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FOREWORD

When I was in college, I was assigned to read a book in a political science class called The End of History and the Last Man. It was a famous piece written by an academic named Francis Fukuyama and was all about how Western democracy was the final, definitive outcome after the collapse of communism. This was how the West had “won” the world. The gist of the thesis was this: we had arrived at a political structure superior to anything that preceded it, and nothing would ever be better. I was intrigued. The idea of the end point was powerful: something is so good, it’s almost perfect. It is the GOAT—the greatest of all time. I believed the idea applied to retail, too.

Around the same time as I read that book (which was the mid-1990s, before the broadscale adoption of the internet), Walmart was dominating the shopping industry. Everyone, it seemed, bought everything they needed from Walmart. The company was growing rapidly, and it was gaining share because of an inimitable and incredible supply chain that gave it a competitive advantage that no one could ever match. It was a company so big and so dominant and with such scale that nothing could possibly be more far-reaching or cheaper. It offered lower prices and a better selection than anyone else. Was this not the “end of retail”? Where else was there left to go? Who could possibly beat Walmart? Just as there was nothing better in government structures than democracy, there was nothing better in retail than Walmart. Well, nothing until an internet bookseller in Seattle came along and, over the next decade, evolved to a point where it stood side by side with Walmart. Walmart in the ’90s could have been one of the last chapters in retail history, and by the 2010s, with Amazon, it looked as if an epilogue had been written. Those two companies had such scale and low prices that no one could possibly compete. Together these two GOATs bleated as one. Looking ahead, there was nowhere else for retail to go but straight into the hands of these two players, right?

The question of the “end of retail” is even more pronounced now as the pandemic has challenged the industry in unthinkable ways. We are seeing the culling of thousands of stores—certainly the ones that were already on life support but also otherwise healthy ones that have been struggling to keep distracted consumers interested in their “non-essential” goods. Yet, shoppers continue to buy. Retail sales overall are higher than ever, even in the midst of the worst of retail times. The most creative, resourceful, and scrappy players have managed to capture their fair share of this growth and lay the foundations for long-term success. We’ve seen restaurants pivot to remote ordering and grocery sales. Apparel companies have launched hardware and media offerings. Small bookstores are offering handpicked gifts and recommendations. In-person experiences like escape rooms have embraced virtual environments. These survivors were poised for success even before 2020 because they inherently understood the importance of the principles of modern retail that Steve Dennis lays out in an eight-part framework in this book, from digital savviness to design thinking.

Reinvention, however, isn’t easy. With the two biggest behemoths in retail still getting bigger, it’s tempting to throw in the towel. Every day in my own practice at Forrester, I hear brands and even some retailers opine that perhaps the wisest course of action at this point is just to join the marketplaces. “Shouldn’t we just go where our customers already are?” It’s a bold question because implicit in it are some deep thoughts: do we care if Amazon and Walmart dominate all of retail in the future? Why does it matter? Would a world where everyone buys everything at two big price-focused companies be so bad? Isn’t this just an outcome of capitalism, which is something we revere?

I think we should very much care if these two players get even bigger, for two reasons. First, a world where all commerce flows through one or two conduits reduces choice. It stifles competition and ultimately distorts pricing.

The second reason is a bit more esoteric. We should care more about what happens to retail because it’s a reflection of who we are. I truly believe, and I hope I can persuade you to agree, that retail is a very special industry. Like media, restaurants, and leisure travel, physical-goods retail is the intersection of business, art, and culture. At its best, retail makes consumers happy; it inspires a vision of a better you; it romances; it empowers personal expression; it enables community; it solves problems; and it can make us feel good about the world.

Fortunately, history has taught us that proclamations of an impending end point are often premature. The events of 9/11 and the growth of China happened long after The End of History and the Last Man was written. In the same way, this is hardly the end of retail. It just may seem like it is because we’re in the retail equivalent of the time following the publication of Fukuyama’s book but before the planes hit the towers. Even now, there are seeds of change germinating in the retail industry. There will be fewer barriers to entry in the future than ever before, whether it’s due to small-batch manufacturing or inexpensive e-commerce platforms. Brands are recognizing their power as direct-to-consumer entities. Remarkable retailers are cultivating alternative revenue streams and selling more than just physical goods.

Not only is it our imperative to disavow the narrative that retail is over, but we must also be willing to embrace radical change. Steve Dennis and I agree on this. We’re leaving a lot of creativity and human ingenuity on the table when we look solely at automating functions without thinking of innovation in physical goods, the storytelling and the adjacencies within retail that appeal to our senses and make us happy. What I like most about Remarkable Retail is that it provides a prescription for breaking away from the lowest common denominator. This updated edition takes the fallout from the pandemic into account and lays out all the things companies need to think about to position themselves for decades of success. It is a blueprint for how you achieve resonance in the ever-changing, difficult, and capricious journey that is retail. Read it carefully and think hard about how it applies to your business. It matters because the world is a better place when we care about the diversity of and within retail. The world is a better place when retail is remarkable.

—Sucharita Kodali, retail industry analyst, Forrester


AUTHOR’S NOTE

As 2019 was drawing to a close, I was immersed in the final writing and editing of the original edition of Remarkable Retail. By the time my book was released just a few months later, the world had dramatically changed.

During the past decade or so, as a strategy and innovation consultant, speaker, and Forbes senior contributor, I had been calling out the accelerating pace of change and the “collapse of the mediocre middle.” In keynotes and blog posts, I warned that unremarkable retailers were edging ever closer to the precipice and that, without radical change, they risked becoming increasingly (or completely) irrelevant. I implored them to transform with great speed, often drawing on a line from Carlos Castaneda’s Journey to Ixtlan: “The problem is, you think you have time.”

I certainly did not predict the COVID-19 crisis. I’ve never claimed to be a “futurist”—and it’s probably just as well, as many who do often turn out to be quite wrong. Yet many of the things I warned about in the first edition of this book have already come true. Much of the harsh reckoning that I suspected would take several years to happen manifested in a matter of months.

In this second edition—completely revised and updated for the COVID economy—few of the core ideas I have been advancing for years, and that were highlighted and expanded upon in the original version, have materially changed. If anything, the cataclysmic events of 2020 have only amplified their urgency and criticality. Nevertheless, the playing field is fundamentally different, consumer expectations are being redefined, and technologies that many retailers were only experimenting with are now table stakes.

As we navigate this brave new world, it’s even more important to enthusiastically embrace the journey to becoming truly remarkable.

And what better time than now?

Steve Dennis

Dallas, Texas

December 2020


INTRODUCTION

A World Turned Upside Down

“Everybody has a plan until they get punched in the mouth.”

—MIKE TYSON

In January of 2020 I found myself in New York City’s Javits Center attending the National Retail Federation’s Big Show, as I had done most years since joining the world of retail in the early 1990s. More than 30,000 folks from around the world gathered to see what was new and what was next for our industry.

There was a feeling of ebullience in the air. For the most part, holiday sales had been strong and consumer confidence remained high. Global asset markets were booming. While 2019 brought many store closings and a few high-profile bankruptcies, I sensed a growing optimism that perhaps the worst was behind us. A number of retailers announced plans for new store openings and major investment programs. Little did we know that within two months just about everything would go off the rails. So much for the best-laid plans.

Retail’s problems didn’t begin with the pandemic. Far from it. The seeds of profound disruption were planted many years earlier. In fact, a radical reset had been brewing since the turn of the last century.

More than twenty years earlier, during the winter of 1999, I attended Sears’s annual strategy meeting at a posh resort in Arizona. At the time, I was vice president and general manager of Sears Commercial Sales, a half-billion-dollar-plus operating division primarily selling major appliances to business-to-business customers, such as home builders and property management companies. Unlike the far larger department store business, my little corner of the Sears world was growing and highly profitable.

Given what’s befallen Sears across the last decade or so, you might surmise that the once-storied brand had been totally clueless about what was going on in retail for quite some time. You’d be mistaken. In fact, one of the major issues we considered during that three-day off-site was the impact of e-commerce and digital technology on the future customer experience. Bear in mind, this was when Amazon was only a few years old and just beginning to expand beyond books into CDs and to enter international markets. At the time, there were a number of other early stage online shopping disruptors whose prospects were far from certain. The previous year, Amazon’s annual revenues had amounted to about 2 percent of ours. Mail-order catalog was still a far bigger sector than all of online shopping combined.

At one pivotal point during the multiday meeting, Arthur Martinez, Sears’s first CEO from outside the company, shared with the senior leadership team his belief that “the future of our brand will be determined by our ability to meet our customers’ needs anytime, anywhere, anyway.”

As we contemplated how to respond to a world that would be increasingly more digitally driven and require us to meet the customer on their terms—whenever, wherever, and however they wished to shop—much of the discussion centered on how siloed we were: in our customer data, in our technology, in our organization, in our metrics, and in our incentives. At one point, Bob Thacker, one of our marketing VPs, stood up and said that, if we were going to move from being so channel-centric to becoming truly customer-centric, our mantra needed to be “silos belong on farms.”

By the time we headed back to Chicago we had decided to organize an enterprise-wide initiative to bring this “anytime, anywhere, anyway” vision to life. I was asked to leave my current assignment to form and lead a team—and I became what was probably the industry’s first dedicated senior multichannel integration executive. We subsequently spent eighteen months (and millions of dollars) figuring out how digital commerce and related technologies were going to change the future of shopping, launching pilots, and determining what actions we needed to take over the longer term. Most of the team’s recommendations were eventually implemented, accelerating investment in key enabling technologies and redoubling our resolve to build out our expanding (and in many ways, already industry-leading) e-commerce capabilities.

It’s also worth mentioning that while many of our competitors were choosing to invest in online by spinning out their e-commerce operations (as Walmart initially did in collaboration with Accel Partners) or outsourcing some core capabilities (as Target, Toys “R” Us, and others did) to fund their growth, we always saw the need for online shopping to be deeply integrated with the whole customer experience. E-commerce was an enabling tool, not a separate business. Accordingly, while Sears.com was given room to breathe outside of the mothership, the team remained on our suburban Chicago campus, talent was imported, and strategic partnerships were formed, all while keeping the anytime, anywhere, anyway ethos as our North Star.

While we were often criticized for this approach, it turned out quite a few big retailers spent many (expensive) years breaking down the silos they had set up, unwinding outsourcing agreements, and working overtime to integrate cultures, systems, and processes that eventually got in the way of a well-harmonized shopping experience.

Nevertheless, if you have been following what’s transpired at Sears in the intervening two decades, you know that, sadly, their other chronic issues—most notably, difficulty identifying a core customer and a clear and compelling competitive positioning, along with under-investment in infrastructure, a litany of ill-conceived decisions, and a revolving door in key leadership roles—soon swamped any meaningful, sustainable impact from our efforts.

How Now Purple Cow?

Shortly before I embarked on my next retail career adventure, Seth Godin released his classic book Purple Cow: Transform Your Business by Being Remarkable, and then did a TED Talk on how to get ideas to spread. What most caught my attention—and created a sinking feeling in my gut about our plans to resurrect Sears—was the notion that even very good was no longer good enough. People don’t switch for merely very good. For Sears to succeed over the long term, it was clear that we needed to not only win back a lot of customers we’d lost during the past several years, but also grow our share of wallet with the ones we already had. In a maturing market, that meant getting a lot of folks to change their buying patterns—to switch to us. Our strategy made us better, but nothing we were doing was close to remarkable.

The world was just starting to be turned upside down by this thing called e-commerce. But it was more than that. A quiet revolution had been brewing. The punches were coming from all directions. Choice was dramatically expanding, while having the time to sort through all the shopping options was getting more challenging. Information and connection were advancing exponentially. The world was becoming ever noisier. A righteous battle for attention and consumer engagement was sure to follow.

Trying to be the particular brown cow that got noticed among the vast herd of other quite average cows seemed like an exercise in futility. In a world of growing abundance, with ever-mounting distractions, the failure to be truly remarkable meant you were increasingly likely to be ignored.

When I resigned from Sears (a year before its ill-fated merger with Kmart), I left sensing the inevitability of the iconic retailer’s slow slide into irrelevance and, eventually, oblivion.

From the Outhouse to the Penthouse

When I joined the Neiman Marcus Group in 2004, as their first-ever chief strategy officer and senior vice president of multichannel marketing, I definitely felt like I was moving on up.

It was refreshing (and a definite boost to my ego) to go from an iconic retailer that was increasingly (and altogether appropriately) being chastised for its failure to become meaningfully relevant to a sufficient core of target consumers to one that not only had a clear and compelling value proposition, but also was both highly regarded and very profitable.

While both companies were about a century old, they could scarcely have been more different—at least on the surface. Sears was all about Middle America, selling mostly average products to the peak of the bell curve. Neiman Marcus was primarily focused on the very wealthy, offering largely exclusive (and very expensive) products. Over the years Sears had become more about self-service, efficiency, and driving transactions. Neiman Marcus was one of the highest service retail brands, priding itself on building deep, enduring relationships with its clients. If you spent $1,000 a year at Sears, you were a top customer. At Neiman Marcus, that might not even get you one handbag and a pair of shoes. It was not uncommon for our best customers to spend well over $50,000 a year with us, year in and year out.

Beneath the surface, though, there were more similarities than expected. Some were rather pedestrian. Regardless of the type of consumers being served and the price of the products on offer, retail is still about communicating your unique value proposition, buying and selling inventory at a desired profit margin, and trying to take great care of your customers. So many of the conversations about sell-through rates, inventory turnover, and markdown budgets were quite familiar, even if those having them were dressed far more elegantly than I was used to.

A more substantive (and ultimately more pernicious) similarity could be found in the corporate cultures. For a good portion of their respective histories, each company had grown leadership from within, and most executives came up through the merchandising ranks. There was a tendency to look inward, rather than to external insight and what was happening in retail more broadly. Silos in organization, data, inventory, and performance measurements abounded.

In Neiman Marcus’s case, this tight, insular culture reinforced a clear sense of identity and a focus on flawless operating execution—which mostly served the company well for quite some time. Like Sears, the company was an early adopter when it came to seeing the promise of online shopping. By the time I joined, the e-commerce division was already material and experiencing strong growth.

As online shopping’s growth began to accelerate—not only because of Amazon’s evolution and expansion into new categories, but also because more “legacy” brands were launching or upping their ante on their own dot-com operations—I started to notice some interesting patterns. As my team and I dug into our own customer data, as well as had conversations with several forward-leaning noncompeting retail and consumer brands, a clear shift began to emerge. While the original goal of Neiman Marcus Direct (our online and mail-order catalog division) was to reach customers in places where we didn’t have a Neiman Marcus or Bergdorf Goodman store, we were starting to generate strong online sales in our store trade areas. Moreover, our best customers were often clients who regularly purchased across our multiple channels. Deep dives into our direct marketing efforts revealed that what we saw and accounted for as “store marketing” was driving e-commerce transactions. Advertising geared to convert online often drove consumers into our physical stores.

This cross-channel shopping behavior was undeniably—and perhaps a bit surprisingly—being propelled by an underlying shift in customer preferences, as opposed to orchestrated efforts on our part. Despite solid results from the pilot programs we were able to gain support for, we remained overwhelmingly channel-centric in our thinking, behaviors, and ways of measuring success. Substantive change would only start to come years later, once the company changed leadership and had bounced back from the 2008 financial crisis.

The Gathering Storm

Late in 2008 I went out on my own as an independent strategy consultant and industry analyst—a change that gave me the unique advantage of seeing firsthand what was going on inside many other retail companies and across a spectrum of product categories and go-to-market strategies. Working with different clients—and having the time to study a broader set of competitive and consumer dynamics —created a far richer understanding of the blind spots and systemic issues that were silently and steadily reshaping the industry.

One main idea came into sharper relief: a harsh reckoning was on the horizon. A world of abundant choice, product access, and information left little room for unremarkable, slow-to-change retailers to carve out anything remotely close to a long-term sustainable position. More companies were stuck with outdated business models and were failing to embrace the innovation that might keep them relevant. Particularly in the United States, years of overbuilding, combined with the growth of online shopping, was creating a massive misalignment between physical capacity and consumer demand. Many retailers—some saddled with excessive debt levels from ill-conceived leveraged buyouts—were edging ever closer to the precipice.

Something had to give.

By 2017, the first clear signs of a major correction began as net store closings spiked.


Figure 0.1 Annual Net Store Openings or Closures, All Retail Stores
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Source: Coresight Research



Then, in 2019, a study revealed that fully one-third of retail CEOs feared that their businesses could go under within the next thirty-six months.1

The Next Punch in the Mouth

It’s easy to blame the pandemic for much of what’s befallen retail of late. Many ascribed my most recent corporate employer’s (ultimately successful) journey through bankruptcy court to the COVID-19 crisis. Yet, as was true with many other bankruptcy filings, large-scale store closings, and even complete corporate liquidations, the pandemic was the precipitating event—not the primary cause.

We are overestimating our ability to predict the future and exaggerating our sense of control if we believe we can avoid bad luck or be completely prepared to withstand the brutal forces of cataclysmic events. We can, however, be far better positioned to respond to them—and in some cases actually take advantage of them—wherever, whenever, and however they hit us.

Remarkable does not happen by accident—it happens by design. The journey to remarkable is fueled by accepting the reality that very good is simply no longer good enough. It’s sustained by embracing a culture of experimentation that yields a robust innovation pipeline and by building agility into our business model.

If we have learned anything from the history of retail, it is this: shift happens. Shift happens in ways big and small, sometimes incredibly fast, other times far more slowly. It can be readily predictable, or not so much.

We can never be ready for every eventuality. Sometimes we will, in fact, get sucker punched.

If we want to avoid being taken down by the next punch in the mouth, there are a few key things we have to always bear in mind.

We have to start before we’re ready.

We have to accept that safe is risky.

We have to choose remarkable.

We have to remember that remarkable is a journey, not a destination.

My hope is that this book provides a compass to point the way, the tools to navigate an often tortuous path, and a spark to ignite the passion to set off on the journey.


PART ONE

SHIFT HAPPENS


CHAPTER 1

An Epic Revolution, Accelerated

“Like art, revolutions come from combining what exists

into what has never existed before.”

—GLORIA STEINEM

Retail isn’t dead. Boring retail is.

Physical stores are hardly going away, but there will be fewer of them—some bigger, many smaller, most dramatically reconfigured. What they will look like, how they will operate, and the purpose they will serve is being reshaped, reimagined, and in some cases, totally rebuilt.

For years now, you’ve likely been reading stories about how online retail is taking over the world, a narrative that’s been brought to a crescendo by the pandemic. And it’s true that the ability to have virtually any product delivered through a digital transaction has largely eliminated the need for stores that were once piled high with merchandise, their shelves lined with cardboard sleeves, cellophane, and plastic: books, CDs, DVDs, game cartridges. . . . Let’s take a brief moment to mourn Borders, Blockbuster, and all of the others that faced the brutal reckoning of the first wave of digital disruption.

You might have heard that cheap money fueled some two decades of overzealous expansion of commercial retail real estate. This rampant overbuilding is now experiencing a major, long-overdue correction, made far more calamitous by the COVID-19 crisis. And anyone can plainly see that the once-great regional shopping mall continues to evolve, in many cases at an ever more dramatic pace.

Despite the clickbait headlines of a “retail apocalypse,” it’s worth noting that before the pandemic struck, many overwhelmingly brick-and-mortar-dominant retail brands were not only opening stores but were posting strong overall growth and profits. And while some paused or scaled back their agendas, many companies (At Home, Five Below, Tractor Supply, Ulta Beauty, et al.) announced new store opening plans even when lockdowns were still in place. Walmart is investing significant dollars to reconfigure more than a thousand of their stores to become more digitally enabled.

So-called digitally native vertical brands (DNVBs) that once raised gobs of venture capital by eschewing those pesky and expensive annoyances called stores have been experiencing much of their growth from the opening of physical locations. Here too some plans have been upended or stalled. Yet during the height of the pandemic, Warby Parker and Allbirds raised $255 million and $100 million, respectively, to support their growth, with store distribution and expansion very much part of their future efforts.

Apple and Amazon, the two most valuable retail brands in the world, clearly see their future success tied in some measure to physical retail. During the second half of 2020, with many pandemic restrictions still in place, Amazon opened several “4-star” concept locations, opened its second Go Grocery outlet in Seattle, and most significantly, began its foray into traditional grocery with Amazon Fresh, a 35,000-square-foot prototype store with initial locations in Southern California and the Chicago area.

All quite noteworthy. But as it turns out, a profound seismic shift was taking place well before the impacts of the pandemic started to ripple throughout the world—a shift far more revolutionary than the evolution that had characterized retail in the decades leading up to the turn of the century.

When the Tide Goes Out

Today’s retail landscape looks a whole lot different than it did two decades ago. In many cases it looks quite different than it did even a year or two ago. In fact, much of the retail industry of the very near future will be almost entirely unrecognizable.

The power in retail has shifted to the consumer. What was once scarce no longer is. We no longer go online, we live online. In most categories, digital channels (and, more and more, that means mobile) are central to the consumer’s purchasing journey. Shopping channels are blurring. The role of the store is being redefined. An abundance of choice, a veritable tsunami of information, an ever more cluttered world, and an increasingly distracted customer make it nearly impossible for a brand to be a clear and compelling signal, standing out, commanding attention, and most critically, garnering meaningful engagement amid all the noise.

The stark realities of the COVID economy mostly served to accelerate trends that had been emerging for many years, often amplifying or distorting their effects. While it may have seemed at the end of 2019 that struggling brands had ample time to mount a transformation, it soon became apparent that they were approaching the end of the runway. We may have believed—or desperately hoped—that what was deemed “innovative” by many legacy brands would be transformative, but in many cases it was turning out to be simply lipstick on a pig. Indeed, as they say in twelve-step programs, half measures availed us nothing.

“Only when the tide goes out do you discover who’s been swimming naked.”

