and fueled the explosive growth of many consumer companies.  For Boomers and for the consumer companies that served them, it was the best of times.

Now it looks like the worst of times. The value of their houses and their pensions has been greatly reduced.   They are approaching retirement age (the oldest boomers are now 63 years old) and, in many cases, face the cost of caring for aging parents or paying college tuition for their children. And some experts estimate that it could take as long as 15 years for shrunken assets to regain their former value. 

The change isn’t confined to the baby boomers. At a fundamental as well as a financial level, all generations are asking themselves how much they really need for a balanced life.  “Sustainability” is the new watchword, both in personal life and in commercial life.  

My guess is that this is mindset that will only grow in the coming years.  People appear to want a more sustainable lifestyle and they will gravitate toward companies that pursue sustainability.  In fact, according to the 2009 PricewaterhouseCoopers/ Grocery Manufacturers Association (GMA) analysis of the financial performance of 157 companies in the food, beverage and consumer products sector, companies that report on sustainability – and receive recognition for their sustainability efforts – significantly outperform companies that don’t.  

For consumer companies, the implications of the long-term shift in U.S. spending behavior are far-reaching.  During the boom, many companies grew frothy.  Today, many are “over-stored” and “over-doored.”  They find themselves in tangential businesses and they see one of the largest markets in the world contracting.

How will they cope? In our conversations with senior executives in consumer-focused industries, we hear three recurring themes:

· As competition for scarcer consumer dollars grows fiercer, consumer companies will determine what they do better than anyone and else and concentrate on it. Andrew Carnegie, that paragon of the sober businessman, is perhaps the most relevant morning-after philosopher here.  As he famously wrote: “Put all your eggs into one basket and then watch that basket.”

· Leaders of consumer companies will become much more operationally focused.  They know that more marketing isn’t always the answer to the prospect of shrinking markets.  Superior operations, from supply chain to manufacturing to service, play a key role not only in bottom-line savings but also in top-line revenues through increased responsiveness to customers.       

· Global consumer companies will focus on high-growth markets like Brazil, China, India, and Eastern Europe.  In Brazil, for example, an additional 13.8 million consumers now have access to consumer products, ranging from basic food and personal products to electronics, mobile phones, and cars.  Sales of luxury goods in Brazil hit an estimated $3.9 billion in 2007 and are growing at an annual rate of about 17 percent.  And in China, an emerging middle class some 300 million strong is equal in size to the entire US population. 

The renewed focus on high-growth markets is certainly confirmed by our experience helping companies find top management talent with international experience. Globalization has been driving the need for international executives for many years now.  But that need has been greatly intensified by the shift in consumption patters in North America. Companies increasingly want executives with international skills in many key functions across their organizations. 

The downshift in consumer spending resonates beyond U.S. shores in other ways as well.  During the consumption frenzy of the past decade, China was the low-cost supplier of many of the goods that were consumed – everything from clothes to washing machines to electronics and more.  As the North American market for Chinese exports shrinks, China will be unable to develop a domestic consumer base fast enough to make up for the shortfall. 
 The higher personal savings rate in the U.S. may be the new normal.  It’s certainly the old normal.  Between 1960 and 1990, Americans saved an average of 9 percent of their after-tax income.  We may not see a number quite that high, but we’re unlikely to return to the “shop ‘til you drop” mantra of the last decade anytime soon.    

Posted Torrey Foster, Consumer Markets Practice, on January 10, 2010

Digital dilemma and the network-Centric CEO
I heard a young person say the other day that his generation uses email only for work!

While today's executives practically live on BlackBerries or iPhones, the kids have moved on. While we tap, they tweet. Where privacy was once a huge issue, today their first kiss is likely to be on Facebook within minutes of it happening, for all the world to see.

But in the business world, there's a digital dilemma: the experienced leaders who are desperately needed to run an increasingly technology-based business are often afraid of technology or do not fully understand how to harness it, while those who are comfortable with technology are not experienced in business.

We're looking for executives with those crossover skills. It reminds me of the marketing space about 15 yrs ago when a chief executive virtually had to become the chief marketing officer. It was all about putting the customer at the centre of the business and about forcing things to happen that were around customer focus and customer needs. At that time there was a lot of investment in needs analysis and segmentation.

Now, the CEO needs to become the CIO in some strange way. Online commerce is taking off again. Companies once afraid of cannibalizing their bricks and mortar outlets and boldly stepping into Web-based sales channels. Customers have become increasingly Web-savvy and are more trusting with the online medium.

We were chatting the other day to former Microsoft executive Steve Vamos about this dilemma. Steve has just been appointed to the board of Telstra, Australia's biggest telco. He says that even in the information technology business, the challenge has always been to find leaders who understand the business applications of technology. "They are rare and will be rare for some time yet," Steve says.

Beyond the simple issues of skills and competencies which we as a leadership consultants often focus on, is the challenge of companies themselves needing to adopt more of a "network" paradigm. Many, though not all, consumer enterprises need to leave behind their traditional "silos" and adopt a "one-business" outlook.

Traditional business has a lot to learn from the Web, Steve says. "We are seeing the emergence of the network-centric CEO, which means that it's very important to create the kind of higher purpose of the organisation in order to get everyone pointed in the same direction and working for the entire business, not just their particular corner of it." 

Where Web 1.0 was fairly static content and had limited two-way traffic, Web 2.0 is all about interactivity and people connecting across different platforms and spaces in real-time. "The person running any Web 2.0 organisation need to understand they are running a network and not a walled garden that has walled gardens within it," says Steve, who got extremely comfortable with technology initially with IBM, then Apple, and then MSN (he headed up the ninemsn Internet portal in Australia).

At Heidrick & Struggles, we're finding that the most of our successful digital executives  are those who respect every connection in the network, whether it's the finance person connecting to the sales person or the ops person connecting to the marketing person. All possible connections in the network must be respected and fostered and not divided by organizational or cultural boundaries. This means shared values and behaviors and better teamwork and communication.

For the younger executives without the business experience, companies need to find ways to upskill them rapidly. They are already comfortable with the technology, but the business is often uncomfortable with fast-tracking them through different areas.

My view is that apart from the usual practice of cycling promising younger executives through divisions and giving them P & L experience, companies need to realize that the next generation of leaders are capable of evolving faster than you think. Don't hold them back. It's amazing what they can get done. You need to allow them to cross boundaries and learn stuff. Or they'll get impatient and leave.

Posted Ian Smith, Consumer Markets/Media Practice, on January 5, 2010