—Warren Buffett

The differences between the retail haves and have-nots are becoming far more pronounced; this became increasingly obvious as the impacts of the pandemic shook most parts of retail (and society) to the core. This aspect of retail’s great bifurcation started long before the ascendancy—and more recent acceleration—of e-commerce and digitally enabled shopping.

For several years now, success has been found mostly at either end of a spectrum. At one end, brands that focus on low prices, dominant assortments, convenient access, and quick and easy purchasing continue to gain share. At the other end of the continuum, upscale, experiential, and more narrowly customer-focused retailers, along with a host of well-honed specialty concepts, have been enjoying improving fortunes.

Stuck in no-man’s-land, swimming in a sea of sameness, are those retailers that offer decent prices, but not the best; an okay shopping experience, but nothing really special; some sales help, but not anything particularly useful. The fact is, even before e-commerce began its rise to prominence, the Sears and JCPenneys of the world were struggling mightily. Their misfortunes were exacerbated by the long-term decline affecting most regional malls.

While it’s easy to blame Amazon for the prepandemic, multiyear woes these companies have experienced, the reality is that until recently most of their revenue was being siphoned off elsewhere: to off-price retailers, discount mass merchants, or dollar stores that offered stronger value and more convenient locations, or to upscale alternatives that offered a more relevant and differentiated experience.

Sadly, quite a few retailers picked an especially bad time to be boring.

A Brief History of Retail

Civilization may have started out with an emphasis on hunting and gathering, but it wasn’t long before bartering entered the picture. The marketplaces (Roman or otherwise) that were created long ago were no Amazon or Tmall, but they did the job. Just a couple of centuries ago, retail slowly started to become more organized and modern familiar forms of commerce were introduced.

The shift from bartering to the various forms of shopkeeper (the butcher, baker, and candlestick maker) took quite some time. In the nineteenth century, aspects of retail started to become more professionalized, as both specialty stores and department stores made their debut in many major cities in the US, Europe, Japan, and a few other regions.

The end of the century saw the advent of the mail-order catalog, which held the promise of bringing big-city shopping to small towns and rural areas. Sears, JCPenney, and Montgomery Ward were the early pioneers, becoming large, iconic brands in subsequent decades. Various formats evolved and expanded during the first half of the twentieth century, but as the post–World War II economic boom took hold, more and more consumers headed to the suburbs to pursue the American Dream. Regional malls were built all over the country, and the once-dominant mail-order retailers (and a handful of more upscale department stores) became their anchor tenants. Within two decades, malls had become the predominant retail format for many shoppers, and Sears was the king of the hill, becoming one of the ten most valuable companies in America in the 1970s.

The seeds of big change, however, had begun germinating a few years earlier. During the 1960s, Walmart, Kmart, Zayre, Woolco, and others started opening their twist on general merchandise stores. Located off the mall, with lower prices and less service, these rapidly expanding brands offered a more convenient and more value-oriented alternative that many shoppers found appealing.

Eventually came the emergence of so-called category killers. Similarly offering off-the-mall convenience coupled with a strong value orientation, Toys “R” Us, The Home Depot, PetSmart, Staples, Circuit City, and dozens of others started to open thousands of stores with huge assortments focused on more particular shopping occasions.

By the 1990s, retail offerings became more diverse and targeted. There were variations at one end of the value spectrum (off-price, outlet stores, dollar stores, warehouse clubs) as well as the other (Saks Fifth Avenue, Bloomingdale’s, all manner of high-end designer boutiques). Niche players in organic grocery, cosmetics, fashion, and home furnishings became more plentiful and joined the common tenant mix in power centers and lifestyle malls across the country. Home shopping (Home Shopping Network and QVC) became a phenomenon.

Most of these started to take a big bite out of the once-dominant regional mall-based department stores. In particular, the growth of fast-fashion and off-price retail stole significant share from moderate department stores during the decade, as did the emergence of off-the-mall home stores like Bed Bath & Beyond and Linens ’n Things and beauty-focused concepts like Ulta and Sephora, among others.

As we approached the new century, forces were gathering that would lead to profound and unprecedented disruption. Jeff Bezos, Steve Jobs, and a cadre of venture capitalists started to see how technology could completely change the face of retail. While the initial wave led to some really dumb and unsustainable business models (anybody remember Pets.com?), large, comparatively mature companies such as Nordstrom and Williams-Sonoma saw the potential and began investing in e-commerce and digital technology. Amazon began diversifying away from its original books-and-music offerings. Intrepid investors began getting excited about a second wave of online shopping businesses.

A Black Swan Meets the Purple Cow

As much as the retail world was experiencing an increasing pace of disruption, rapidly evolving customer preferences, and ever-shifting competitive dynamics, the global pandemic was a true black swan event.

Nassim Nicholas Taleb’s black swan theory describes events that come as a surprise, have huge consequences, and are often seen with the benefit of hindsight as entirely predictable. Historians can debate whether as a society we should have been better prepared to respond to such a cataclysmic set of circumstances, but it’s certainly clear that the medical, psychological, and economic impacts are, and in many cases will continue to be, significant.

For the better part of 2020, for many retail organizations, it made relatively little difference how remarkable your value proposition was. If what you sold was deemed “essential,” consumer demand was so strong it was often tough to keep up with it. On the other hand, if you sold mostly products deemed nonessential—and were primarily reliant on sales through brick-and-mortar locations—things got very bad indeed, with some historically strong organizations experiencing staggering operating losses for several consecutive quarters.

Marketers of exercise bikes, virtual-conference software, and home office equipment (as just a few examples) had business fall into their laps as it never had before. Those in the fine dining, travel, entertainment, and higher-end apparel business were hit with month after month of often unprecedented declines. While some struggled to stay on top of demand and a profound shift to all things digital, many couldn’t keep up with their bills. Even with massive government aid, many have had to close their doors for good.

To be sure, chance clearly favored the prepared company (to paraphrase Louis Pasteur). Brands that had developed and deployed strong digital and harmonized (my preferred term for “omnichannel”) capabilities did better than those that had not. Organizations with agility built into their operating model responded more quickly and effectively to the rapidly changing environment. The more remarkable the company’s value proposition, the more share they were able to gain or, in the face of category spending contraction, hold on to.

As the pace of disruption increases—as, indeed, events that we might once have thought of as black swans occur with greater frequency—we must build for resiliency and agility, just as we must strive to become and remain remarkable. Major change may create existential crises, requiring mitigation and putting our organization in defensive mode. But it may often create breathtaking new opportunities that demand we be ready to switch to offense.

“It is not the strongest of the species that survives,

nor the most intelligent; it is the one most adaptable to change.”

—Charles Darwin

The Six New Forces of the COVID Economy

As I write this in late 2020, it’s impossible to predict the full impact of the COVID-19 pandemic and how much it will fundamentally reset the retail playing field. Which shifts in consumer behavior will persist—and to what degree—is largely anybody’s guess. We have never endured a period of such profound and intense disruption. Trying to draw analogies to earlier crises seems wholly inadequate. And as much as consumers may tell us what they think they will do in the future, history indicates that they aren’t very good at predicting what they actually will do. Accordingly, we would be wise not to extrapolate too much from any such studies.

Indeed, any notion of being in a truly postpandemic world, even in a best-case virus mitigation and economic recovery scenario, isn’t likely to be fully realized for quite some time, if ever. As time passes, the way forward will almost certainly become more clear, but many of the changes brought about by the COVID-19 crisis will still be rippling through society (more broadly) and the retail ecosystem (more particularly). The costs of dealing with both the health and economic fallout from this crisis have ripped huge holes in the budgets of most governments and nearly every nonprofit and nongovernment organization. Many sectors of the economy will take years to get back to prepandemic levels.

It’s probably helpful to realize there is no “new normal,” just the next normal or—perhaps more accurately—the next weird. Shift will continue to happen. Punches may come out of nowhere. We must start in the now, from the place where we find ourselves.

Nevertheless, certain forces have been distorted, amplified, or brought into play in new, often previously unimagined ways as the global crisis unfolded. Below, I detail the dynamics that had the biggest impact on 2020 and will continue to shape how retail evolves in 2021 and, most likely, far beyond.

1. Bifurcation 2.0

I have been writing and speaking about “retail’s great bifurcation” for quite some time (and I will delve into this in more detail in chapter 4). But the COVID-19 crisis has exacerbated the underlying drivers of polarization, creating a wider gap between the haves and have-nots. This increasingly Dickensian tale of two cities can be most readily seen in the increasingly divergent fortunes of those pursuing certain business models.

Retailers that are overwhelmingly focused on delivering extreme value, great convenience, and a highly efficient buying experience are generally widening the performance gap between less focused competition, regardless of whether these leaders are brick-and-mortar dominant (Walmart, Target, Best Buy, et al.) or mostly online (Amazon, Wayfair, Chewy, et al.). Similarly, higher-end or more precisely targeted specialty concepts are generally performing relatively well, particularly compared to their department store brethren.

A major contributor to these contrasting outcomes stems from the large gap in economic fortunes seen in many countries. In the United States, it has generally been true for many years that the rich are getting richer while the poor get poorer. The pandemic brought these differences into stark relief, with the wealthier classes generally benefiting from continuing strength in the stock and real estate markets, while many Americans have little or no stake in those games. Moreover, increases in unemployment hit lower-income families much harder at a time when many lacked the financial resources to sustain themselves for very long.

The likelihood of a prolonged “K-shaped recovery”—in which the more affluent have significant discretionary income, buttressed by solid (and perhaps improving) balance sheets, while much of the middle class and poorer demographic groups struggle to make ends meet—seems rather high. These underlying macroeconomic forces seem likely to favor success at either end of the business model spectrum for quite some time.

2. An Accelerating Acceleration

Prepandemic, it would have been hard to find a major trend that was not accelerating to some degree. But the COVID-19 crisis injected steroids into just about all of them. What many industry observers (Carl Boutet and Scott Galloway, among others) have deemed “the great acceleration” has jump-started innovation for many retailers and effectively forced consumer adoption of nascent technologies.

Most obvious is the dramatic increase in online shopping. While e-commerce was generally experiencing midteen percentage growth in recent years, during 2020 the shift away from physical store transactions to online purchases saw a huge spike. While some of this extreme distortion is turning out to be short-lived (and the idea that ten years of growth occurred in only a few months is hyperbolic), there has been a radical shift, some of which will clearly persist. It’s also true, for example, that store closings were picking up steam prepandemic, but the pace has clearly been hastened.

Another big change is the rapid deployment of innovation on the part of many retailers, largely in response to the aforementioned shift, as well as to address their customers’ heightened safety concerns. Curbside pickup is the most obvious example, but many companies also took other “omnichannel” and digitally enabled shopping experiences out of the lab or pilot mode and implemented them on a broader scale—often in a matter of weeks. The rollout of expanded home delivery, virtual personal shopping, live-streaming, contactless payment, appointment shopping, and buy online and pick up (or return) in store all saw greater adoption

Two major trends that many had been pointing to for quite some time became virtually undeniable given their acceleration: the near-complete collapse of the middle and the blurring of the lines between digital and physical shopping.

3. Reallocation and the Redefinition of Essential

For individuals and households with significant wealth and/or continued employment, the overall contraction of most global economies has not necessarily resulted in reduced consumer spending. In fact, aggregate spending tended to increase throughout most of 2020. But with lowered outlays for travel, entertainment, work-related apparel, commuting expenses and the like, how we are spending is radically different.

As we know all too well, nearly everyone has been doing a lot more things from home, either by virtue of lockdowns or merely out of a desire to play it safe. Beyond shopping online more, we have also been working from home, eating at home, being entertained from home, and trying to stay fit at home—all of which drove major spending reallocations.

Panic buying was responsible for huge increases in spending at grocery stores as the initial wave of COVID cases spread. But even as stocking-up behavior abated, an ongoing shift toward eating at home continues to move spending away from restaurants to grocery stores. Working from home distorts spending on office-related equipment and furniture and has been more broadly constraining work-related apparel expenditures. The lack of travel opportunities and special events, along with an empty social calendar, have cut deeply into higher-end apparel, accessories, and similar items. There’s no point getting all dressed up when there’s no place to go.

Spending on entertainment streaming services has risen dramatically, as has just about anything related to home fitness. As folks spend more time at home, they are investing in making those spaces better. Accordingly, the home furnishings, home improvement, and consumer electronics segments are experiencing strong growth. Since some of these expenditures are more “one-time” in nature—and have been boosted by government stimulus—it’s likely the hyper-growth rates will begin to moderate substantially.

As the world recovers from the pandemic, it’s probable that the reallocation of spending we saw during the height of the crisis will not be nearly as pronounced. Nevertheless, many of the habits formed, along with widespread acceptance of complete or part-time work from home, are creating new categories of what many consumers will consider to be “essentials.” And feeling safe is a new essential unto itself. These phenomena may affect retailers’ merchandising and operating strategies for years to come.

4. Power Consolidation and the Last Men Standing

As store and shopping center closings hit new highs and bankruptcy filings (and complete business liquidations) become more common, the remaining retail pie will be shared among fewer competitors. Some categories (dressier apparel, as but one example) and formats (mall-based department stores) are likely to remain contracted for an extended period of time, putting even more pressure on remaining retailers to grab a bigger share of a shrinking sector. But even more robust segments are likely to see market share consolidate to the strongest players, as less remarkable, poorly capitalized brands are unable to keep pace.

Moreover, cash (or a bulletproof balance sheet) will be king, allowing certain powerful companies to scoop up businesses, brands, or assets (such as customer lists and other intellectual property) at fire-sale prices. In August 2020, Authentic Brands Group acquired Brooks Brothers. A couple of months later, mall operators Brookfield Properties and Simon Property Group bought the assets of JCPenney out of bankruptcy. We are also seeing the resurrection of brands that once seemed destined for the retail graveyard, only to re-emerge as online-only entities. Retail Ecommerce Ventures is building an entire business around this strategy, resuscitating Pier 1 Imports, Dressbarn, and many others.

As this consolidation continues apace—and many sectors struggle to get back to where they were before the pandemic—the prospects for some segments may become so dire that there is only room for a few competitors. Clearly, the trends for many malls are extremely adverse, and metropolitan areas that once boasted multiple traditional shopping centers may find themselves with only a handful. The harsh outlook for the luxury department store market makes it hard to imagine that both Saks Fifth Avenue and Neiman Marcus can remain viable at anything close to their current scale and scope. And when I’m asked “how many moderate department stores does the United States need?” my answer is “two—one (mostly) on the mall and one off.” My money would be on Macy’s and Kohl’s as the last men standing.

5. The Great Rewiring

It certainly remains to be seen precisely how and to what extent the pandemic will alter the retail playing field and reshape customers’ needs, wants, and expectations. But as Rishad Tobaccowala persuasively argues in his article “The Great Re-wiring,” there are six areas in most of our lives where a fundamental rewiring has occurred and where it may well persist for an extended period of time.2 These places are home, work or school, retail outlets, dining establishments, entertainment venues, and travel. In terms of our homes, it looks as if we will be spending more time there even in a largely postpandemic world. And where we live may be quite different as well, as some urban cores are being hollowed out. For many, working from home is likely to become permanent (or a more frequent part-time option), a scenario that will also change the nature of some city centers.

Retail is being rewired to be more digitally oriented, and as discussed above, the nature of our spending has also changed. If people continue to flee cities, presumably there will also be fewer shopping options located there. Fewer restaurants may exist in our future, and they will be designed quite differently. Many of us are likely to continue eating at home a lot more than we did before the pandemic. Even with significant mitigation of the coronavirus’s impact, more entertainment will continue to be streamed, and some performers will reach us directly through live video rather than traditional means. Travel was clearly the most rewired sector during 2020, and its future will largely be determined by how quickly it can recover to anything close to 2019 levels.

Part of this great rewiring is a significant realization about how we used to spend our time and how we may wish to spend it going forward. When commuting time goes to zero, when we no longer travel to see clients or attend conferences, when there is less time spent chitchatting with colleagues in the office, and when we don’t go out nearly as often, we are confronted with questions around how to repurpose our time for greater productivity or meaningfully different impact.

6. Hybridization

As I will discuss in more detail later across several chapters, the lines between online and in-store shopping have been blurring for many years, but relatively few retailers truly embraced this blur. The few that did—the ones that employed a strategy that went beyond thinking about online shopping and brick-and-mortar commerce as largely distinct channels—were better able to respond to the acceleration that was brought on by the pandemic. The hybridization of retail that was already in place has evolved to a whole new level in the COVID economy. Today’s remarkable retailer must see the customer as the channel and develop a hybrid formula to meet the consumer’s need anytime, anywhere, anyway. But additional combined ways of doing business are also emerging.

Individual brick-and-mortar locations are becoming hybrids themselves. Once largely places to go and buy stuff to take home, they now have increasingly diverse roles. Most stores now act as service centers for online purchases in some way—a place to pick up or return an e-commerce order, for example, or to have a store associate help resolve a customer service issue. Many are also becoming distribution centers, as more retailers are fulfilling e-commerce orders from store stock or performing home deliveries from stores rather than dedicated facilities. Stores are increasingly part of a brand’s advertising strategy, serving in some ways as a billboard for the brand, as a product showroom, or as a place for customer acquisition.

There is also a rise in hybrid physical retail real estate deployment. Whole Foods is creating “dark stores” to serve as fulfillment hubs, complementing their “regular” grocery stores. Apple is launching Express stores in addition to their flagship locations. Nordstrom is expanding their Local concept, a satellite format that largely serves as a service center in support of their full-line department stores.

Hybrid models are increasingly familiar these days, whether we’re talking about how education is delivered or how industry conferences are hosted. Supporting a healthy lifestyle is also moving to a hybrid world, with tangible products and fitness membership bundled together, as we have seen from Peloton, Equinox, Lululemon, and more.

Assume the Brace Position

Retail has always been dynamic, but what transpired during the decade prior to the pandemic was especially so. The harsh reckoning brought about by COVID-19 is still unfolding. What will happen during the next few years will shake many brands to their core.

Take a look at the top ten retailers by decade in the following chart, and it’s easy to see why Walmart CEO Doug McMillon is said to keep a copy of this with him on his phone to help remind him of how quickly retailer fortunes can change.


Figure 1.1 Top Ten Retailers by Decade
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The rising wave of e-commerce now represents 15 to 30 percent of all shopping in most major countries and has been growing several times as fast as physical sales for many years. Amazon has become the most valuable retailer in the world and continues to grow at impressive and scary rates. Digital channels influence well over half of all physical store transactions in nearly every category.4 Once-iconic retailers—some more than a century old—are dead, dying, or in serious trouble. Dozens of so-called DNVBs are gobbling up market share and putting pressure on industry-wide margins. Large manufacturer brands are investing heavily in upping their direct-to-consumer game. More and more products can be delivered to your door in less than two hours. In a growing number of new stores (most notably Amazon Go), you don’t even need to check out. And retail is just beginning to scratch the surface of artificial intelligence, virtual reality, robotics, the Internet of Things, and many other emergent technologies.

To say this is a frightening and confusing time for all but the most successful, well-capitalized companies is probably an understatement.

You say you want a revolution? Well, we’ve got one. Big time.

Unrecognizable

You might have been working in retail for a decade or more but, paraphrasing Forrester’s Brendan Witcher, only the last few years count. Why? Because the revolution is here, and the years before that represent the end of the last era, not the beginning of this one. Because so much of what was useful and important in the past not only doesn’t serve us very well right now, but in many cases may even lead us down the completely wrong path.

“We cannot solve our problems

with the same level of thinking that created them.”

—Albert Einstein

Just over twenty-five years ago, Amazon was a tiny start-up selling only books over the internet from a warehouse in Seattle. Today they are a retail behemoth, growing rapidly and establishing large positions in most developed and developing countries and virtually every product category of any size. Similarly, Alibaba, the disruptive Chinese shopping platform, and Mercado Libre, South America’s leading online marketplace, are just over twenty years old. Flipkart, the top online brand based in India, went live only in 2007.

Remember, too, that the iPhone was first launched in 2007, and that smartphones have only become ubiquitous in the last few years. Cashierless checkout, contactless payment, voice commerce, “buy online, pick up in store” (BOPIS) and “buy online, return in store” (BORIS) technologies, and many other practices that are likely to be commonplace within a few years still have comparatively low penetration in many major markets throughout the world, even though some got a major jump-start from the COVID crisis.

For most brands it is next to impossible to know what will be important and disruptive in five years’ time. Many of the changes in consumer behavior brought about by the pandemic may well persist, while others may fail to stick much, if at all. Other forces, largely new and unexpected, are virtually certain to move to the forefront before too long.

Indeed, shift happens.

It’s just happening faster and faster all the time.

The Bullet’s Already Been Fired

The bullets that killed Barneys, Lord & Taylor, Sharper Image, and many of the other iconic brands we’ve lost in recent years were fired long before the respective downward spirals of cost-cutting and store closings began. These brands weren’t legislated out of existence. In most cases, consumer behavior didn’t change overnight. The superior brands that stole their market share and won over their formerly loyal customers did it, for the most part, over many years.

And while it may make for a catchy headline, Amazon didn’t kill any of them all by itself. Nor did the pandemic.

The notion that disruption comes out of nowhere, catching once-powerful companies unaware, is rarely true. What’s far more common is that new brands catch fire slowly, consumer behavior shifts over many years, and most technologies take a while to grab a meaningful foothold. But Moore’s law (the principle that computing power will double about every two years) is just as valid for much of retail as it is for other industries.

If you work for a brand that is in trouble today, the forces of your potential undoing most likely have been building for some time, and the underlying issue is this: leadership didn’t notice. Or maybe they were aware, but they didn’t accept that profound change was needed. Or maybe they knew what was coming, but they failed to act with urgency and decisiveness. Regardless, right now there is a pretty good chance a bullet is headed your way.

I have long been fascinated by management’s capacity to get stuck, the many ways executives craft a narrative in a vain attempt to avoid change, the stories they buy into as they hope to keep above the fray. Far too often, the power of denial seems endemic to individuals and organizations alike. Believe me, I’ve been part of such teams myself.

Go back to the ’80s and ’90s and recall how a slew of successful retailers mostly did nothing while The Home Depot, Best Buy, and a host of innovative discount mass merchandisers and category killers moved across the country, opening new stores and evolving their concepts to completely redefine industry segments. Somehow it took many years for the old regimes to realize what was going on and how much market share was being shed. For many, any acceptance and action came far too late (RIP Caldor and Montgomery Ward, among many others).

Witness how the digital delivery of books, music, and other forms of entertainment came into prominence while Blockbuster, Borders, and Barnes & Noble spent years doing nothing of any consequence. Two of them are now gone and one is holding on for dear life.

Similarly, Starbucks’s revolution of the coffee business hardly occurred overnight. But if you were a brand manager at Folgers or Maxwell House, you were apparently caught unaware.

Consider how consumer behavior has been shifting strongly toward online shopping and the utilization of shopping data through digital channels for well over a decade. Yet many companies seemingly needed a global health crisis to wake up to this profound change.

Lastly, examine how the elite players of the luxury industry have until quite recently largely resisted embracing e-commerce—and most things digital—believing that somehow they were immune to the inexorable forces of consumer desires and preferences. Yet while they sat around and mostly watched, Neiman Marcus, my former employer, grew their online sales to roughly a third of their total business, a position that has served them well for many years, despite an ill-conceived leveraged buyout that forced them to go through an inevitable financial restructuring.

More often than we care to admit, the bullet’s been fired; it just hasn’t hit us yet.

The good news is that while the pace of change is increasing in retail, we have a lot more time to react than we do in a gunfight.

The bad news is that the impact can be just as deadly if we are not prepared and we do not act.

The harsh reality is that the time we have to respond is dwindling virtually every day.

When the Shift Hits the Fan

Think for a moment about all the radical shifts we are experiencing.

The shift from largely siloed, distinct experiences to those that are cross-channel and hybrid in nature, demanding well-harmonized integration.

The shift from going online to living online.

The shift from physical stores as places to buy things to physical stores becoming the hub of a brand’s local ecosystem.

The shift from traditional media consumption to a mostly digital-first model.

The shift from the best location being a well-situated and designed brick-and-mortar store to it being wherever the customer happens to be with their smart device.

The shift from being weapons of mass consumption and disposable fashion to a more conscious consumerism.

The shift from highly intentional shopping to more spontaneous and impulsive buying.

The shift from isolated customer journeys to those that are deeply connected.

The shift from one-way online commerce to two-way social media–driven interactive shopping.

The shift from brands being in control to empowered consumers who are increasingly dictating their requirements.

The shift from merchandising strategies of piling it high and watching it fly to the endless aisle and more intelligent curation.

The shift from one-size-fits-all, batch, blast, and hope marketing to highly personalized interactions and precisely targeted offerings.

The shift from marketers’ push to consumers’ pull.

The shift from wanting ever more stuff to desiring memorable experiences and compelling stories to share.

The shift from getting by with merely very good to the need to become truly remarkable.

And on and on.

Confronted with these profound shifts, the tendency of many organizations is to go on the defensive. Overwhelmed by the shifting tides—and afraid to take risks in a fast-moving and highly uncertain environment—they circle the wagons to fight the changes, defend the status quo, or develop plans to merely soften the blow.

But survival is not enough.


CHAPTER 2

The New Scarcity

“To my mind the old masters are not art; their value is in their scarcity.”

—THOMAS A. EDISON

Whether you are an economist or just applying simple common sense, you know that supply and demand largely determines how markets operate and which companies ultimately generate customer and shareholder value. If an item is of high customer value but is difficult to get, prices go up—and typically so do profit margins. Conversely, even when a good or service is highly desired, if it’s too readily available there may be little or no opportunity for a solid economic return.

At the intersection of customer wants and needs and the ability to meet them in unique and highly relevant ways lies opportunity. The first time we encounter a newly launched product or try a novel experience that moves us, it may be fascinating or even rather memorable. Yet once something becomes ubiquitous it tends to become uninteresting. What’s abundant is no longer special. But where strong consumer desire meets scarcity, we find potential: the potential to win—and keep—customers, to drive profitability, to be remarkable.

Much of the luxury fashion industry takes advantage of this phenomenon. The most in-demand new item from an iconic fashion house retains its elevated image largely based on scarcity, much of it quite deliberate. Part of the intentional scarcity is the sky-high price point, which limits the number of people who can afford it. The other component is very narrow distribution, where only a small and select number of retailers carry the items.

The Hermès Birkin bag is a case in point. Since its introduction in 1984, Birkin bags, which start at over $10,000 (and can go much higher based upon materials used and degree of customization), have grown to be among the most sought-after fashion items globally, often commanding high markups on the resale market. Hermès reinforces the bag’s exclusivity through artificial scarcity, limiting production so that there is a waiting list and restricting sale to only a handful of stores. If Hermès were to decide to dramatically lower the price and greatly expand distribution, the remarkability of the brand would be undermined considerably.

Although few brands are as powerful and iconic as the most rarefied luxury companies, historically what we might call “managed scarcity” has been a component of many retail brands’ core strategy. Manufacturers generally chose the retailers they allowed to carry their products, seeking to balance consumer reach against oversaturation of distribution that would dilute their brand image and put too many of their retailers into head-to-head competition with each other. Another strategy employed by many premium brands (Sony, Bose, et al.) involves strictly enforcing the sale of their product at their manufacturer’s suggested retail price (or MSRP). While the price might have been suggested, it was well understood that retailers that broke from this pricing discipline might well forfeit the brand.

Retailers historically have employed several principal strategies to use scarcity to their advantage. The first is how they manage their store expansion, seeking to strike a balance between reaching the maximum number of customers while making their physical location a must-visit destination. Private-label (or “house”) brands by definition are those that can only be accessed at a given retailer’s store. Similarly, many organizations have invested in private-label cards tied to their store loyalty programs, “forcing” the customer to use the retailer’s payment method to rack up loyalty points (which often could only be redeemed at their sponsoring retailer’s locations) and gain exclusive access to special events and limited-time offers.

But over time many of these scarcity advantages began to erode or become less effective, as consumer choices and alternative substitutes abounded and became more accessible. Market forces and more empowered consumers make it increasingly difficult for retailers to dictate their terms.

More and more, what was once scarce no longer is. This new abundance helps explain why so many in retail are struggling today. To understand the underlying forces driving disruption, it’s worth taking a quick look at how important aspects of scarcity have disappeared completely, have become much less powerful, or have fundamentally redefined the basis of competition.

Media Are No Longer Scarce

Older readers will remember the media landscape of our youth. We grew up with three national commercial broadcast networks, one public network, and a handful of local TV channels. Radio was either AM or FM, and essentially all of the stations were local. Many folks got a daily local newspaper delivered to their door and subscribed to a handful of magazines, most of which were published monthly. The most popular magazine for many years was TV Guide, a weekly magazine that listed which TV shows were on and when.

Today, this lack of selection and immediacy almost seems laughable. Media choices have exploded and fragmented exponentially. There are now many hundreds of TV stations, and much of radio is delivered digitally. Many people get their news from social media platforms that barely existed a decade ago. And millions of blogs, vlogs, podcasts, and so on create the opportunity for virtually anybody to be their own publisher. Instagram, TikTok, and other platforms continue to reshape the media landscape. In the meantime, some of the most popular and influential media channels of yesteryear are either gone completely or in serious trouble. Not only are media choices far from scarce, much of the content is now available immediately on demand and on devices we have on our person, not simply accessible from our home and/or office.

Information Is No Longer Scarce

For a good chunk of my retail career, a customer who wanted to get product information had four basic options. First, they could run around to different stores to talk to salespeople (or do a firsthand inspection on their own). Second, they could glean information from various relevant brands’ advertising. Third, they could seek input from friends, families, or neighbors. Last, they could rely on a print publication like Consumer Reports.

Needless to say, much of this information was of questionable reliability. In the vast majority of cases it was anything but comprehensive. As for understanding the “fair” price to pay, there really was no practical way to run a comparison. In virtually all cases the gathering of truly useful information was either impossible or a major hassle.

“A wealth of information creates a poverty of attention.”

—Herbert Simon

Today we face a veritable tsunami of information, and our challenge is often how to separate the signal from the noise. The shopper can readily find a vast amount of data and perspectives from a plethora of sources, including fellow shoppers. Most retailers’ websites contain highly detailed product information pages, and many now include customer reviews, demonstration videos, and the ability to do side-by-side product comparisons. Sites that aggregate product or service information like TripAdvisor, eBay, and Rakuten do much of the same but typically add the ability to compare products across different retailers. There are seemingly endless product review sites, expert blogs on just about anything you can imagine, and “listicles” of every conceivable iteration.

Years ago it was hard to feel truly empowered by information. Today the consumer holds most of the cards.

Access Is No Longer Scarce

Before online shopping existed, the stuff you could buy was pretty much limited to the stores in your town. If you lived in a big city, you usually had a decent range of options. At the other end of the spectrum, if you lived in a rural area, your options were quite restricted. Sure, you could drive to the big city, but most of the time that wasn’t practical or would be reserved for special occasions. Mail-order catalogs could meet some needs, but product offerings were narrow, delivery times long, and shipping costs could often be prohibitive.

Access was also constrained by the hours you could utilize available retail locations. The 7-Eleven might be open much of the time, but most stores had far more limited hours and many weren’t open on Sunday.

Today, most consumers have access to just about anything they might want from just about anywhere in the world just about any time they want. Since the advent of smartphones we no longer even need to go to our home desktop or office workstation to gain access. Access is often at our fingertips almost everywhere we go. And we don’t have to worry about a particular store’s hours or whether they happen to be open on Sundays. The internet never closes, and we can now shop anywhere, anytime our smart device is with us.

Not only has access expanded radically and been digitally enabled, many of the channels are different. Shopping is often embedded in news, blogs, and other content, and many social media sites (Facebook, Instagram, et al.) are now effectively retail shopping channels.

Choice Is No Longer Scarce

Even if you were fortunate enough to have a wide variety of stores near your home or place of business that were open reasonably convenient hours, most of them didn’t carry a big enough selection to meet your ideal needs or desires. Just carrying a breadth of in-stock colors and sizes remains an issue for even the largest stores in the largest markets. If you were in a smaller market, your choices were far more limited.

By comparison with traditional brick-and-mortar models, where premium location rents and the cost of distributing inventory across many locations constrained how much product physical retailers would stock, it is much less expensive to carry inventory in an e-commerce warehouse. This gave rise to new business models like Zappos, which could dramatically increase its assortment compared to a local department store or shoe specialty store. The growth of marketplaces, and the advent of direct-ship models from manufacturers’ warehouses, also greatly expanded the availability of products. And this trend will only accelerate, as we will delve into in a later chapter.

Today, in many circumstances, choice is no longer constrained by how many aisles the various stores within a reasonable drive time contain. It’s an infinite array of stuff. The aisles are virtually endless, and the long tail of selection is often taken for granted. Choice is now so abundant that even the most idiosyncratic of tastes can be satisfied.

Convenience Is No Longer Scarce

Having worked in several direct-to-consumer and home-delivery businesses during my career, I have to laugh about the hurdles we faced even in the fairly recent past. Could we deliver furniture or home appliances in under a week and shrink our promised delivery windows from four hours to two? Should we charge a premium to get a package delivered in two or three days instead of the usual five to ten? Could we recover most of our expenses through our delivery charges, or even have shipping as a profit center?

Given how much has changed in the past few years, at some point we will probably stop calling 7-Elevens and their brethren “convenience stores.” What made them convenient was largely that they were open twenty-four hours a day and were likely closer to your home and office than most stores. Today that notion seems increasingly anachronistic. Besides being able to order virtually anything we want 24/7 from a device that is practically tethered to us, we are benefiting from a revolution in convenience. Products that used to take weeks to get delivered can often be delivered the same day and sometimes, with the advent of Prime Now from Amazon and other “last mile” delivery services, within an hour or so.

Products that had few, if any, viable options (or were prohibitively expensive) are now routinely delivered by retailers or delivery services like Uber Eats or PickUpNow. And lead times on custom products continue to shrink.

What former J.Crew and Gap helmsman Mickey Drexler calls “the de-schlepping of retail” is now a key driver of e-commerce growth. Consumers increasingly choose to have big, bulky items like pet food, bottled water, and large multipacks of toilet paper delivered instead of hauling them home in their cars or minivans or via public transportation.

Subscription services help make sure that our wardrobes are current (Stitch Fix and Trunk Club), that we have a new head and battery for our ultrasonic toothbrush (Quip), that we don’t run out of razor blades (Harry’s and Dollar Shave Club), and many more.

While voice shopping is still in the early days of adoption, instead of pulling out our phones or getting on our laptop, more and more of us are simply telling Alexa and Google what we want, and before we know it, products show up at our doorstep.

Connection Is No Longer Scarce

Before the turn of this century, if you wanted to track down a long-lost high-school friend or figure out your genealogy, you were likely going down a rabbit hole. If you wanted to update your parents on what was going on in your life, your options were a (potentially expensive) long-distance phone call or writing them a letter, which would take days to arrive.

Today, many of us have hundreds, if not thousands, of Facebook “friends” and/or social media followers. Response time can be virtually instantaneous via SMS and direct messaging within the various platforms or Snapchat, WeChat, and the like. Rich media with sharing functionality not only allows for vast networks with rapid iteration, but enables a new depth of connection when augmented by photos, videos, and sound files.

We can (and should) argue about what this all means for emotional health and the development of certain social skills. But the redefinition of what “connection” means over the last few years is profound and undeniable. The boundaries that limited connection between individuals and brands have come down, and much of the friction, be it in cost, time, physical distance, or complexity, is now gone. We can source the wisdom of crowds to get feedback on just about anything, understand the price we should pay, glean advice on whether we look good in an outfit, get help determining the best dish at that restaurant to which we have never been, and so much more. We can tweet to a company customer service Twitter handle to voice a concern. Via an app we can almost instantaneously get connected to possible mates, find someone with whom to share a taxi, or see who is attending the same concert or play.

For retail, this shifts power away from brand-controlled marketing to individuals and those who build community influence. The new and far more detailed information availability is supercharged by the new forms of connection and empowers the consumer in previously unimaginable ways. The emergence of the sharing economy (think Uber, Rent the Runway, Poshmark) creates entirely new sources of competition for traditional retail models.

Cheap Is No Longer Scarce

Discount mass-merchandise chains, warehouse clubs, and outlet stores are hardly new. But the spread of “value”-oriented products, services, and retail formats has accelerated greatly. Whereas the availability of value-oriented merchandise once largely depended on whether you had a Walmart, Aldi, or dollar store near you, the internet changed everything. Today just about everyone in the developed world has a discount store on their phone or tablet.

The friction involved with finding the best price has been eroded in multiple ways. A simple Google search does a pretty good job of serving up useful information and a world of inexpensive choices. Various browser extensions will scour the internet to find the lowest price, present coupon options, or even notify us when the price of a product we covet drops. The Groupons of the world offer all sorts of deals and offers that were previously difficult to come by. Offers of 10 percent off simply for a first order or for subscribing to a retailer’s emails are hardly in short supply.

Another factor—though one of questionable long-term sustainability—is the significant subsidization of quite a few “disruptive” business models by investors to the great benefit of consumers. Amazon was able to deliver low product pricing for years because its investors valued growth over profits and because its Amazon Web Services (AWS) business—the division that provides cloud-based computing support to other organizations—is a huge cash cow. For many years, it lost money in its more well-known retail division. Only in the last few years has Amazon’s retail division started to generate meaningful profits directly and through its related advertising division. It has also been able to offer superior and cheaper delivery options (and endure the high cost of returns) for similar reasons.

Many of the sexy high-growth digitally native brands (Wayfair, Casper, Chewy, et al.) can offer both great service and value pricing because their investors will accept margins (for now) that are in many cases far below historical industry standards. Pressures to demonstrate a path to sustainable profitability are escalating. But for the time being, venture capitalists and other investors have allowed many of the disruptors to deliver incredible consumer value, fueling outsized revenue growth.

Everything, Now

Decreasing costs of computing power and the associated network effects have created a bountiful buffet of choice, much of it on demand, whenever we want it.

Before the internet, the shopping world consisted of a limited selection of outlets carrying a limited assortment of products that might work well for us, purchased at a hoped-for decent price, during regular store hours, delivered mostly on the retailer’s terms.

Not very long ago the typical customer journey might involve running around to a bunch of stores over a series of weekends and getting pressured by commissioned salespeople, or flipping through magazines, Sunday newspaper circulars, or a stack of catalogs. Along the way we might get overwhelmed reading confusing technical product specifications or wonder whether it’s worth paying for more thread count or some other higher-priced option. We might get annoyed that the size or color we want is out of stock or that we could get what we want but have to wait several weeks to custom order it. We might lament the fact that “all the good stores” seem to be in New York or LA or London. We might very well end up settling.

Today, the expectation is that everything can be had now. No compromise. No excuses.

As retailers seek to gain customers’ attention, engage in meaningful ways, and earn their trust, this is no small task. This new abundance forces us to rethink much of what made our organizations successful in the past. The scarcity that used to determine so many retail and consumer market decisions is now effectively over. Forever.

Very Good Is No Longer Good Enough

We could have an interesting philosophical debate about whether it’s desirable that so many of us have become weapons of mass consumption. We can make a good case for the many perils of an always connected, constantly distracted, FOMO-driven, social-media-obsessed culture. Real societal questions can be raised about the power and wealth that have shifted to an elite few in this age of digital disruption. But there is no denying that the diminishment of key elements of scarcity has changed just about everything that was once important in most businesses.

Not too long ago, plenty of brands could get away with good enough. Their focus was on scale, serving the peak of the bell curve, providing average products for average people. Yet when customers have vast information at their fingertips, access to just about anything they want, whenever they want, from wherever they want, why should they settle for average, merely acceptable, unremarkable, mediocre, or boring?

Not only shouldn’t they. They’re not.

The simple fact is that it’s never been easier to start a business that can pick off profitable subsegments of an incumbent megabrand’s customers and to use the power of the internet to reach them wherever they happen to be. In many cases, most consumers in the developed world have fairly easy access to a full range of decent alternatives for whatever it is you are trying to sell them. And there is probably someone somewhere who can deliver it faster, cheaper, or both.

To be merely very good is often to be ignored in a world of abundant choice and ready substitutes. And to be ignored is to begin the journey to irrelevancy.

In Search of Scarcity

Our mission—should we choose to accept it—is to create and build new sources of scarcity that can be proprietary to our brand. These days building scarcity around information, access, choice, and connection is hard, if not impossible. Scarcity in items that are cheap and convenient can usually only be maintained for a short time. For some brands, scarcity is created and protected by highly defensible patents or natural mono-polies—but for most retail companies this is rarely an option.

Instead, this new scarcity must be built around commanding attention and engagement in new, interesting, and fundamentally memorable ways, creating incomparable experiences, and earning customers’ trust by creating safety, being transparent, knowing them better than the competition, and delivering on our brand promise over and over again.

Mostly, we need to create a brand story that moves them, that customers become enrolled in, and that they feel compelled to share, to spread, to—quite literally—remark upon.


CHAPTER 3

Apocalypse? Not Exactly.

“Reports of my death have been greatly exaggerated.”

—MARK TWAIN

From news headlines over the past few years, you might assume that sales in brick-and-mortar stores have been falling off a cliff. You’d be wrong.

Clearly, with widespread shutdowns across the globe during much of 2020—and lingering safety concerns as the world hoped for an effective and widely available COVID-19 vaccine—some sectors of physical retail seemed pretty apocalyptic. And yes, e-commerce has been growing at a faster rate than physical retail for many years, with a dramatic increase during the heart of the COVID-19 crisis. Yet prior to the pandemic, revenues in physical stores in many major markets had been experiencing consecutive years of positive dollar growth. In 2019, for example, despite significant stores closings and several high-profile bankruptcies, the US tallied its tenth straight year of positive growth.5

Another mistaken belief is that online shopping is becoming the dominant way people buy. In fact, even with the dramatic shift of the past few years, again exacerbated by the pandemic, e-commerce’s share of total retail sales still represents only about 20 percent of the total North American market.6

Physical Retail: Not Dead, Just Different

The constant media references to a “retail apocalypse” lack both accuracy and nuance. We’re all better served by avoiding painting the industry with too broad a brush or spinning false narratives.

Yet it is true that far more stores closed in the US (and in many international markets) during 2020 than during the financial crisis. Moreover, dozens of once-prominent retail brands, such as Sur La Table and J.Crew, have filed for bankruptcy in the last few years, with quite a few deciding to dissolve, closing their doors forever. Others that have re-emerged are most likely only postponing the inevitable, which is one of the reasons I have been referring to Sears’s prolonged descent as “the world’s slowest liquidation sale” for quite some time.

Years of overbuilding, the failure of many traditional retailers to innovate, shifting customer preferences, and market-share grabs from transformative new models that aren’t held to a traditional profit standard are creating fundamentally new dynamics. Physical retail is not going away, but digital disruption—and the accelerated reckoning brought about by the coronavirus—is transforming most sectors of retail profoundly.

Nevertheless, apparently quite a few well-known retailers failed to get the retail apocalypse memo. Brick-and-mortar dominant brands like TJX, Lululemon, BJ’s Wholesale Club, Dollar General, Lidl, and many others are all profitable and continue to open physical stores. Collectively, they’ve announced plans to open many hundreds of stores per year. A little outfit from Seattle is also making a multibillion-dollar bet that brick-and-mortar is here to stay with their acquisition of Whole Foods and expansion of their cashierless Amazon Go format, along with Amazon Books, Amazon 4-star stores, and just recently, a new big play in traditional grocery. Amazon’s annual sales through physical stores are already some $17 billion, which is greater than those of Nordstrom, Bed Bath & Beyond, JCPenney, and many other household retail names.

Isn’t It Ironic?

Not only isn’t physical retail dead, dozens of DNVBs—think Bonobos, Warby Parker, or UNTUCKit—that once believed they could become large, profitable brands as “pure-play” (online-only) e-commerce companies have been opening dozens of stores. Many are also forging partnerships with legacy retailers for physical store distribution (such as Quip at Target and Allbirds at Nordstrom). In fact, some of these brands are now reportedly generating more incremental profits from their physical stores than through their e-commerce operations, though the digital shift that occurred during 2020 has tilted this equation for the time being.

As less mature digitally native brands have thus far tended to cherry-pick their initial locations, often launching with high-profile (i.e., expensive) locations in the ground zero of cool retail brands such as Soho or the Meatpacking District in New York City—or equivalent hipper-than-thou neighborhoods in other top-tier cities—their ability to scale profitably remains to be seen. But what has become clear is that the long-term success (or failure) of many of the bigger DNVBs may well be determined by their physical store expansion strategies.

As it turns out, many customers still like to touch, try on, and inspect products before handing over their money, contactless or otherwise. They like a knowledgeable salesperson to help them, or they enjoy shopping as a social event. From an economic perspective, these brands that wish to expand and actively cultivate new clients are finding that customer acquisition costs are often far lower in a store than having to pay the digital tollbooth operators (Google, Facebook, Instagram). Moreover, e-commerce product return rates, which are often as high as 40 percent in apparel, usually run under 10 percent for in-store purchases. The bottom line is that, for most retailers—legacy or disruptive—a physical store strategy is, and will remain, an essential part of creating a remarkable, sustainable business, even if the coronavirus pandemic derailed or delayed their short-term plans.

Under Demolished

In the US (and a few other markets), cheap debt and false optimism led to decades of overbuilding of retail space. Since 1975, retail square footage in the US has expanded at four times the rate of population growth.7 America now has over twenty-three square feet of shopping space per capita. Canada has about 16.4, while the UK, France, and Spain each have less than five. The number of malls in the US grew from 306 in 1970 to 1,220 in 2016, a fourfold increase during a time when the population grew only 1.6 times. Even if e-commerce didn’t exist, commercial real estate has long been overdue for a major correction. The seismic shifts of the last several years, and the COVID-19 crisis in particular, are merely accelerating it.

Such an abundance of retail space has exacerbated the troubles of those brands that are poorly differentiated—what I often refer to as the boring middle. Moreover, so much of retail has been highly promotional and discount-oriented for many years. But with lingering consumer reluctance to shop in physical stores, and more competition fighting for contracted business, price competition is exacerbated, in turn pushing margins down. Retailers that failed to navigate these changes, particularly those stuck in the middle, have been forced to close stores in droves. But some semblance of equilibrium will be reached sooner rather than later.

It’s the End of the Mall as We Know It . . . And I Feel Fine

For those promulgating the “retail apocalypse” narrative, another key component of their Chicken Little logic is that malls are dying. Moreover, much of the blame is cast on the growth of e-commerce.

When the longer view is taken, a different story emerges. Regional malls—and their department store anchors—have been on the decline since the late 1990s, when Amazon’s annual sales barely eclipsed the revenue of just one of the nation’s top-producing malls. The first wave of disruption arrived with the national expansion of big-box category killers and discount mass merchandisers. The more recent wave of disruption has come mostly from the rise of off-price and dollar stores. While it’s convenient to blame Amazon and its brethren, the ascent of online shopping is only one piece of the puzzle.

At the time of this writing, the near-term revenue prospects for mall-based retail are highly uncertain. Prepandemic, many malls were actually doing quite well. The nation’s so-called “A” malls represent about 20 percent of locations but generate about 75 percent of total mall volume. With few exceptions, these 270 or so malls have strong productivity and relatively low vacancy rates. Dallas’s NorthPark Center, for example, is said to gross $1 billion in annual revenues and is anchored by what are reported to be among Neiman Marcus’s, Dillard’s, and Nordstrom’s top-performing stores. Hot brands like Peloton, Eataly, Tesla, and Outdoor Voices all have locations. Relatively few of these top-tier malls are being affected by the closing of anchor tenants. And specialty store vacancies are typically snapped up quickly, often by fast growing DNVBs.

While the closing of department stores is hitting “B” and “C” malls disproportionately hard, it’s not all bad news for mall owners, even if the recovery from the pandemic is protracted. Many department store anchors have been chronic underperformers for years. As long as these albatross tenants continue operating, the mall operator receives paltry rents from big chunks of their leasable space, while generating little incremental traffic. In reality, the loss of some poorly performing retailers is often creating new, more profitable opportunities. One scenario is a transformation of tenant mix, characterized by a shift to more entertainment options, restaurants, and/or professional offices. Sometimes, nontraditional retail tenants (think Dick’s Sporting Goods or Target) become anchors. But it is abundantly clear than most malls will need to generate sources of footfall that are far less dependent on traditional leasees.

This is not to say that many malls won’t die a painful death, never to return from the ashes. But the apocalyptic vision some forecasters paint should be parsed a bit more finely. Assuming a substantial retail recovery from the pandemic by the end of 2021, most high-end malls will likely continue to perform well over the longer term with an approach that does not stray terribly far from the familiar. Many others will evolve to be quite different but will remain far from hurting, much less dead. Others, perhaps the largest percentage by number rather than sales, will be radically repurposed—often through either a partial or complete demolition of the center—to a more lucrative multiuse development, which will likely contain some retail but will be principally anchored by professional services, apartment, and restaurant tenants. Regardless, many shopping centers suffer from the same challenges in becoming more remarkable that their previous, current, and prospective tenants face.

The Stores Strike Back

A few years ago, legacy retailers like Walmart and Best Buy were often seen as laggards, soon to be made progressively more irrelevant by Amazon and others. In fact, some analysts and “futurists” saw e-commerce reaching a 30 percent share of total retail by 20258—a prediction that remains a stretch even with the acceleration caused by the coronavirus. This has led many to question why anyone would invest in physical stores. Yet a funny thing happened. Not only were many sizable retailers—including brands as diverse as Sephora and Tractor Supply Company—continuing to open new stores, but a handful of savvy legacy retailers started using two really important strategies. These pivots have allowed a number of major players to mitigate the impact of and actively participate in the growth of digitally enabled commerce—which better positions them for the future, and as it turned out, served them incredibly well during the heart of the pandemic.

The first pivot was correcting mistakes made, in some cases, more than a decade earlier. One of the most important facts lost in everyone’s hyper-focus on the growth of online shopping is that, according to Forrester, digital channels influence roughly three times as many physical store sales as e-commerce transactions.9 Unfortunately, many traditional retailers invested in e-commerce as a completely distinct sales channel and managed it (as some still do) as a separate strategic business unit. Not only did this wildly miss the reality of customer behavior, it caused brands to systemically make the wrong decisions about where and how to allocate their investment dollars. It also made them woefully unprepared for the COVID economy.

Once these brands started to realize that digital was not only an online transaction channel but also a way to guide customers into their physical stores (or to curbside pickup) and to more quickly fulfill online orders, they started to rethink what digital commerce (and digitally enabling the customer experience) really meant. Rather than fear digital, they started to harness its power. In practice this required greatly increasing their e-commerce capabilities to neutralize some of Amazon’s advantages. But it also meant understanding the critical role of digital in driving customers to physical stores and helping convert them once they got there. The more recent resurgence of both Walmart and Target—going into and during the pandemic—are prime examples of retailers that embraced this path.

The second shift allowing brands to regain their footing is how they view their brick-and-mortar operations. A brand that fundamentally regards its stores as liabilities seeks to optimize them for efficiency. That often begins a cycle of cost cutting and store closings. Conversely, if a brand sees its stores as assets, it must still work on improving its e-commerce and digital enablement capabilities. But more importantly, it leans into making its stores more relevant by leveraging the many benefits of stores that online-only retailers can’t match: providing immediate gratification; being able to touch, feel, and try on products; allowing for free and safe product pickup; obtaining sales help from a real live person; and so on.

Physical store spaces absolutely must transform for a digital age, more broadly, and for the COVID economy, more particularly. For some, the necessary changes will be quite radical. But the idea that all—or even most of—physical retail is doomed is clearly wrong.

What We Get Wrong About E-commerce

The rise of the “physical retail is dead” narrative stems partly from a misunderstanding of how e-commerce evolved and the often intertwined role of physical stores. E-commerce has gone through multiple overlapping waves of evolution, and what drove the early days of online shopping is a far cry from what we see today.

Wave 1: A Better Catalog. The first wave of e-commerce was essentially a modern, digitized version of mail-order catalogs. Instead of mailing (or faxing) in an order, customers placed their orders directly. Marketers could supplement or replace direct mail with email, allowing for lower costs and better response measurement. The fulfillment model was largely the same: products were picked, packed, and shipped through the mail, just as they had been for decades by Sears and JCPenney, and younger brands like Williams-Sonoma and J.Crew. As the promise of e-commerce became obvious, the fundamental mail-order model of many legacy brands moved online as well. At the same time, totally new companies emerged, Amazon being the most notable. For the most part, Amazon’s initial play was to bring a classic direct-to-consumer (DTC) strategy to the book, music, and entertainment business: marketing their offering to a targeted set of prospects and shipping them parcels.

Wave 2: Digital Distribution. The next wave brought new entrants and saw Amazon augment its offering with products that could be downloaded rather than shipped. The ability to digitally deliver a product was profound. Not only could consumers receive their order instantaneously, but retailers, for all intents and purposes, had no distribution and inventory-carrying costs. With this innovation, the “long tail” of distribution was born, and the pricing pressure that online-only companies put on legacy retailers grew.

What’s notable about the first two waves of DTC is that companies largely focused on commodity-like products whose value could be understood sight unseen or—in the case of many established players like Lands’ End and L.L.Bean—stemmed from selling unique, proprietary products with liberal return policies.

Wave 3: Product and Distribution Diversification. More than a decade ago, what we call e-commerce began to shift, at first almost imperceptibly. Amazon began expanding to ever more categories, with their product mix becoming less commodity oriented. New companies were founded, sometimes going after categories that weren’t such obviously great online businesses (Zappos, Warby Parker). Other start-ups took a decidedly more upscale or niche market route, as nearly every conceivable iteration of digitally native business model received funding. Most of the well-known brands born decades earlier as catalogs (West Elm, REI, et al.) accelerated the pace of their physical store openings. Many of the digitally native brands soon followed.

Wave 4: Home Delivery Wars. Local home delivery is not new, but until the last few years, it was mostly reserved for big ticket items like home appliances, furniture, and big-screen TVs, which employ a different logistics system than parcel delivery. For the most part, when we talked about e-commerce, we meant something ordered via computer and then shipped to a customer’s home or office through the mail. As Amazon (and others) pushed further into online ordering of groceries and everyday items—many of which were either fresh, frozen, or requiring refrigeration—a different “last-mile delivery” system needed to be utilized. Instead of the consumer getting their items from the postal service, UPS, or FedEx, local delivery drivers in a variety of vehicles needed to be employed. As Amazon found itself in greater competition with Walmart, Target, and grocery chains, a battle for faster (often same-day) and cheaper delivery began to escalate.

Wave 5: A Hybrid Model. As discussed throughout this book, the role of physical stores in facilitating online shopping (and vice versa) has been expanding for many years. Indeed, with few exceptions—Amazon being by far the most notable—much of online shopping occurs with retailers that have substantial brick-and-mortar positions. Since the outbreak of COVID-19, the role of physical stores has become much more important in driving and supporting what we typically call e-commerce. Most obviously, there is the online-to-offline dynamic, exemplified by transactions in which the e-commerce customer elects BOPIS or curbside pickup. And beyond that, more and more physical stores are replacing (or augmenting) the role played by the traditional e-commerce supply chain. Instead of order fulfillment being executed by a warehouse, an increasing percentage is being fulfilled from store stock.

What’s critical to grasp is that without a robust physical store presence, securing an e-commerce transaction might not be possible. The “pure” online shopping that characterized the early years of e-commerce—propelling Amazon to the leading ranks of global retailers and spawning the creation of hundreds of insurgent online-only brands—is still a major factor. But much of what is fueling the hyper-growth of what gets accounted for as “e-commerce” is, increasingly, actually a hybrid of physical and digital.

What Is E-commerce, Anyway?

Activity that we called “e-commerce” ten years ago is often very different from what we experience today. In fact, labeling a transaction as an “online” sale when the customer actually has to go to the store to collect their purchase—or a traditional brick-and-mortar location is used to fulfill it—seems anachronistic. And it certainly does not line up especially well with the retail apocalypse narrative. Without a store, the sale simply could not happen in the same way.

The hybrid nature of shopping is here to stay, and the role of the physical store will continue to adapt to that reality. Many stores will continue to be in service to their traditional roles of presenting and stocking merchandise for the customer to peruse and take home. Others will be part marketing center, idea inspiration stage, product showroom, and/or order fulfillment and returns outlet. To respond to this evolution, depending on a given retailer’s situation, their stores may be bigger or smaller, singular in purpose or serving many different functions. In any event, the dividing line between e-commerce and physical store sales is far less clear than it used to be.

The New DTC

As much fun as it is to make fun of retail DNVB founders who seem to think they either invented direct-to-consumer brands or were the first to discover their power, this isn’t close to being true. But two things are going on with this new DTC, and they are of growing importance to how all of retail is evolving.

The first is the radical growth of insurgent digitally native vertical brands across a wide spectrum of product categories: hims in men’s health, Beltology in belts, Tommy John in underwear, Cuyana in women’s apparel and accessories, and Greats in sneakers, just to name a few. While the vast majority remain tiny (and unprofitable) when compared to their long-established brethren, they are grabbing market share and causing some pricing and margin pressure. As alluded to earlier, most are moving from being digital pure-plays to opening their own stores and, in some cases, partnering for wholesale distribution. Their more agile business models—and general willingness to value growth over profits—continue to put pressure on legacy retailers.

The second trend, while not wholly new, is perhaps the most dramatic. Many manufacturer brands that were historically reliant on wholesale distribution for most of their sales are reimagining their strategies to lean into DTC. This is characterized by both a greater emphasis on selling their products online directly to consumers as well as a dialing up of sales through their own physical stores. Nike, Under Armour, and Levi’s are just a few of the large brands that are aggressively pursuing this approach. This will change the mix of products that are sold through multiline department and specialty stores, while creating a stronger hybrid presence for these well-known global brands. It also turns out that as part of this strategy, many of these brands will be opening more stores.


CHAPTER 4

The Collapse of the Middle

“Bring out your dead! Bring out your dead!”

—MONTY PYTHON AND THE HOLY GRAIL

The extent of disruption varies widely depending on the retail sectors in which you compete. Some pockets of retail are already dead (or dying). For example, you probably haven’t gone to a video rental store in quite some time. You likely have a lot fewer bookstores near you than ten years ago. Bankruptcies, store closings and relocations, new winners and losers, are par for the course in retail.

The question isn’t whether physical retail is dead, whether malls are going away, or whether e-commerce is eating the world. Instead, ask yourself: how do these changes affect you, your organization, and your brand—and, most importantly, what are you going to do about it?

Instead of an apocalypse, some major consulting firms, various pundits, and many industry associations suggested, prior to the pandemic, that we were in the midst of a retail renaissance of sorts. Dozens of disruptive new concepts have been created, exciting technology is being applied across a spectrum of categories, and even some old dogs are learning new tricks. This rings true in many instances—though to the extent this renaissance was gaining traction, the pandemic put at least a temporary hold on widespread impact.

Retail’s Great Bifurcation

As we take a closer look, however, we start to see what I first explored in a 2011 blog post as the “death of the middle.”10 Then, a couple of years later, I began referring to this phenomenon as “retail’s great bifurcation”11—a title later borrowed for an excellent Deloitte study, which I will discuss below.


Figure 4.1 Net Store Openings, 2015–2017

[image: ]


Source: Deloitte12



What we see, on the one hand, is that many retailers that are strongly focused on the value end of the spectrum—i.e., great prices, extensive merchandise assortments, and a highly convenient and efficient buying experience—are growing both sales and number of stores. At the other end of the spectrum, many brands that focus on offering unique products, more personalized service, and a more upscale and distinctive shopping experience are also gaining share and continuing to open more locations. As the chart above illustrates, the problems in physical retail (and in troubled brands more broadly) are highly concentrated among those retailers trapped in what I call the boring, undifferentiated middle, or what Deloitte labels, somewhat charitably, “Balanced.” More recent research suggests just twenty retailers accounted for about 75 percent of 2019 closures.13 Many of the casualties of the pandemic fit this pattern as well.

The notion that physical retail is dead for the brands that consistently meet real customer needs through a compelling value offering—and execute well against it—is simply not the case. Ditto for many brands at the other end of the spectrum that deliver a more upscale and experiential experience for the right target consumers.

The differences between retail’s winners and the losers are, however, clearly diverging, a fact made even more apparent by the COVID-19 crisis. The market continues to bifurcate, and the collapse of the boring, mediocre, undifferentiated middle is accelerating.

Demographics Are (Often) Destiny

To get a better understanding of what’s driving change, it’s typically useful to unpack customer trends. Unfortunately, retail marketers often tend to rely too heavily on demographics to inform their strategies. Sweeping statements like “Millennials don’t like to own things” may have a ring of truth, but common sense tells you that Millennials are hardly all alike. Applying these general principles to marketing strategies can often cause a retailer to widely miss the mark.

Yet when we look at the ongoing collapse of the middle, certain demographic factors are important drivers, at least in the United States. In their 2018 study “The Great Retail Bifurcation,” Deloitte examined several root causes affecting the overall health of retail and other consumer sector outcomes. Big-picture indicators like GDP growth and stock market performance, along with broad consumer behaviors, point to a generally healthy outlook. Many retail categories are performing quite strongly, both off- and online.

The study features a deeper dive into shopping behavior based on examining consumers’ economic well-being. This look takes into account factors like total annual income, net worth, and discretionary cash. This more detailed and nuanced view paints a rather different picture—and one that helps explain the ongoing collapse of the middle. What Deloitte found was that high-income households have captured a disproportionate share of income growth in recent years. Indeed, the rich are getting richer, as the top 20 percent captured over 100 percent of income growth between 2007 and 2015.

How did they have over 100 percent income growth? You guessed it: everyone else had negative growth—that is, they lost ground. More recent data generally confirms that this trend continues.

For most Americans, however, the outcomes are quite different. They are downright depressing. For 80 percent of households, income growth has either declined or remained stagnant, while costs of non-discretionary expenses like health care, education, and other household essentials continue to increase, often markedly. For those with the lowest incomes in the study, nondiscretionary expenses now exceed disposable income. Making matters worse, most lower-income households do not own stocks and often do not own their homes. As a result, they have not benefited from the robust growth of the economy and the spike in asset values over recent years. For the majority, Deloitte called it “an abysmal decade.”

The implications for retail are significant. As both discretionary income and overall wealth have risen sharply for the affluent class, many are spending their gains on both products and services, often trading up to ever more expensive items. At the other end, for the 80 percent who are getting squeezed harshly, total spending power has declined. As a result, their sensitivity to prices and stretching their dollars even further has greatly increased.

It’s easy to see how these diverging trends have directly affected the winners and losers in retail. Constrained spending power and price sensitivity among the lower 80 percent is driving spending strongly toward stores that offer more value. Many consumers that once preferred more expensive options are now, for all intents and purposes, forced to trade down to less expensive ones. This is a major contributor to the outsized growth being experienced by off-price retailers, warehouse clubs, discount mass merchants, or value-oriented grocers like Aldi and Lidl.

Conversely, affluent consumers are driving growth and profits in the premium echelon of stores, some of which is clearly being taken from more moderately priced retailers. The growth of specialty beauty players, like Ulta and Sephora, is a prime example, as is the continued strength in the luxury sector. This trading-up phenomenon contributes to the troubles among the boring, undifferentiated middle.

The chart below illustrates how revenue growth has been strong among retailers at either end of the spectrum, and yet has failed to keep pace with inflation among those in the middle.


Figure 4.2 Revenue Growth of Different Types of Retailers, 2015–2017
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As touched on earlier, the bifurcation in business model success, individual retailer performance, and the spending capacity of different economic groups has been amplified by the pandemic. The collapse of the middle, already quite far along by the end of 2019, has been vastly accelerated.

The Fault in Our Stores

Long-term trends—demographic, technological, and otherwise—have clearly exacerbated the issues for those retailers that find themselves stuck in the middle. But we shouldn’t lose sight of the fact that many troubled retailers are suffering from wounds that were largely self-inflicted over a period of many, many years.

Far too much of retail is still filled with tired old ideas and an abject failure to pursue innovation. Many of the retailers filing for bankruptcy or closing large numbers of stores have barely changed in over a decade. The same old mistakes, particularly an overreliance on deep discounting, are repeated over and over again. Tour most regional malls or drive through a typical suburban shopping area, and you’ll find many familiar retail faces and a veritable epidemic of boring, a maelstrom of mediocre.

During my career—and particularly during the past few years as a keynote speaker and consultant—I have traveled around the world and been exposed to a wide variety of different markets and retail concepts. One finding that is consistent, whether I am in New York, Los Angeles, Beijing, Sydney, Tokyo, Mumbai, or Dubai, is that an awful lot of retail looks and feels pretty similar. Virtually identical storefronts and websites. Look-alike promotional signs. One-size-fits-all marketing campaigns. Merchandise presented in an uninspiring way on a sea of racks and tables. Lackluster customer service, if there is any service to speak of at all. And as for product offerings, they’re often all the familiar name brands with wide distribution, plus quite a few obvious knockoffs.

Department stores in particular have been swimming in a sea of sameness for decades. Now they are drowning.

The retailers that are struggling typically have both strategic and executional issues. From a business design standpoint, they often sit in the middle of the price spectrum, offering neither great product value and convenience nor anything unique from a product, experience, or service standpoint. They sell fairly average “safe” products to the great masses of the population. A little bit of everything for everybody, nothing that special—or remarkable—for anybody.

Even worse, they are often deeply invested in real estate that may have been the right decision ten or twenty years ago, but today their portfolio is typically littered with many poorly performing locations. These stores are usually too big for the digital age, and their design and layouts are anything but contemporary and attractive. The tired, outdated visual design of the average Macy’s or Dillard’s stands in stark contrast to the looks of fashion brands like H&M, Zara, or Supreme, or newer beauty brands like Bluemercury or Glossier. The amount of money that needs to be invested to update and reposition a weak brand’s physical assets is more than a little bit daunting.

Making matters worse, basic execution—housekeeping, staffing, merchandise presentation, keeping inventory in stock, and so on—is also lacking at many challenged retailers. Devoid of anything remarkable, their sales productivity and profitability are poor. Rather than trying to innovate, the most common reaction to dealing with lagging store performance is to engage in a series of cost-cutting moves—which tend to make an already untenable situation go from bad to awful.

Retail’s Museums of Disappointment

Not too long ago I visited a once-vibrant regional mall in an affluent suburb of a major Texas city. While the center features an up-to-date Nordstrom and a handful of compelling specialty stores, it also boasts an uninspiring Dillard’s, one of the most poorly merchandised and maintained JCPenney stores I’ve ever seen, and a now-empty Sears store. Among the specialty stores are dozens of tired old concepts and an old-time food court featuring the usual suspects. The overall experience was incredibly depressing. The good news is it’s really easy to get a parking space, and if you want a free sample of teriyaki chicken you will not leave disappointed.

Sadly, this scene is repeated over and over, in city after city, country after country. Shopping centers, anchor tenants, and specialty stores that once served as shining examples of all that was good in retail now sit largely empty or rundown, relics of a glorious past. Many small-town Main Streets look very much the same.

Demographic forces are beyond the control of any given retailer, regardless of size. No megacorporation or mom-and-pop is responsible for stagnant wage growth or the policies that distort income and wealth inequality. Nor can most retail organizations possibly anticipate or respond to every technological advancement. Not every retailer is in a position to make wholesale changes or totally reinvent their business. But plenty of brands, big and small, have evolved considerably—and plenty still can. What’s required is an unwavering commitment to change, a willingness to take risks, and a robust plan to guide the journey.

The Increasingly Useless Middleman

Traditional retail, at its core, relies largely on being a middleman. The typical multibrand retailer sits between the manufacturing community and its target consumers, performing potentially valuable intermediary tasks like selecting the right products for the markets it serves, carrying local inventory, owning and creating attractive environments to sell the product, and so on. Alas, it’s precisely this other part of the middle that is now being squeezed.

The majority of iconic retailers in history achieved their success by building great stores, assembling a compelling mix of merchandise, presenting it in interesting ways, and providing service that meets or exceeds the customer’s expectations. A Saks Fifth Avenue or a Harrods, even if they carry a healthy percentage of their own private brands, still sells a wide assortment of other vendors’ stuff. But this aspect of their strategic advantage is increasingly being eroded.

Even before the significant growth of e-commerce, many manufacturers came to realize the value of selling directly to the consumer. Many did this because they wanted to control the distribution of excess merchandise and reach a more cash-strapped customer. Thus the era of factory outlet stores, and the malls that host them, was born. The first waves of these stores were not particularly glamorous, and most major outlet centers were located far from urban centers. Over time, outlet malls located themselves closer to (or within) major metropolitan areas and upscaled their designs, amenities, and tenant rosters. For some manufacturers, their own factory and outlet stores became major contributors to their overall corporate bottom lines.

Opportunities for their full-price business were pursued as well. Iconic luxury brand owners have long had flagship stores on the great boulevards of Paris, Shanghai, and New York. But in a bid to grow and showcase their brands even more powerfully, these (mostly higher-end) brands have accelerated the opening of their own stores around the world. Today, brands like Louis Vuitton and Gucci each have more than five hundred stores globally, with more on the way. These same companies, along with quite a few others that once shunned e-commerce, are now (at long last) investing heavily in all things digital. Less elite brands, from Michael Kors to The North Face, have all dramatically expanded their “owned” stores and online shopping presence while still maintaining some or all of their traditional wholesale business.

Manufacturers and owners of well-known brands have seized the reins of control in other ways as well. The power of the internet, married with shifting consumer preferences, now allows these vendors to have a direct one-to-one relationship with the end consumer. This shift is dramatic on many levels. First, manufacturer brands can now glean greater and greater consumer insights without having to rely solely on expensive primary research studies or hoping their retail distribution partners will share their data. Second, this allows these companies to become direct marketers in ways they never could before. They can now build sizable customer databases through in-store clienteling and online direct-to-customer sales. For the most part, until fairly recently, a manufacturer’s ultimate consumer was largely anonymous and its wholesale retail partners owned the relationship. Now these brands can reach consumers directly—and generally cost-effectively—bypassing the once all-powerful intermediaries.

The underlying business model and economic shifts are seismic as well. Brick-and-mortar retail is, for the most part, a fixed-cost business. Retailers are saddled with lease, inventory, and a number of other operating-related costs that change very little or not at all once a store is open, irrespective of actual volume. As many traditional retailers struggle in the face of competition from online-only players, more powerful national and local competition, as well as their own suppliers, a small loss in volume can have strongly negative impacts on store economics. This is a key factor in the decision to close so many stores. As manufacturer brands lose volume with their traditional wholesale partners, they are pushed to make up for it through other channels. This, along with the potentially superior economics of going direct to consumer (either via e-commerce or through their own stores), is pushing more and more brands to open and invest behind their own direct sales channels.

Nike is a great example of a company that has doubled down on going direct to consumer. Starting (in public at least) in 2017, and under the umbrella of what has been dubbed the “consumer direct offense,” Nike began greatly bolstering digital spending, upping its product innovation, localization, and personalization efforts, pruning wholesale partners (in 2020 the company pulled distribution from nine major retailers, including Belk, Dillard’s, Fred Meyer, and Zappos), and expanding new retail concepts like the House of Innovation and Nike Rise, all in a bid to reach $16 billion in sales by fiscal 2020 and a 30 percent digital balance of sale by 2023. So far results have been very strong, with year-over-year direct-to-consumer growth in the low teens since inception and an e-commerce business that was on fire even before the pandemic boosted it to the next level.

Traditional wholesale will not go away completely, but it will remain highly challenged. The pressure for the middlemen to demonstrate more value is becoming ever more intense. Here, too, good enough no longer is.

Dead Brands Walking

Before much longer the middle may be hollowed out completely. Until then retail’s great bifurcation is likely to continue unabated. Too much real estate is still chasing too few dollars. Many overleveraged, under-capitalized retailers still offer weak value propositions, many have gone through bankruptcy, and others may soon face a real reckoning. The macroeconomic pressures driving trading-down behavior won’t end anytime soon, while the rich continue to get richer. The disruptive forces that are pushing down prices and, particularly in cases like next-day and same-day delivery, driving up the cost of business will squeeze margins to the point of no return for many poorly positioned retailers. The power the consumer holds will not allow many just-good-enough retailers to sustain market share, much less ever achieve adequate financial returns.

It’s a good time to be a bankruptcy lawyer or liquidation firm because, unfortunately, more brands will go over the precipice. We see this slow death playing out every day. These troubled brands continue to run their one-size-fits-all ad campaigns and their “Super Saturday” sales. Their promotional signs call out longingly in hues of chartreuse and yellow. They stack merchandise high and hope to watch it fly. Their email campaigns consist mostly of batch, blast, and hope. They apparently continue to cling to the hope that a slightly better version of mediocre will turn out to be a winning strategy.

These brands act like they are still in business. They think that some customers will actually miss them when they’re gone.

I see dead brands. And they don’t even know they’re dead.


CHAPTER 5

The Amazon Effect

“Your margin is my opportunity.”

—JEFF BEZOS

Because of Amazon’s size, growth, and disruptive impact, folks tend to get a few facts wrong about the company. First, Amazon is not the world’s biggest retailer—at least not yet. That position is still held by Walmart. Second, while Amazon’s online sales dwarf other competitors, it still has only about a 6 percent share of total US retail.15 Amazon’s market share internationally is much smaller in most markets. In many cases, it is growing rather quickly, yet it has formidable rivals such as China’s Alibaba and JD.com, India’s Flipkart, and Argentina’s Mercado Libre.

The second thing most people get wrong about Amazon is they think of it as a traditional retailer. Amazon is actually in many different businesses, in different stages of growth, maturity, and profitability. Roughly half of Amazon’s revenues are from “first-party commerce,” where it acts (and can be evaluated) more like a conventional merchant. But Amazon also provides “third-party service” to other retail brands through its Marketplace, with annual gross merchandise value (GMV) of over $200 billion. In this case, Amazon does not own inventory and is paid a service fee for fulfillment. Amazon also provides on-demand cloud-computing platforms to individuals, companies, and governments through its Amazon Web Services (AWS) division. Other nonretail operations—advertising and subscription services—are becoming material contributors to Amazon’s overall financial fortunes.


Figure 5.1 More Than Just an Online Retailer

Amazon’s net sales in the twelve months ended September 30, 2020, by segment
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* includes product sales and digital goods sold on a transactional basis

** includes commissions and related shipping and fulfillment fees as well as other third-party seller services

***includes sales of advertising services as well as sales related to other service offerings

Source: Amazon



The third thing folks misunderstand is Amazon’s profitability, often believing that the company makes little or no money in retail and that its growth is subsidized by the fantastically profitable AWS segment. This is both a holdover from earlier years, where it was largely true, and a misunderstanding of the role and dynamics of retail within the Amazon flywheel.

Jason Goldberg, Benedict Evans, and others have unpacked many of these misconceptions in some of their recent work.16 For our purposes, it is important to note a few things. First, it is true that AWS is enormously and disproportionately profitable—but it is far from the only profitable part of Amazon, as is commonly misreported.

Second, when thinking about the profitability of “retail” we must also understand the difference between “first-party e-commerce” and Marketplace fulfillment. Amazon’s reporting doesn’t make it easy to tease this out. But it has to be the case that profits and return on investment from Marketplace sales are significant. Orders fulfilled by Amazon’s merchant platform now represent about 60 percent of total GMV and have been growing faster than Amazon’s own e-commerce sales most recently. Since Amazon simply takes a fee and owns no inventory, this part of the Amazon flywheel is a veritable cash-printing machine.

Lastly, we can’t think about retail’s profitability without thinking about it all as a bundle. Prime subscriptions and Amazon’s large, rapidly growing and highly cash-generating advertising division are all part of the retail ecosystem. Disaggregating them and trying to compare them to conventional analogs makes no sense. It would be similar to only looking at Costco’s product sales without considering their membership revenues. Or evaluating each of Gillette’s shaving products as isolated items. Gillette sells razors to sell the razor blades. Amazon’s core retail business enables the increasingly more lucrative third-party sales and advertising platform.

Amazon’s profit performance during the height of the pandemic was stellar across the board. In addition to the shift to online selling that the entire industry experienced, the company is benefiting from leveraging its fixed costs and the disproportionate profit dynamics of AWS, advertising, and third-party sales. This all comes despite shipping and fulfillment costs that continue to grow faster than overall revenues and extraordinary expenses related to the COVID-19 outbreak.

Stop Blaming Amazon for All of Retail’s Woes

As stores close by the thousands, once-prosperous chains go bankrupt, and scores of malls are bulldozed or massively repurposed, it’s become common to lay the blame on the rise of e-commerce generally and on Amazon in particular. Given the rapid growth of online shopping and the fact that Amazon now controls an estimated 40 percent of the e-commerce market in the US, it’s easy to jump to that conclusion. Yet this argument has two huge problems.

First, as we have seen, some of the most disrupted sectors were in decline well before Amazon was a blip on the radar screen. The moderate department store segment is a case in point. Amazon and other online-only players have only begun to have a material impact on these companies in the last few years.

Second, absolutely nothing prevented any of these retailers that have lost share to online retailers from developing their own similar e-commerce capabilities. In fact, a brand with really great digital capabilities combined with kick-ass brick-and-mortar assets that are well integrated should have important advantages in competing with online-only players, as was made plain during the depths of the 2020 pandemic. This is one of the main arguments of this book.

By way of illustration, I worked in senior roles for two retailers that began making significant e-commerce investments in the late ’90s and, as a result, captured more than their fair share of the growth in online shopping. The first, Sears, lost its way for other reasons, but for many years the company’s appliance and home improvement businesses were clear leaders in what we now call “omnichannel.” The Neiman Marcus Group, while it was relatively slow to integrate its cross-channel offerings and focus enough on acquiring younger customers, did make growing online shopping a priority some two decades ago. For the most part, the leading luxury department store in North America, despite operating in a very mature category with escalating competition, has held its share of the market, while at the same time delivering solid operating profitability.

Many major national brands have yielded little or no share to Amazon and other pure-play competition. That’s not to mention the many local, regional, and specialty stores that have a laser-like focus on a particular customer segment, deliver superior customer service, and provide a unique product and/or service mix.

The real question for retailers is, do you let the shifts destroy you or do you turn them to your advantage?

Okay, Maybe Blame Them a Little

Still, there is no question that Amazon has wreaked havoc on many segments. It built its first phase of growth by targeting products that were easily understood online and that could be delivered digitally or relatively inexpensively by mail (books, music, games). The first wave, which was substantially complete more than ten years ago, decimated most of their direct brick-and-mortar competitors.

As Amazon expands into many more categories, including services, it grows ever closer to becoming the so-called everything store. While a few sizable categories, such as luxury fashion, are not well represented on Amazon, the company’s virtually endless aisles—through both its direct selling and its Marketplace—give it relative assortment dominance over just about any retailer on the planet. Perhaps for this reason, many people think Amazon’s market share is greater than it actually is.

But the fact that, according to one study, nearly two-thirds of all online product searches originate at Amazon17 underscores the broadly held consumer belief that Amazon will likely have the product they want, or at least will serve as a useful source for product and pricing information to aid in their shopping journey that may result in a transaction elsewhere.

In many instances Amazon is also a price leader. While it doesn’t always offer the lowest price, it has a strong reputation for good value, and its sophisticated algorithms, as well as its ability to frequently absorb below-average industry gross margins, give it a major competitive edge. Also, as a well-established brand, it has trust advantages over the smaller, unknown, or even potentially fraudulent merchants that may show up in searches for the lowest price.

Arguably, where Amazon has been the most disruptive is in redefining the notion of convenience. Much of this stems from ever-shorter product delivery times. For many years, a centerpiece of Amazon’s offering has been its Prime program, which has free two-day delivery as a core benefit. With more than 125 million Prime members in the United States alone, many shoppers have come to expect free and fast delivery as the de facto standard. And Amazon keeps raising the stakes, pushing to provide next-day delivery in many major markets, offering two-hour grocery delivery, and experimenting with other convenience-oriented options like placing Amazon pickup lockers in Whole Foods and Kohl’s stores.

The other aspect of Amazon’s fundamental redefinition of convenience is the shopping experience on the site itself. Supplementing its impressive assortment are powerful features like one-click ordering, subscription replenishment options, and a plethora of preference settings that make purchasing faster and easier.

Any retailers that go head-to-head with Amazon will likely find it very difficult to compete on these dimensions. And even where they can, it is virtually impossible to do so profitably. That creates a major dilemma for many of them. Failure to be at parity with Amazon means ceding market share. Trying to achieve parity means tanking earnings.

Understanding Buying vs. Shopping

As dominant as Amazon has become in many areas, it’s important to understand that it has, as noted retail strategist Liam Neeson might put it, “a very particular set of skills.” This is best shown by examining the difference between “buying” and “shopping.”

In this way of dissecting the retail world, “buying” is more task-driven or mission-focused. It’s mostly functional. The consumer already has a clear idea of what he or she wants and generally wants it quickly and at a decent price. Buying is more commodity-oriented and search typically plays a key role. Amazon—and e-commerce more broadly—does especially well here.

“Shopping,” on the other hand, is more nuanced and complex, typically involving more exploration and browsing. Generally speaking, browsing on Amazon can be a frustrating experience. When shopping, rather than looking for a specific item, the consumer may be seeking a more complete solution or inspiration and often requires some form of advice. Shopping also tends to be more emotional, with a greater emphasis on the full experience rather than merely checking an item off a to-do list. The role of physical stores is dramatically more important in shopping than buying, and as a consequence, Amazon and other sites that are dominantly or entirely e-commerce have a disproportionately lower share. When we talk about Amazon’s retail dominance (and in general much of the hyper-growth in online retail), we need to remember that the vast majority of it is occurring in buying, not shopping.

Amazon’s struggles in growing Whole Foods and trying to expand into luxury fashion help underscore this point. Amazon is good at selling everything, not good at selling any one thing. Moreover, they are much more of a logic brand than a story brand. They are all about efficiency, not necessarily effectiveness. Science, not art. Collection, not curation.

The De-Schlepping of Retail

Within “buying” lies an important subsector where Amazon is very strong. At a 2018 industry conference, former J.Crew CEO Mickey Drexler asked the crowd, “Why schlep paper towels . . . why schlep dog food . . . why schlep a lot of things?”18 When we know exactly what we want sight unseen—and especially when that item is big, bulky, or frequently purchased—having somebody else deliver it is so much easier. This is particularly true if one is already a Prime member and the price of getting it shipped is zero.

While Amazon is a big beneficiary of this phenomenon, newer brands, from Chewy.com (pet supplies) to Boxed to subscription razor services like Harry’s, Dollar Shave Club, and Billie are leaning into this opportunity. They either emphasize bulk delivery of products and bundles or seek to enroll customers in scheduled replenishment of frequently used products. They zoom in on a particular set of points in the buying process and eliminate the friction. Afraid of running out of essential items? No problem! Just subscribe to our service and that fear is gone. No room to lug large and unwieldy items in your car or on the bus? No worries! We’ll deliver it to your home or apartment.

Let’s Get Physical

I believe that Amazon’s ability to sustain hyper-growth over the long term will increasingly be driven by more aggressive investment in physical retail. E-commerce growth, while still very robust (and distorted by the pandemic), will begin to slow, and Amazon’s stock price is strongly influenced by its growth story. Some leveling-off in Amazon’s online growth is inevitable, stemming from the fact that the product categories that are maturing most rapidly are among Amazon’s most highly penetrated segments, such as books, consumer electronics, and more commodity-like household items.

As alluded to earlier, Amazon already has a substantial physical retail presence, largely by virtue of its 2017 Whole Foods acquisition. But it continues to experiment aggressively with various brick-and-mortar concepts, including Amazon Books, Amazon Go, and Amazon 4-star stores. Expansion into mainstream grocery—remember, Whole Foods addresses a very small part of the market—is likely to be the big driver here for the foreseeable future, as the first batch of Amazon Fresh supermarkets began opening late in 2020.

Amazon has also been experimenting with and expanding various “click-and-collect” operations. At the end of 2020 it had more than 2,800 Amazon Lockers across nine hundred US cities. Many Whole Foods stores now have prominent Amazon pickup and return areas. And most significant (so far) is its partnership with Kohl’s, where all roughly 1,150 stores now accept Amazon returns, even if the customer no longer has the shipping box.

These initiatives are addressing important friction points in buying from an online retailer. They also serve to partially counteract an advantage that major competitors, like Walmart and Target, have with those consumers who lack a good way to receive packages at their home or workplace, or who find returning a product through the mail a major hassle or a costly alternative.

While such services meet some needs, they are unlikely by themselves to meaningfully help Amazon compete when it comes to growing significant sources of incremental revenue currently held by predominantly brick-and-mortar retailers. Physical store market share remains quite high in many substantial retail sectors, like home improvement, furniture, health care services, and groceries, largely owing to how critical various aspects of the in-store experience are for most of these purchases. Undoubtedly, both evolving consumer preferences and technological advances will continue to help digital chip away at even the greatest strongholds of brick-and-mortar shopping. But many of these gains will come slowly, and Amazon, particularly given its sheer size, will need to unlock major new growth streams to sustain its trajectory. It’s hard to imagine how it will do that over the long term without a much greater physical retail presence.

The Amazon Stranglehold?

Although Amazon clearly has some challenges in achieving greater profitability while sustaining hyper-growth, the naysayers must keep certain aspects of the future impact of the Amazon effect in mind:

• First stop Amazon: The fact that a large percentage of consumers engaged in online product discovery reflexively make their first stop Amazon gives it a huge strategic advantage.

• Massive customer insight: While Amazon is fundamentally a logistics or supply-chain company, it is a customer data company and a consumer insight machine as well. It’s hard to fathom the vast richness of the behavioral and transactional data the company possesses. Much of it is employed to power pervasive product recommendations and dynamic site personalization. Amazon’s future potential to glean and leverage greater insight is staggering when one considers its overall household penetration and the breadth of products and services it sells. This data can also be the foun-dation for launching new offerings in health care, consumer credit, insurance, and other related services.

• Private brand development: Private brands have been part of the retail playbook for years. A retailer’s exclusive offerings create a point of differentiation and help neutralize direct price-comparison shopping. At the same time, they offer consumers a strong value option and generally give the retailer better product margins. What sets Amazon apart here is twofold. First, no other retailer (except maybe Alibaba) has the quantity and quality of data to best determine the market positioning of new private-label products. Second, armed with that data, Amazon can strategically market its own products to exploit vulnerabilities among competing manufacturer brands they already carry. Amazon already has well over one hundred of its own brands and exclusive product lines and continues to roll out more. Some are commodity oriented, like AmazonBasics and Amazon Essentials. Others have no obvious tie to Amazon, such as its many fashion brands, like Lily & Parker, Lark & Ro, and Tresori. So far, most category shares are quite small, but the potential to step on the gas at any time is undeniable.

• Mostly free delivery: Once a consumer signs up for Amazon Prime and pays the annual fee, delivery is free, regardless of the amount of stuff one buys or the price of the item. This gives Amazon an important advantage over retailers that charge fees, have minimum orders for free delivery, or do not have the ability to absorb the added expense. It also helps prevent a shopping trip that might have otherwise driven traffic to a competitor. The launch of Walmart+ in late 2020 represents the first significant challenge to Amazon’s Prime supremacy, though it may well be that many consumers will opt to join both services.

• Last-mile delivery infrastructure: Amazon has built out incredible logistics capabilities. At first, its supply chain centered on the picking, packing, and shipping of items delivered via the existing postal service and package delivery companies—not unlike the mail-order catalog companies that have been around for ages. Over time it has gotten deeper and deeper into owning or directly managing other logistical aspects central to effective and efficient home delivery. The company already operates more than fifty of its own planes and a vast fleet of local delivery vans and has many thousands of independently contracted delivery drivers using their own vehicles. This ever-expanding infrastructure allows Amazon to expand the array of products it can sell, improve order fulfillment times, and build a competitive moat around its delivery operations.

• It’s coming from inside the house!: Amazon seems well on its way to selling more than 200 million Alexa-powered devices. Late in 2020, Amazon announced it had sold over 100 million Fire TV Stick devices globally. With their ownership of Ring (home security systems) and Amazon-branded services like Halo (health and wellness monitoring) and Luna (a gaming platform), among others in market and on the horizon, Amazon is worming its way into our lives and our homes in ways that have yet to be fully mined.

Any combination of these means that Amazon may put the squeeze on a given competitor or massively shake up a category it decides to double down on. Even the rumor that Amazon might be considering entering a category or focusing on one more intensely can send ripples through an industry, as we have seen multiple times, particularly in the supermarket arena.

No Sympathy for the Devil

For many retailers, Amazon has become the target when they want to decry the many factors they see as the company’s unfair advantages. Amazon’s ability to invest behind growth at the expense of margin is the envy of most. Few love the fact that despite being the second-biggest retailer on the planet, the company pays little or no US federal income tax. Working conditions at Amazon fulfillment centers have come under increasing scrutiny, particularly during the pandemic, when so many of its workers got sick.

“Where there is great power, there is great responsibility.”

—Winston Churchill

Many see the extensive packaging involved with e-commerce as unfriendly to the environment, and as the leading culprit, Amazon gets its fair share of the heat. The more recent amplified growth of e-commerce, combined with the growing use of third-party drop-shipping, is causing a huge increase in home parcel delivery that does not seem sustainable.

Moreover, many manufacturers selling directly through Amazon, along with those businesses leveraging the Amazon Marketplace, have a love-hate relationship with the company. Some have greatly expanded their reach by selling through Amazon. Others realize that they will be walking away from significant business if they fail to distribute through the company.

Amazon is one of several large tech companies that increasingly have a target on their back due to their actual or perceived market dominance. With the election of Joe Biden as the US president, it seems that more regulation, more taxation, and a possible breakup of the company are likely to get far more attention.

Ultimately, those products vendors that sell through Amazon, either directly or on the Marketplace, know that Amazon holds most of the cards and regularly flexes its muscles to remind them. While there are advantages to dancing with the devil you know, at the end of the day, it is still the devil.

Chasing the Great White Whale

Amazon is an undeniable force. A behemoth. A colossus. The flywheel effect it has put in place, and its ability to fund growth without being overly concerned with immediate-term profits, is a huge advantage that virtually guarantees it will continue to gobble up market share for the foreseeable future.

Amazon is powerful, but it is not invincible. During 2020, it had various struggles keeping up with demand, maintaining its target customer service levels, and keeping its workforce safe from the coronavirus. Its growth rates, while still impressive, were often slower than many other online competitors.

Nevertheless, it is not very likely that anyone reading this book will contribute to the company’s downfall. Nor are there many parts of Amazon’s core business where its vulnerabilities can be profitably exploited. But there are many aspects of retail where Amazon is not—and will not be—especially successful.

Amazon has incredible momentum, but it is not going to take over the vast majority of retail—at least not in anyone’s sensible planning horizon. In plenty of areas Amazon has a long way to go before it will ever gain meaningful market share.

Our job, therefore, is threefold. The first is to stop chasing Amazon like Ahab obsessively pursuing Moby Dick. You won’t catch it and even if you do, before long you will likely get crushed or eaten alive. The second is to separate the myths from the reality. The third is to focus your strategy on the areas where Amazon is not, and will not be, an unbeatable competitor anytime soon.

This is not to say that Amazon should not be a potential distribution partner. This doesn’t mean that many things that Amazon does well should not be studied and potentially made part of your organization’s capabilities. But it does mean accepting the fact that we are not going to beat Amazon at its own game.


CHAPTER 6

The Future Will Not Be Evenly Distributed

“The future is already here—it’s just not very evenly distributed.”

—WILLIAM GIBSON

The tendency to make sweeping statements about trends is commonplace. Unfortunately, this may not be helpful when you are looking for an edge. In an industry as large and complex as retail, the truth can rarely be found in generalities, nor are the required courses of action well captured in series of bromides.

It’s worth unpacking some common misconceptions, dispelling a few myths, and coming to realize the degree to which present circumstances, future outcomes, and necessary strategies depend largely on a given brand’s situation.

The “E-Commerce Is Only 15 Percent” Fallacy

Several trade groups, as well as many a CEO of a less-than-innovative retailer, have sought to calm the nerves of board members and investors alike by reminding them that, while e-commerce is indeed growing rapidly, it represents a relatively small percentage of total retail.

This attitude may sound soothing at first blush, but it can be incredibly misleading.

The range of online commerce share—which most groups peg at between 14 and 20 percent in the US—is an average for the entire retail industry. Depending upon the category a given retailer competes in, the numbers can be quite different, from about 4 percent for food and beverage and just over 5 percent for auto parts to 30 percent for furniture and home furnishings and over 60 percent for books, magazines, music, and videos.19 I doubt that the folks at Borders and Blockbuster who ended up shutting down those chains during the past decade took much solace in the fact that total e-commerce was garnering well under 5 percent overall share during the time most of their stores closed. Their future was determined by a disproportionate and narrowly focused wave of disruption that hit them early and with great force. The consumer’s ability to inexpensively and easily download digital content, along with Amazon’s and Netflix’s capabilities to efficiently meet those needs using a direct-to-consumer distribution network, crushed those that tried to defend a largely brick-and-mortar-only model. Conversely, until very recently the rapid growth of e-commerce had comparatively little impact on several big sectors, including off-price apparel, home improvement, and groceries. A slow and steady approach has largely suited most players just fine.

Moreover, transactional e-commerce (i.e., whether the sale is actually consummated on a website) is only part of the story; digital influence is another—and that varies widely by category as well.

Generally speaking, the more prone consumers are to invest time in researching a purchase, the higher the degree of digital influence, particularly for transactions that are ultimately made in a brick-and-mortar location. For big-ticket products like many consumer electronics, major appliances, and automobiles, well over 60 percent of consumers are likely to engage in a digital channel before purchasing in a physical one. Given the growing interplay between digital and physical channels, the focus on the percentage of transactions completed in a digital channel may not be an especially illuminating statistic in understanding a company’s total performance anyway.

Being blasé about the shift of a few percentage points in market share is also potentially dangerous. To say e-commerce is “only 15 percent” is essentially saying that even if a company were to lose 15 percent of its revenues, it would be no big deal. Depending on a given retailer’s underlying economic structure, losing even a few share points to e-commerce can be financially devastating. Imagine a retailer with high fixed costs, significant operating expenses, and relatively low product margins. Even a 5 percent loss of top-line revenue could easily result in it going from being marginally profitable to losing money. In general, there is a false equivalency in any suggestion that all market-share losses are created even remotely equally. For one, there is a big difference between a shift within a retailer versus market share that is lost to the competition. If e-commerce becomes 15 percent of a particular retail category but our company retains its fair share, that is a vastly different economic picture than losing all or most of it to competition.

But even if a brand does a good job maintaining (or even doing better than) its fair share, the marginal economics of the channels can be starkly different. In some cases, the shift of a sale from a retailer’s brick-and-mortar store to an online one can be accretive to earnings. Imagine a high-end luxury store where average unit prices are north of $500. The cost of fulfilling an online sale may well be lower than the cost of shipping and holding inventory in a physical location. Moreover, the same product sold in a store could result in close to 10 percent of profits going to sales commissions, which would (in most cases) not be incurred with an online sale.

In another example, for a much lower-cost item, the cost of picking, packing, and shipping an item from an online distribution center may gobble up any merchandise profit, particularly if the item is prone to being returned. Here, the devil is very much in the details.

Three Inconvenient Truths about E-Commerce

Most of what gets written about retail these days centers on the rapid growth and the disruptive impact of e-commerce. Most of the statistics that get thrown around are undeniable and often stunning. They give the impression that e-commerce will take over the world and that any brand that is not all in on a massive digital shift must have a bunch of Luddites at the helm.

Yet a few important facts often get lost in all the breathless pronouncements, not to mention the “unicorn” valuations of a growing number of seemingly sexy and highly disruptive brands.

The first is that a great deal of e-commerce remains unprofitable. While the publicly available data cannot provide a precise estimate, plenty of data points support this overall conclusion.

Walmart, which has the second-biggest general merchandise online retail business in North America, reportedly had been losing $1 billion per year in e-commerce.20 In addition, brands like Pier 1 Imports, H&M, IKEA, and many off-price leaders have stated that their historical reticence in building out their online business largely stems from the channel’s poor profit dynamics.

As online companies go public, their financials disclose that many of the fastest-growing, highly valued digitally native vertical brands are burning through cash, and many appear to have little or no chance of breaking even any time soon. As just one example, Wayfair, the online home furnishings pioneer, lost nearly $1 billion in 2019, more than seventeen years after its founding. Chewy, the online pet supplies company, is a similar story, with a long string of robust quarterly sales growth performances and operating losses. They are among many increasingly well-known brands—for example, Casper, The RealReal, Blue Apron, and apparently, all of Walmart’s acquisitions (most of which they’ve now sold off)—that continue to lose money.

The impact of the pandemic has been a mixed bag for the profit performance of these primarily online brands. While not publicly traded, some, like Away and Rent the Runway, were hit hard by major revenue drops given the types of products and services they offer. Others benefited from the reallocation of consumer spending, the fact that many of their direct competitors’ stores were closed, and the plummeting cost of digital advertising. Both Wayfair and Peloton finally managed their first-ever quarterly profits during the depths of the COVID-19 crisis.

The second inconvenient truth is that building a brand online beyond a certain scale is quite difficult and enormously expensive. That finding runs contrary to the original thinking that encouraged scores of venture capitalists to heavily invest in hundreds of pure-play e-commerce brands. At the beginning, if you have a solid idea, execute it reasonably well, and can get easily found by your particular category’s neophiliacs—those folks who are constantly on the lookout for the next new thing—you can often grow quickly with comparatively low customer acquisition costs. But at a critical point these brands cross the line from mostly having customers find them to having to go find customers themselves.

At this point two obstacles generally occur. First, the process of finding customers typically means coming into direct competition with the bigger, established competitors in the category. Since most marketing is now digital, this also means competing with these industry incumbents to get your brand in front of the best prospective customers in the best digital fishing ponds. It so happens that Facebook, Google, Instagram, and other operators of what I call the “marketing tollbooths” charge high prices for placing ads in front of the most valuable customers. Also, the bigger brands are often quite sophisticated about how much to bid for certain keywords and advertising targeted to the most valuable category prospects. Unless the disruptor brand has invented a totally new category, it will often have to provide an extra incentive— usually in the form of a strong discount—to steal customers away from established competition. All of this amounts to the virtual certainty that customer acquisition costs will grow, often dramatically, as a new brand scales beyond a niche position. To go back to the Wayfair example, in 2018 the company reported it was spending nearly $200 to acquire a new customer. At one point, Blue Apron was spending nearly $400. While these examples are extreme, I see online customer acquisition costs in excess of $100 all the time.

The second, often Herculean challenge to overcome is that over time the incremental customers that are acquired tend to have lower customer lifetime value (CLTV). CLTV is a critical concept to manage, particularly as digital marketing allows us to more precisely measure marketing return on investment. CLTV, simply stated, is the estimated potential cumulative discounted lifetime profits from a given customer. Customers that spend more per year, increase their spending over time, tend not to buy on discount, and are retained better have greater CLTV.

The tendency for customers acquired later in a brand’s lifecycle to be less valuable is not unique to DNVBs. As has become widely accepted in marketing, the best customers tend to find a brand early, spend more, and be more loyal. Moreover, loyal, long-term customers are typically less price sensitive. As a brand grows beyond its core customers, the average spending by newly acquired customers typically goes down, loyalty is usually less strong, and many of these customers need extra incentives to spur their purchases, all of which pushes down their CLTV.

The particular problem for newer brands growing mostly online has been the skyrocketing cost of paying the marketing tollbooth operators to help sustain robust sales growth. This can create a scenario where the marginal customer acquisition cost (CAC) is such that the net lifetime value of each added customer is negative. Said differently, the more they grow, the less valuable they become. Some of the DNVBs that flamed out in recent years (Gilt, One Kings Lane, et al.) and some that are struggling highlight how this disparity in value can be a bomb waiting to go off. However, the COVID-19 crisis did mitigate some of these challenges. Many brands saw their CAC decline materially as more customers “organically” made their way to their sites due to rivals’ stores being closed or the broader, albeit largely temporary, dramatic shift to online shopping due to safety concerns.

The third inconvenient truth is what I call the “omnichannel migration dilemma,” which I touched on earlier. While online sales are growing at approximately five times the rate of physical store sales—and were even more distorted during 2020—not all of that growth is captured by Amazon and new smaller disruptive brands. Many traditionally brick-and-mortar-dominant retailers have large e-commerce businesses. In fact, seven of the top ten online businesses in the US are the e-commerce divisions of so-called legacy retailers, like Best Buy, The Home Depot, and Target. Unsurprisingly, many well-established brands are experiencing a great deal of channel shift—that is, customers who used to be store-only shoppers are becoming online-only or multiple-channel customers. Not losing share to Amazon and other competitors is good, on one level, but this shift is not always as profitable.

For one thing, the necessary investments in building out transactional e-commerce, implementing superb digital marketing capabilities, and putting in place even the basics of cross-channel shopping and fulfillment can be extremely costly. While the COVID-19 crisis spurred a lot of online shopping trials, in categories like groceries, which involve expensive local home delivery, the marginal unit economics can be quite poor.

Investing millions of dollars to merely shift customers from one channel to another does not automatically add to earnings. Often, particularly for low-priced items, fulfilling an order in-store is more profitable than incurring the additional marginal costs of picking, packing, and delivering a product to a customer’s home or office. And that’s not counting the fact that online product returns frequently run over 30 percent, compared to single digits for physical retail.

Over the years many have been critical of the turtle-like pace of certain online retailers in putting their businesses online (Costco, for example, and most of the off-price chains). This criticism reached a fever pitch during the height of the pandemic. While many of these retailers failed to appreciate that a strong digital presence enhances brick-and-mortar performance, much of their hesitancy was rooted in the potential poor ROI of investing in e-commerce as its own channel. Given the competition today—and the hybridization of the shopping experience—retailers don’t really have a choice about being “omnichannel.” But going digital may well mean that a company’s overall economic performance could deteriorate unless other actions are taken to grow customer relevance and build a profitable overall merchandise mix.

This dilemma is especially challenging for small and even some medium-size retailers. On the one hand, failing to have adequate e-commerce and integrated retail capabilities can put smaller players at a competitive disadvantage. Customers will not lower their shopping expectations and requirements simply because a company is not one of the titans of the industry. While cloud-based, readily customizable shopping platforms like Shopify and BigCommerce have made it far easier and more affordable for the Davids of retail to take on the Goliaths, smaller operators may still lack the investment funds, talent, and scale to go head-to-head on many leading-edge digital capabilities.

The Death of Pure-Play

In early 2013 Marc Andreessen, the creator of Netscape and a partner of the top-echelon venture capital firm Andreessen Horowitz, predicted that physical retail would completely die and that in the not-too-distant future all commerce would be conducted by pure-play e-commerce companies. Andreesen succinctly stated, in a now oft-repeat refrain, “Software eats retail.”

Guided by this underlying investment thesis, many venture capitalists plowed gobs of cash into hundreds, if not thousands, of retail and related start-ups. The fundamental premise was that big valuable brands could be built without those irksome, often complicated to operate, asset-intensive dinosaurs we call stores.

Yet these fledgling businesses discovered that it’s extremely hard to build large online-only businesses and actually make any money. It also turns out that, in many instances, brick-and-mortar actually adds meaningful customer value to the overall shopping experience. By investing in physical stores these DNVBs might make their brands much bigger by reaching a broader market of potential customers, while in many cases lowering the cost of customer acquisition and reducing costly product returns and exchanges.

In 2010, I met with the founder and CEO of one of the most promising and well-funded DNVBs to get an overview of their growth strategy. He shared a recent investor pitch deck, which highlighted the company’s lofty aspirations and projected rapid growth. I asked him when he was going to open stores, since I didn’t see that information covered anywhere in the presentation. He looked at me with an apparent mixture of confusion and pity. Clearly, he thought I was a relic of the past. I didn’t get this brave new world. Earnestly he answered, “We’re never opening stores.”

I replied, “Well, that’s interesting. First of all, ‘never’ is a really long time. But more importantly, from my experience working with other direct-to-consumer apparel brands, I think you will eventually find that you aren’t maximizing your potential because some folks really want to see, touch, and feel and try on merchandise before they buy it. My guess is your product returns will also be a major profit drain and you will need stores to help reduce them. Plus, it is often actually cheaper to acquire certain customers with brick-and-mortar locations.” You’ll never guess who announced an aggressive store-opening strategy about a year later and now operates over sixty brick-and-mortar locations.

While online retail’s limitations have been obvious for quite some time, many of the greatest proponents of the e-commerce world-domination narrative had started softening their stance. But the COVID-19 crisis has resurrected some of the “physical retail is dead” nonsense.

In spite of those lofty earlier claims and the greatly distorted growth of e-commerce in 2020, the idea that pure-play e-commerce will be the dominant form of shopping in the foreseeable future still seems pretty silly for anyone who does the math. In fact, there are very few pure-play retail brands of any size left. Virtually every DNVB with sales greater than $25 million has announced or is already executing a multistore rollout, though the pandemic has generally tempered or delayed some of their plans. Before long, eBay, Etsy, and a handful of other mostly aggregation platforms will be just about the only technically pure-play e-commerce companies of any size.

Tellingly, in a September 2019 quote that may eventually triumph over Andreessen’s, Everlane’s CEO Michael Preysman—who also once said that his brand would never open stores—explained his pivot by telling CNBC’s Jim Cramer that the move was driven by a quest to be profitable. He then added, “What online-only company is really profitable? Basically, none of them. That’s this dirty little secret.”

The Warby Parker of Whatever

Over a decade ago, I attended a conference where the opening speaker was the late, great Tony Hseih, founder and former CEO of Zappos.com. As was typical for the time, he regaled the audience with tales of hyper-growth, amazing customer service, and an entrepreneurial culture that lived to deliver a wow experience. It was around the time Amazon plunked down over $1 billion to acquire the nascent shoe seller.

As I recall, the speaker who followed Hsieh deviated from his stated topic, starting out by telling us about his plans to open the best hotel in the world along New York City’s Central Park. The hotel would feature a dizzying array of restaurants, all helmed by celebrity chefs, and the largest hotel health club ever. Rooms would be the largest in the city, and all would have spectacular views of the park through floor-to-ceiling windows. Complimentary helicopter or limousine service would be available from all area airports. “But the best part,” he said, pausing for dramatic effect. “The best part is our prices will be 20 percent lower than the Four Seasons, the Mandarin Oriental, The Peninsula, or any other of the very top hotels in Manhattan.”

Having delivered his pitch, he asked, “So, how many of you would be interested in staying in this hotel?”

Most hands in the room shot up immediately.

“How many of you want to invest in this hotel?”

Not a single hand went up.

“That’s fascinating. Because I’m not sure that what I just described is fundamentally different than what you just heard about Zappos or any of these other brands offering out-of-this-world service and ridiculously low prices.”

So many brands have been launched in the past decade with the stated goal of being the Casper of adult incontinence, the Bonobos of work boots, the Uber for tenured professors, or some other silly but sexy-sounding premise. They follow a strategy that can be summed up as great value (i.e., low prices), amazing product (way more benefits and features than that crap you are buying now), and exceptional service (i.e., higher costs) meets the internet. And then, if we are lucky, a miracle (i.e., overvalued exit) happens. But, more and more as reality sets in—and with a few notable exceptions—valuations are reportedly starting to moderate for these upstart direct-to-consumer brands.

It’s hard to imagine a scenario where a traditional retailer could or would recommend a strategy whereby it lowered its prices, dramatically increased its marketing spending, and added expensive extra features and benefits to deliver “incomparable value” and “ninja-like” customer service, with the promise to the board of directors of “Sure, we will lose hundreds of millions of dollars for the next several years, but trust me, within a decade—fifteen years tops—this is going to be truly phenomenal.” For legacy retailers that seems nuts. For “disruptors” it’s a key feature.

Of course, these new brands play by a different set of rules and have options available to them that many industry incumbents, as a practical matter, just don’t. My point, however, is that many of the companies driving all this disruption will eventually turn out not to make any economic sense, because the segment they are going after is too small and/or the underlying profit margins will never work. But as long as recent MBA and college graduates continue to fetishize cashing in big on their particular start-up—and venture capitalists keep feeding the beast—we are likely to keep seeing the birth of the next Warby Parker of whatever.

Mosquito Brands

As much attention as many DNVBs get from investors, the business press, and what has become affectionately known as “DTC Twitter,” many are rather small businesses with little or no chance of garnering meaningful market share or what I often deem “escape velocity.”

I’ve had conversations with founders and investors that are super excited about how, after several years in business, their beauty brand hit a certain sales level—only to inform them that their annual revenue run rate is less than a few month’s sales at the cosmetics department in just one Neiman Marcus location.

Same story, different day, when it came to some research we did for a client. They were seeing increased competition from multiple insurgent brands that were largely copying their decades-old formula. While collectively these brands got lots of press attention—and had raised many millions of venture capital dollars—the data showed that they remained small, very unprofitable players. My client’s revenues were more than ten times all of them combined, while also driving strong margins.

We must be careful not to spend too much time worrying about or trying to swat away “mosquito brands”—those emerging competitors whose presence is highly annoying but whose bite will never kill us, no matter what they do. For every digitally native brand that has a chance to become an enduring powerhouse, there are many more that won’t amount to anything other than a period of distraction.

The trick, of course, is to separate the DTC wheat from the chaff and take care not to be too complacent. This might not be obvious at the outset. A brand that is grabbing a few points of market share with no possible trajectory to sustainability is best ignored. But if that same brand is taking away the four or five share points that account for, say, 20 percent of our profits, that can be a different matter entirely.

When the Land Grab Ends

Take a look at all the money being invested in the name of digital dreams and upping the ante on customer experience. Amazon, Target, and Walmart are in an escalating battle to one-up each other on delivery speed. Quite a few DNVB unicorns have gone public or are preparing to, and nearly all of them show no near-term possibility of being profitable. Dozens more are raising tens of millions of dollars to open hundreds of stores in the coming years, despite little evidence these brick-and-mortar shops will be profitable beyond a mere handful of locations.

This is the equivalent of an expensive land grab. Start-ups trying to become real, enduring brands. Industry behemoths in a battle for supremacy. Retailers big and small trying to figure out what to do when so much of this leads to costs going up and prices coming down. This is the sad and vexing reality for much of retail for the foreseeable future, made even more difficult by the volatility and uncertainty of the COVID economy.

It’s hard to say when the crazed spending will end, but eventually it will, because losses have a limit. Soon this retail generation will have its own Pets.com. In fact, probably quite a few of them. Who knows? Maybe we will be soon be talking about a disruptor apocalypse. Maybe WeWork was the canary in the coal mine?

In the meantime, the traditionalists will complain loudly about the unfairness of it all, and the disruptors will keep their foot pressed down hard on the gas pedal for as long as venture capitalists are willing to set fire to a big pile of cash and keep it burning. For some the music will stop soon, as it becomes clear that the more they grow, the more they lose, and that there is no foreseeable glide path to profitability.

Your Mileage Will Vary

It’s clear that the future will not be evenly distributed. Some categories are being disrupted faster than others. Some legacy players are doing just fine in the face of seismic shifts. Some venture capital–funded start-ups will be massive home runs, some will be “meh,” and others will be total write-offs. Dozens of once-storied retailers will die or plunge into very serious trouble.

The one sure beneficiary in all of this upheaval is the consumer. Once the dust settles, we can tote up the winners and losers on the corporate side, but it will be clear that consumers throughout most of the world are realizing more choice, lower prices, and improved convenience that we could scarcely imagine even five years ago. It’s almost like a welfare program for consumers, rich or poor. On average, it’s all good.

But if you find much actionable data in the fact that the average person living today has one breast and one testicle, then continue your focus on industry market-share averages, broad conclusions about “the customer,” and gross generalities about macro trends and underlying economics. Just remember that while many industry associations and venture capital firms do fantastic work, some are also spinning their findings to advance their members’ and investors’ selfish agendas.

By understanding that our mileage will vary, that not all customers are the same, that not all sales are created equal, and that fundamentally uneconomic behavior will not last forever, we can choose to ignore the clickbait headlines and stop swatting mosquitoes and chasing squirrels. Instead, we can choose to do the hard, sometimes uncomfortable work required to uncover opportunities that make sense for our unique organization, and forge our own remarkable, profitable, and enduring path to the future.


CHAPTER 7

The Customer Is the Channel

“Look at me! Look at me! I am the captain now.”

—ABDUWALI MUSE (FROM THE MOVIE CAPTAIN PHILLIPS)

Retailers love to talk about channels. The store channel. The online channel. The warehouse store channel. The off-price channel. The home shopping channel. And on and on.

I have led or analyzed hundreds of qualitative and quantitative pieces of customer research during my long career. I have had countless one-on-one conversations with shoppers. I can’t recall a single customer ever talking about channels in the way retailers do. Sure, maybe they’d refer to a TV channel or radio channel or, more recently, a YouTube channel, but they never refer to a place they shop as a “channel.” This probably explains some of the blank stares I’ve gotten from airplane seatmates when I used to say I focused on “omnichannel” strategy when asked what I do for a living.

It’s time to declare “omnichannel” dead and accept that any emphasis on channels as useful distinctions when it comes to delivering a remarkable customer experience is approaching its expiration date.

As the Channels Evaporate

Back in the late 1990s, the only significant direct-to-consumer “channel” was a mail-order catalog. But by the time I joined the Neiman Marcus Group in the fall of 2004 as senior vice president of strategy and multichannel marketing, e-commerce as a transaction channel was growing rapidly. Many of our consumers were regularly transacting in both channels, even if they lived close to a physical store. Subsequent work revealed the degree to which digital traffic and marketing programs were impacting brick-and-mortar sales and vice versa. This had significant implications on how we needed to go to market, think about the role of the website, and reimagine marketing initiatives, technology investments, performance measures, and more.

Most retailers, however, continued to regard e-commerce and physical stores as two separate phenomena. For a while this was understandable. In the early days of e-commerce, online shopping meant accessing the internet from a desktop computer located at home and/or from the office. Older readers will remember that initially we accessed the web via dial-up, which was slow and annoying and often prevented anyone else from using a landline phone. I still have some PTSD from the disembodied female voice on AOL telling me that I got mail. In any event, going online was a very intentional act back then, as was deciding to make a trip to a physical store.

The widespread use of smartphones was part one of the tipping point. We sometimes forget that the iPhone hasn’t been around all that long. It was first released in 2007, followed by the Android the next year. Since it took some time for most everyone with any means to get a phone, a few more years passed before online shopping shifted from something you had to do from your home or office to something you could do fairly easily from just about anywhere on your mobile device. But as both smart-device use and Wi-Fi availability grew—and more and better shopping applications were developed—the distinction between online shopping and physical store shopping started to blur. Forward-thinking companies started to wonder: if a customer uses a website to inform a brick-and-mortar purchase, or if they buy online and pick up in a store, is that e-commerce or a physical store sale? And does it really matter?

Part two of this sea change is still in process, but it has accelerated markedly. In this phase many retailers have been deploying cross-channel customer-facing functionality and related interoperability. Features like BOPIS, the ability to search in-store products online, shared shopping carts, and all-channel loyalty programs contribute to bringing shopping channels that were once perceived as distinct closer and closer together into one thing. Many shoppers these days bounce back and forth between digital and physical channels, and the ultimate channel where the sale is rung up is largely irrelevant. While retailers tend to think vertically, a brand is far more horizontal from the customer’s point of view. As the lines continue to blur, the blended channel is really the only channel.

Curbside Enthusiasm

While forward-thinking organizations like Central Market, H-E-B’s upscale grocery division, rolled out completely redesigned curbside pickup centers years ago, plenty of retailers jumped aboard the curbside train as a reaction to the pandemic’s impact. Consumers have responded enthusiastically. The New York Times reported that Target’s curbside sales increased more than 700 percent during the second quarter of 2020. Of Best Buy’s nearly $5 billion in second-quarter online revenue, 41 percent came from pickup orders.21 Many retailers have reported a similar dramatic adoption.

It’s easy to understand the popularity. With heightened safety concerns making consumers hesitant to go into stores, curbside pickup allows more immediate gratification than traditional e-commerce and may save high home-delivery costs. For retailers, notoriously high delivery costs and operational complexity are avoided as customers do the work themselves. This level of enthusiasm will be hard to maintain, but it offers a good illustration of something retailers were slow to embrace in the “before times,” even though the service offered both real customer benefit and strong operational leverage.

More than that, curbside pickup is a prime example of how channel distinctions are dissolving. There is a lively, and largely distracting, conversation about how different retailers account for digital orders in different ways, which ultimately makes it hard to more fully and accurately dissect underlying trends. Yet curbside pickup—along with other digitally enabled shopping activities that require a physical store to execute (e.g., buy online, pick up in store or ship-from-store fulfillment of e-commerce orders)—is neither an e-commerce sale nor an in-store sale in the traditional sense.

I Am the Captain Now

For a long time, brands had the upper hand in marketing. The purchase funnel was relatively straightforward. Communication was almost exclusively one-way: company to customer. Marketing plans were often drawn up just once or twice a year, and any changes required substantial lead times. Mass marketing ruled the day.

Today? Well, not so much.

The shift of power away from brands to consumers has been startling in its pace and impact. The advent of search unleashed a tsunami of information accessibility that tipped the balance of power irretrievably. The emergence of online shopping made just about anything the customer could want available from just about any place in the world. The rise of social networks allowed for tribes—and broader communities—to connect more easily to share ideas and reviews and to derive social proof. Marketing has become increasingly real-time and dynamic. Ideas and brand stories, good and bad, can spread in an instant. The core strategy of selling average products to average people via mass marketing that is intrusive and perhaps irrelevant is falling by the wayside.

Today’s consumer is increasingly informed and empowered, discerning and demanding, and often rather impatient and elusive. Brands that continue to push one-size-fits-all strategies are meeting with greater resistance. In response, they often try shouting louder or piling on the discounts. But, more and more, customers can use a wide range of tools at their ready disposal to find the right product for them, know the right price to pay, discover the right place to buy it, and have it delivered to them on their terms. And then spread the word to their friends and followers about it.

Whereas for most of the past several decades brands spent millions upon millions on big advertising campaigns and building temples of massive consumption designed to say “Look at us,” now it’s all reversed.

Today, the customer is the one saying, “Look at me,” adding, “I am the captain now!”

The Customer Is the Channel

Despite this important shift, it’s still common for retailers to report their sales for e-commerce and physical retail as two separate figures. Comparable store sales and sales per square foot are often seen as the primary indicators of retailer health. That’s because, despite all the talk about customer-centricity over the years, the retail industry, by and large, is not organized around customers and does not employ many customer-centric metrics. Whereas consumers think brand first, channel second (if at all), that’s rarely the way retailers behave. This is more than a semantic argument. It directly impacts a brand’s ability to deliver an intensely customer-relevant and remarkable customer experience.

If customers are leveraging all the various tools at their disposal to find the best solutions for their unique situations, it scarcely matters to them how a given retailer is organized, whether different systems “talk to each other,” or how it pays commission to its staff. The typical customer can bounce back and forth between all sorts of websites in nanoseconds, whether they are sitting at home or standing in the aisle of our store or our competitors.

Any retailer that wants to position itself to thrive in this blended-channel, customer-in-charge world needs to let go of all this channel nonsense and accept a new reality: the customer is the channel.

It’s All Just Commerce

Seeing the customer as our primary organizing principle has several significant implications.

First and foremost, it means we need to shift the vertically oriented channel, category, and product-centric thinking that epitomizes the culture of much of retail and move toward customer-centric, horizontal, channel-agnostic ways of thinking and acting. We must bust the silos within our companies that stand in the way of progress. We must drop some of the ways we have measured success in the past. We must organize and pay people differently. We must accept that the distinctions between e-commerce and physical commerce are increasingly distinctions without much of a difference. We must embrace the blur that is modern retail today.

“A house divided against itself cannot stand.”

—Abraham Lincoln

It’s time we realize that it’s all just commerce. Our job is to figure out how to best meet the customer’s needs anytime, anywhere, anyway.


CHAPTER 8

Optimizing to Extinction

“How did you go bankrupt?” Bill asked.

“Two ways,” Mike said. “Gradually, then suddenly.”

—ERNEST HEMINGWAY, THE SUN ALSO RISES

For the better part of a decade, Wall Street has been pushing under-performing retailers to cut expenses and close stores. Part of the reason is the pervasive “software eats retail” storyline, and a good part tends to be that it is financial types’ default prescription for just about any struggling company. Some analysts have even gone to great lengths to calculate the number of stores that a given retailer would need to close to return to an acceptable level of store productivity, making the faulty assumption that reducing the denominator has zero impact on the numerator.

Whether chastened by the markets or not having any better ideas, many a retail CEO in recent years has embarked on a cutting-to-prosperity agenda. Sadly, it almost never works. Often, it only makes matters worse.

The appeal of the cost-cutting, radical optimization path is easy to understand. The data is clear and alarming. Across the country, traffic to retail stores continues to decline. ShopperTrak data shows US mall and large retailer store traffic beginning to drop precipitously starting in 2010. Pretty much every month since then overall traffic to physical stores has been down from the year earlier. Mall-based retailers have generally experienced the biggest declines. Of course, different categories and formats show pronounced differences, and in the COVID economy, this became much more of a matter of “essential” retailers versus not.

In recent years, a handful of (mostly up-and-coming) retailers had been seeing increases, and pockets of regional and category strength can always be found. But the overall picture is quite bleak. As e-commerce continues its disproportionate growth, the store traffic outlook is not expected to improve anytime soon, if ever. Despite the continuing footfall declines, however, prior to the pandemic, total physical store revenues were not affected as much as you might expect. The primary reason is the trend toward both higher conversion rates (that is, the percent of trips that result in a purchase) and the average value of transactions made.

Analyzing this data gets more complicated when assessing return rates, seasonal factors, and particular retailer and category dynamics, but we can reasonably surmise that customers are becoming more intentional in their store trips—a phenomenon amplified by the COVID-19 crisis. They use digital tools to narrow and focus their search, increasing the chance that investing in a store trip will pay off. Conversely, if a physical store visit doesn’t make the trip worthwhile for customers—or if they don’t feel safe—they are increasingly choosing to have their needs met through the value and convenience of online shopping. When they do make the effort to go to a store, they are tending to make those trips more efficient (and safe) by buying more on each trip, or they are mostly going to make more expensive, well-considered purchases.

Of course, for the most part, we aren’t actually buying less overall; we are simply shopping differently. For a retailer with a strong brick-and-mortar presence, robust e-commerce capabilities, and a well-harmonized customer experience strategy, store traffic declines don’t have to automatically result in lost sales for the entire brand. During the time I was at Neiman Marcus, we saw flat or declining trips to our stores and a dramatic increase in website traffic, like most retailers. Unlike quite a few other legacy brands, our overall company sales continued to grow even though we didn’t open many new stores at all. This was because we shifted traffic from stores to online, and at the same time, we picked up new customers who either preferred to shop online or didn’t have one of our stores reasonably close to them. NeimanMarcus.com, Horchow.com, and BergdorfGoodman.comeffectively became their “store.”

Nevertheless, a material, sustained drop in store traffic is cause for concern. Given that physical stores have relatively high fixed costs (rent, inventory, staffing, etc.), any loss of revenue deleverages operating costs and, absent any action, profits will fall. This long-term (and increasingly widespread) trend was the primary reason so many stores closed over the last few years.

Bailing Doesn’t Fix the Hole

Let’s look at the three fundamental reasons driving declining store traffic. The shift to online shopping gets the most attention, and a typical retailer can’t do much to stem the tide of this fundamental trend in customer behavior, which has been further accelerated by the COVID-19 crisis. Here the focus must be to capture as much overall market share as possible through a strong digital and e-commerce presence, in concert with leveraging the unique benefits of brick-and-mortar whenever and wherever possible.

The second reason has almost nothing to do with the growth of online sales, but rather broader sectors shifts across retail. As we have seen, the dramatic growth of off-price retail (such as TJ Maxx, Ross, and Marshalls), which is almost entirely transacted in physical stores, has siphoned off considerable traffic from moderate department stores and certain apparel and home specialty stores. Dollar stores, warehouse clubs, and value grocery stores like Aldi and Lidl have stolen trips from traditional grocers. While not as impactful, various fast-growing, largely brick-and-mortar-dominant concepts, from Lululemon to Five Below to various fast-fashion players, are all claiming their piece of the traffic pie.

The third driver has everything to do with whether a retailer has a highly customer-relevant and truly remarkable value proposition and executes it well—which lies at the heart of this book’s premise. This does not mean ignoring the fact that many retailers have operating cost issues and/or too many stores. But if the fundamental reason a given brand’s stores are leaking traffic is that the underlying customer-value proposition is irrelevant or decidedly mediocre, it’s hard to see how cutting costs and closing stores will be the solution. We need to fix the hole.

The Store-Closing Panacea

It’s always struck me as curious that, in addition to layoffs, outsourcing, and other cost-saving measures, closing stores is the default response to whatever ails a troubled retailer.

Many retailers did, in fact, overshoot the runway in their store expansion plans in an era of cheap money. Also, as more business moves online, certain stores no longer make good economic sense—or could best optimize their potential in a smaller footprint. In addition, as competitive situations change, populations shift, and other macroeconomic factors impact the volume potential of a particular location, some locations need to be shuttered or relocated. And, quite clearly, the pandemic has caused a recalibration of desired brick-and-mortar presence for an uncertain future.

What I mean is the en masse closing of a significant percentage of a chain’s fleet. One issue, which principally speaks to poor executive leadership and/or board governance, is how an allegedly responsible management team could decide in one fell swoop that more than 10 percent of their real estate is suddenly unnecessary. This has happened with a diverse collection of retailers in the past few years, including The Children’s Place, Chico’s, Francesca’s, and Things Remembered. Other retailers apparently woke up one day and discovered that all of their stores are now superfluous. In 2019 and 2020 alone, Avenue, Charming Charlie, Charlotte Russe, Dressbarn, Lord & Taylor, Payless ShoeSource, and Pier 1 Imports joined this infamous list of retailers that chose to close their entire chain.

More useful for our purposes is how significant store closings impact the long-term viability of a brand. Unless a retailer significantly over-expanded, closing large numbers of stores will make it materially less customer relevant. The company is effectively abandoning a trade area and “firing” the customers that live or work there. Unless a convenient alternative location is nearby, this business is almost always lost to local competition. Some retailers have counted on their website to pick up the volume they are losing by closing stores. This strategy rarely pans out. First, the reason the customers shopped in the store is, presumably, they like shopping in stores better than online. Unless the products being sold are truly unique, the shopper can usually find plenty of brick-and-mortar stores offering acceptable substitutes nearby. Second, as various studies have shown, including a 2018 ICSC study dubbed the “Halo Effect,” the presence of a physical store tends to increase a retail brand’s online sales in that trade area.22 Take out the store, and most often much of the online revenue is lost as well.

Stated simply, store closings don’t benefit customers. The fact is that shuttering a store creates another obstacle to buying from a brand that really needs to win and keep more customers. Closing a store reduces brand advertising presence in that trade area and eliminates a potentially important distribution point.

The driving force behind these closing decisions is not to serve customers better but to improve margins, cash flow, and return on assets. It’s easy to become convinced that by eliminating the locations that are a drag on these numbers, the business has improved. But has it really? While large-scale store closings have become the salve to soothe the wounds of a hurting brand, it is very hard to find examples of where this strategy has actually worked. The reason is simple. The retailer now has fewer stores, but the real problems that got them into trouble in the first place still have not been adequately addressed.

Too Many Stores or Not Enough Brand?

If a retailer is closing a lot of stores, chances are they don’t have a “too many stores” problem—they have a “not enough brand” problem. By that I mean their value proposition is not sufficiently appealing to keep the vast majority of their stores relevant and financially productive. If they were really remarkable, chances are pretty good that they might be opening stores.

Retailers, new and old, big and small, corporate and independent, are increasing their store base all the time, even as we try to shake off the harsh impacts of a pandemic. The main difference is these companies have a sufficiently large addressable market and a unique value proposition that resonates with consumers. The big-time store closers don’t. Time and time again, retailers work on the wrong problem. The old adage of when all you have is a hammer, all you see are nails is painfully true. After years of failing to meet evolving customer needs and to differentiate themselves in any meaningful way, retailers revert to the stuff that is tried and true, takes very little talent, and can happen quickly.

Again, reducing store portfolios can often make sense. Sometimes retailers with fundamentally sound business models have found themselves in dire circumstances due to bad leadership, taking on too much debt, or faulty execution. In those situations, their options may be quite limited. But in the vast majority of cases, retailers that are compelled to focus on cost and asset optimization programs must face one undeniable reality: their value proposition isn’t working. The brand simply is not sufficiently remarkable.

Our Bold New Plan to Be Decidedly Mediocre

I would like to draw on another hard-learned lesson to illustrate the all-too-common decisions made by companies who are afraid to be bold. By 2002 Sears found itself in increasingly serious trouble. Not only had the earlier “softer side of Sears” strategy failed to meaningfully re-energize apparel, but the core—and highly profitable—home appliance and home improvement businesses were starting to hemorrhage market share in the face of expanding competition.

As the acting chief strategy officer, my top priority was to work with senior executives across the organization to help “fix” and strategically reposition Sears’s full-line stores. For over a year we had multiple tracks working on new merchandising strategies, consolidating and launching new private brands, developing new marketing campaigns, testing restructured store operating models—you name it. Nary a stone was unturned. We were executing tons of customer research and analyzing mounds of customer data. We had a well-known (and very expensive) major consulting firm providing strategic guidance along with analytic and project management support. Literally hundreds of headquarters and store-based associates (what we called our employees) contributed to our findings and ultimate recommendations.

By the time we presented our new strategy to the board of directors, we had done our homework and believed we had a firm grasp on what mattered most to our target consumers. We understood the gaps between us and our myriad competitors on the mall, off the mall, and (just hitting the radar screen) online. We had laid out a multiyear, intricately phased plan involving some serious cash. We acquired Lands’ End and were in discussions with various other potential strategic partners. Multiple pilots had already begun. This was our best chance to reignite growth and restore profitability.

Early one morning one of my direct reports poked his head into my office. He had played a key role in much of the competitive and customer analysis. He looked dismayed. “What’s up?” I queried.

“You know, Steve, I’ve been reflecting on the strategy we came up with, and I definitely think it is really the best we can do given the circumstances. But the more I think about it, it isn’t a strategy to win. It’s just a strategy to suck less.”

He was right.

We’re About to Begin Our Initial Descent

Mass store closings are extremely unlikely to be the solution for a retailer that finds itself losing altitude. No retailer of any real size that I can think of has successfully cost-cut or store-closed its way to prosperity. The solutions to the vast majority of struggling retailers’ issues are rooted in a mix of rightsizing their physical portfolio, driving out wasteful spending, and most importantly, investing to become more customer relevant. We can tell this is working when a brand is winning the customers that are the best fit with the brand’s model, keeping its most profitable customers, growing average spend and shopping frequency with its core customers, and expanding its overall margin.

There are four unintended consequences to strategies that often spring from retrenchment and disinvestment. The first is that failure to invest in stores—whether that be in routine maintenance, in updating fixtures and visual presentation, in adding the latest technology, in retrofitting to advance cross-channel integration, or in sales and support personnel—becomes a self-fulfilling prophecy. Sears, under Eddie Lampert’s leadership, is obviously the worst example of this, but many other retailers have followed suit.

The second is that, in many cases, stores play an important role in marketing by creating and reinforcing top-of-mind awareness, even for customers who rarely set foot in the store. Brick-and-mortar locations tend to play a disproportionate role in cost-effective customer acquisition. Pulling stores out of a market is often akin to withdrawing significant advertising dollars. Overall brand impact is reduced, particularly compared to direct competitors that have greater location density in a given city.

The third, as the COVID- 19 crisis reinforced for many, is that stores are often critical to the literal fulfillment of the overall brand promise, be that online order pickup or return points, or more efficient and speedy shipment of some e-commerce orders.

The fourth is the overall loss of scale and scope, which materially raises an organization’s cost of doing business and puts it at an even greater competitive disadvantage. When it becomes clear that a retail brand is losing volume, vendors and other suppliers become more reluctant to invest in the relationship. All sorts of economies of scale may be squandered, everything from procurement to transportation to home delivery to marketing and regional store management costs. As expense ratios deteriorate through decreasing volume, this only increases the pressure to find more expense cuts and close more “unproductive” stores. The list of retailers that have followed this path and are now out of business, in bankruptcy, or on life support is long indeed.

Of course, it’s often pretty easy to rally behind optimizing the cost side of the ledger. It’s far harder to get the revenue side right—to go from good enough to remarkable, from me-too to intensely customer relevant, from also-ran to industry leader.

The key is to make sure we are working on the right problem. Even better, we need to start working on the right things before they become problems. When in doubt, prioritize growing revenues over cutting costs.


CHAPTER 9

Defenders of the Status Quo

“If you dislike change, you’re going to dislike irrelevance more.”

—RETIRED GENERAL ERIC KEN SHINSEKI

There is a simple psychology model often referred to as the “3 As,” which stands for awareness, acceptance, and action. This way of understanding the steps a person must go through to make lasting change can guide us to what needs to happen collectively when a retailer embarks on the journey from good enough to remarkable. Before it can follow individual steps, a company has to change its corporate mindset—and that can be the most difficult obstacle of all.

Peter Drucker’s statement that “culture eats strategy for breakfast” resonates with many of us. Having a sense of what is really going on and why it might be important (awareness) is only the first stage. The next step is to truly own it as the new and present reality, let go of the past, and become committed to the change it implies (acceptance). Finally, we must bridge what Jeffrey Pfeffer refers to as the “knowing-doing gap” by summoning up the courage and marshaling the resources—literal and emotional—to make change happen (action).

Far too many retail organizations have spent far too much time in denial, failing to grasp the emerging new reality, paralyzed by analysis and mightily defending the status quo. For example, what were those responsible for the Folgers coffee business at Procter & Gamble doing as Starbucks started gaining a strong following? Did they start to wonder whether their position as one of the leading providers of beverages was at risk when Starbucks opened their five hundredth unit? Their five thousandth? Did they start to get nervous when Starbucks decided to open shops within grocery stores? Or when Starbucks started actually selling packaged coffee in the same aisle as they did?

In the end, P&G decided to give up on Folgers in 2008, selling it to Smucker’s (hmmm, okay) for $3 billion. That’s a lot of beans, except when we consider that at that point Starbucks’s market capitalization was roughly ten times as high. Folgers entered the coffee business in the mid-1800s. Starbucks launched in 1971. Leadership at P&G had a lot of time to make different choices.

Gravity Always Wins

Picture, if you will, the CEO of your company in an ostrich suit with their head in the sand. Picture a beach lined with the whole management team in similar garb, doing the same. Unfortunately, that picture illustrates most of traditional retail until very recently.

Retail has always been a dynamic industry. Trends come and go. The fortunes of various format types and leading brands ebb and flow. The force of digital disruption and all its myriad applications and incarnations may have shaken much of the industry to its core, but let’s be clear: very little of this happened in only a few years’ time, much less overnight. And as much as we might want to blame the pandemic for the harsh reckoning that played out during 2020, the changes occasioned by the coronavirus are far from the only, or even primary, cause of many retail firms’ long-simmering problems.

Many companies have been discussing how these shifts impact their business for a long time. Research and consulting firms, such as Gartner, Forrester, Deloitte, Bain, and many others, have been publishing generally excellent analysis and sharing many of their recommendations at conferences for years. But all of those findings might as well not exist if we do not pay attention to the data, resist doing the hard work to understand and accept the implications, and fail to invest in designing solutions.

I once worked for a guy who, when confronted with his staff fretting about any number of things going on in the business that they clearly could not change, would say, “Let’s move on. That’s a gravity issue.” I suppose that was his version of “It is what it is” or his own twist on the Serenity Prayer.

A similar way of thinking emerged when I spoke at an independent retailer conference a few years back. The major activity on the part of many attendees consisted of whining about how unfair it is that many of their own vendors were now not only selling directly to consumers but also starting to offer promotions like free shipping, effectively undercutting them on price. This twin tale of woe was starting to put real pressure on both sales and margins for just about every owner or CEO in attendance.

I could commiserate to some degree. It does feel awful to have your suppliers compete for the same customers that you spent considerable time, money, and energy to cultivate into loyal, long-term, profitable relationships. For those retailers, the next normal was that their suppliers had new tools at their disposal that allowed them to go directly to consumers. That was the issue that needed to be discussed, not fighting something that no amount of discussing or complaining was going to make go away.

We may not like gravity. We may find it rather inconvenient at times. We might even think gravity is an outdated concept. It doesn’t matter. Gravity doesn’t care. Gravity always wins.

Shut Up and Play the Hits

Maybe you’ve been to the famous comedian’s show where the biggest laughs come from the bits you’ve already seen him do on Fallon. And Kimmel. And YouTube. And his now five-year-old Netflix special. Maybe you’ve excitedly gone to hear a marketing guru at a big industry conference and grown weary and uninterested as she talks about her just-released book—you know, the one you haven’t read. But you instantly light up when she starts to riff on the ideas from a decade-old tome that formed the basis of her TED Talk that you have watched a dozen times.

Maybe you’ve attended a concert by an iconic rock band and became impatient with the lead singer’s extended stage patter. To add to the annoyance, they start to play songs off their new album, which you don’t like very much. You know that’s your signal to head to the restroom. Why can’t they just shut up and play the hits?

Most organizations and brands think the same way. Most non-profits turn again and again to golf tournaments and galas to raise money. In the consumer packaged-goods world, the tried-and-true (if uncreative) strategy is to churn out seemingly endless iterations of long-standing best sellers. In the world of retail, it is common practice to go back to the same well over and over again with tweaks and minor iterations to long-standing merchandising practices, marketing promotions, and the like. Job One is often to “anniversary” last year’s numbers.

Having worked in strategy and innovation for the better part of thirty years, I often have the job, whether as a management team member, strategic workshop facilitator, or strategic consultant, of playing devil’s advocate and asking “Why do we do that here?” The company might be edging ever closer to the precipice of doom, but when I challenge a strategy that seems to be of limited utility, the pushback is typically immediate and dripping with defensiveness. The answer is most often some version of “because it works.” Of course, the definition of what works is relative and constantly shifting. And if it was working so well, how did the company find itself in so much trouble?

We pull the same arrows from our quiver because they are familiar. We tweak the tried and true because it feels safe. We play our greatest hits because it gets the response we want. Until it doesn’t.

What Business Are We in Anyway?

The strategic question “What business are we in?” may be a cliché, but that doesn’t undermine its utility. How we define the business, along with the customer solutions we seek to deliver, is critical. One of the biggest mistakes a company can make is failing to compete with itself. Defining a business by the product we make or the specific service we deliver fails to consider the outcomes our target customers desire and how they are evolving. To paraphrase the late, great Harvard Business School marketing professor Ted Levitt, people don’t buy a quarter-inch drill because they want a drill. They buy it because they want a quarter-inch hole.

We might think we are the business of selling books and music through large stores located in upscale shopping areas—but then Amazon comes along.

We might think we are in the business of renting a curated assortment of entertainment videos through a large network of neighborhood locations—but then Redbox comes along.

We might think we are the business of renting a curated assortment of entertainment videos and DVDs through conveniently located vending machines—but then Netflix comes along.

The sad irony is that while many a retail manager has been sacked for failing to meet a quarterly or annual sales or profit plan, plenty of leaders stay in power doing the same old things over and over again, treading water while a new tranche of customer and shareholder value is created by industry insurgents who either steal share from the defenders of the status quo or seize new opportunities that were there for the taking simply by redefining the way existing or emerging customer outcomes could be addressed.

“If I’d asked customers what they wanted,

they would have said ‘a faster horse.’”

—Henry Ford

The Real Enemy Is Delusion

In a classic scene from Monty Python and the Holy Grail, the Black Knight quickly becomes a feisty model of denial, proclaiming “It’s just a flesh wound” as his prospects for winning the sword fight against King Arthur go from bad to worse. At one level, you can appreciate his grit and determination in the face of great adversity. At another, his complete disregard for reality is obvious and pathetic.

Over the years I have led dozens of strategy sessions. As part of the agenda it is pretty much Strategy 101 to do some version of an industry and competitive analysis. Naturally, in order to do that, the parties have to agree on which competitors should be analyzed. Using my own knowledge and some industry research, and by querying management, I would typically put together a recommended list of companies on which to focus. On multiple occasions, usually with the rationale that we need to tighten up the agenda, I have been told to drop one or more particular competitors from the discussion. When I push back, the response is usually along the lines of “Oh, they’re not a competitor.”

In the most egregious instance, a senior executive who was my client looked me in the eye and basically said, “What part of ‘Take them off the agenda’ did you not understand?” Two years later, after completing the most in-depth customer research the organization had ever undertaken, the one retailer that the company had lost the most market share to was precisely the brand in question.

“Among the dinosaurs, there were many asteroid deniers.”

—David Pell

When things start to go wrong, defensiveness reflexively kicks in. At first, it’s not too hard to rationalize away declining customer counts, slowing transaction growth, or slipping Net Promoter scores. Spin the dial on the excuse wheel and see what comes up. (My personal favorite: “Adverse weather conditions negatively affected traffic patterns in key markets.”)

When emerging new competitors start to steal the spotlight, industry incumbents have a set of tried-and-true dismissive comments: “They don’t address our core customers” or “Their model has not proven to be profitable over the long term.”

Many times, of course, a negative trend can prove to be an aberration or a problem that can be readily addressed. Some seemingly compelling new business models do in fact turn out to be flashes in the pan. Yet, particularly as we design and execute strategy in a world that is more volatile and uncertain and where change is coming at us at an ever-increasing pace, we would be wise to challenge our assumptions, be open to different (even radical) interpretations, and consider that we might be wrong.

Running Out of Fairy Tales

It’s been said that hope is not a strategy. But this is what passes for an innovation program at many companies. Even if a company is not entrenched in defending the status quo, many are living a fantasy, spinning what amounts to a fairy tale of a growth strategy.

I had the opportunity to review an “innovation pipeline” at a company that had been ramping up its investment in new product and concept development. They had an elaborate gating process by which ideas moved from exploratory, to prototype, to minimally viable product, to pilot, to rollout, to national scaling. They had multiple projects in each stage. They were proud that they were actively—and fairly aggressively—challenging the status quo.

At one point, I asked the senior team to do some math. I led an exercise where we assessed the likelihood (as a probability percentage) of each initiative making it through each gate to become a material contributor to earnings. We estimated a range of potential outcomes. Multiplying the probability by the best-guess potential outcomes produced the expected value of the strategy. To be fair, the distribution of possible outcomes was pretty wide, but when we stepped back, we realized that the chances that the current strategy would meet the stated long-term goals were less than 5 percent. Essentially, they were counting on a miracle—although not for a lack of trying.

Often what is missing from even the most well-intentioned efforts is a willingness to challenge conventional wisdom, to fully consider (and plan for) alternative outcomes, and to break through what is often a fair amount of ignorance, cultural blind spots, and often outright delusion. Yet we know from other organizations’ success in this regard that these spells can be broken and that there is a different way forward.

A Bias Toward Inaction

There are plenty of companies where culturally the employees are wired to say yes to new ideas. Yet objects at rest tend to stay at rest. That’s what Newton taught us, anyway. Many organizations aren’t a whole lot different. At these unremarkable companies, the defenders of the status quo rule the roost, and as a result most employees either end up becoming wired to say no or eventually elect to take their talents elsewhere. There may not be a formal Department of No, but it sure can feel that way.

At face value, it’s easy for a company to pretend that it is committed to innovation. Quite a few brands trumpet innovation or embracing change as a core value, as part of their mission statement, or both, yet the pace of change is glacial and the most innovative thing they’ve done in the last decade was launch a mobile app. But the slogan sounds good in investor presentations and looks nice on that poster on the break room wall.

“Never doubt that a small group of thoughtful, committed citizens can change the world; indeed, it’s the only thing that ever has.”

—Margaret Mead

We all know that cultures are incredibly hard to change. Merely having this pointed out will not lead to much progress. Yet a company has to be rigorously honest about where it stands and how big the gaps that need to be addressed are. Realistically, the degree of culture change we can advance has a lot to do with our role in the organization. The small business owner has far greater influence on overall outcomes than the call center operator at a Fortune 500 corporation. A company may have a bias toward inaction. A boss may be wired to say no. But we don’t have to subscribe to either. We can be a linchpin in advancing our own skills, advocating for one of our projects, and consistently demonstrating the behaviors that will be essential to accelerating change. By themselves, individuals can’t do everything, but they absolutely can do something, including helping mobilize like-minded folks to take action.

The Opposite Is Risky

Humans tend to be pretty averse to risk. Evolutionary biology has hardwired a fair amount of caution into our nervous systems. Much of this is driven by the amygdala, also known as “the lizard brain.” This prehistoric actual part of the brain drives some of our base emotions, including fear. It’s responsible for what many may know as the “flight, fight, or freeze” response. This strong reaction is helpful when a bear is charging toward you, but not so much for tackling everyday fears.

Combine this trait with the fact that most human beings assess short-term trade-offs pretty well, but struggle to act on longer-term, sustained efforts, even when the facts and logic are quite compelling and indisputable. Most people know that their risk of early death is much greater if they have a poor diet and sit around all day. But right now, in the moment, digging into those French fries while binge-watching Game of Thrones sounds pretty darn good.

With the journey to remarkable, we must not only combat the defenders of the status quo, but also accurately assess the risks of our strategic choices and act accordingly.

“The biggest risk is not taking any risk. In a world that is changing really quickly, the only strategy that is guaranteed to fail is not taking risks.”

—Mark Zuckerberg

The list of retailers that essentially watched the last twenty years happen to them is a long one indeed. During that time there were plenty of experiments they all could have conducted, any number of new businesses they could have started, and most likely an emerging company or enabling technology they could have acquired. Instead, they were worried they might waste money on a dry well. Or, they could not get their head around why they would want to compete with themselves. Taking any of these bold actions was deemed risky. Yet it was precisely their lack of action that turned out to be the riskiest choice of all.

The Drip Method of Irrelevance

In most decision-making sessions, as we pore over the spreadsheets, company analysts typically discuss discount rates that are being used, predict the right investment horizon, and scrutinize all the detailed assumptions. We dig into the operating expenses and all the capital outlays. We might run a conservative, base, and aggressive case to bracket the potential outcomes and get a better handle on the risk. While every once in a while somebody may bring up “opportunity cost,” I rarely have heard anyone bring up the cost of inaction.

Arguably, those costs may not have been so big in the last century. But in this age of rapid disruption, more often than not, those costs are huge. In fact, they can be the difference between staying in business and making a trip to the retail graveyard. RadioShack, Toys “R” Us, and literally hundreds of other retailers that have gone out of business failed to pull the trigger on the action steps they could have taken along the way, over many years, to stay relevant.

Along the way, somebody—or a group of somebodies—was either in denial, paralyzed by fear, vigorously defending the status quo, or only allowing a timid transformation. Perhaps a bit of all the above.

Change, particularly the kind that is demanded by the accelerating pace and profound impact of disruption, is incredibly hard. Failing to change, however, is ultimately far more difficult.

Few brands can afford the price of irrelevance. And it turns out the status quo is very expensive.


CHAPTER 10

An Especially Bad Time to Be Boring

“It’s better to be absolutely ridiculous than absolutely boring.”

—MARILYN MONROE

As scarcity disappears across so many areas, as the pace of change accelerates, as newly empowered customers flex their muscles, indeed as all of retail goes through a major reset, the definition of boring has changed, in many cases radically. The bar for good enough has been raised. Not only do customers today know when they could do far better, it’s increasingly easy for them to demand what they want. And they can find many new and innovative brands willing and ready to respond. Today, even very good often doesn’t make the sale.

Yet even if you have a product or service that is unique, highly customer relevant, and not the least bit boring, getting noticed, commanding attention, and getting the story of your brand to spread is increasingly difficult.

In this age of intense disruption we are drowning in a tsunami of information and deluged by all manner of distractions. The exploding world of choice that the internet and smartphones offer has delivered great benefits, but it has also created a tremendous amount of clutter. We face nearly constant dinging or chirping of our devices informing us that we have received a text, Snapchat, email, or some notification from one of our apps. People compulsively check their social media accounts to fill downtime or just to see what’s going on in their world. This anxiety has led to a fear of missing out, prompting venture capitalist Patrick J. McGinnis to coin the term “FOMO sapiens.” According to Deloitte’s 2018 Global Mobile Consumer Survey, Americans check their smartphones an average of fifty-two times each day, up from forty-seven times in the prior year’s study.23

The media and advertising worlds have changed dramatically as well. As marketers mine data to better identify prospects for whatever they are pitching, more of us have bigger targets on our backs as we surf the web. The number of marketing messages we are bombarded with throughout the day is escalating, whether it’s SMS, emails, paid search, or display ads that stalk us from site to site.

As a point of reference, when I first began working in marketing, our primary tools to reach consumers were mass media (TV, radio, print) along with more targeted direct marketing (catalogs, mailers, postcards). We often evaluated the strength of a piece of advertising based on its perceived “stopping power.” We realized that people led busy lives and that advertising was fundamentally rooted in interruption. In turn, we needed to ascertain how we could get customers to pause, take notice and engage with our ad, and be persuaded to take action. If we could not command their attention—if we could not be the amplified signal to stand out from the noise of their lives—our advertising didn’t have a chance of selling anything.

Compared to even ten years ago, virtually everyone in a developed country has a massively noisier life. Not long ago there was no such thing as “dual screening” and nowhere the degree of multitasking that consumes most of us today. Nobody talked about needing a digital detox. Data privacy issues were of comparatively little concern and technologies to block ads and telemarketers were in a primitive state. Abraham Maslow’s “Hierarchy of Needs” had not been updated to include Wi-Fi and battery life at the foundation.


Figure 10.1 Basic Human Needs
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What it takes to get noticed, elicit engagement, to be literally remarkable enough that whatever product, service, or idea we are selling gets adopted and spread, requires us to boost today’s signal many times more than would have worked in the recent past. Anything else risks not getting heard or seen, much less acted on, in our ever-noisier world. More and more, if we are not remarkable, we are ignored.

A Slightly Better Version of Mediocre

There is nothing inherently wrong with the concept of continuous improvement. We all understand that when we seek to improve something, we have to start where we are. Often that baseline is quite low. For brands in really serious trouble, the first critical step is obviously pulling out of a dive. For those stuck in the boring middle, improvement involves multiple stages on their journey to become remarkable.

But what so many get wrong is believing that merely being better gets the job done. Better is not always the same as good. Far too often what is touted as innovation is providing a slightly better version of mediocre. Slowing the rate of descent is, in some sense, progress, but without a major change in direction, eventually we still crash.

Macy’s, the leading US department store chain, is illustrative of this approach. Under CEO Terry Lundgren, Macy’s embarked on a number of major multiyear initiatives to become more customer relevant. Significant investments were made in channel integration, deployment of mobile technology, localization of product assortments, and so forth. When Jeff Gennette took over in the spring of 2017, he upped the ante substantially, redoubling efforts to improve Macy’s e-commerce functionality and digital capabilities more broadly. The Market @ Macy’s, a store-within-a-store concept that takes advantage of the pop-up trend by showcasing a rotating set of new product and services, was rolled out to many of Macy’s largest stores. In 2018, the company acquired retail-as-a-service platform b8ta and “experiential” retailer Story. Both were quickly expanded to dozens of locations. Alas, it didn’t take long for Macy’s to bail on the Story experiment, shuttering most of the locations. Story’s founder, Rachel Shechtman, who had been named the department store’s “brand experience officer” after the deal was announced, departed after just over two years in the job.

On the one hand, Macy’s is to be applauded for their willingness to experiment, to take greater risks, and to challenge many of their conventional ways of doing business. Compared to most of their iconic retailer brethren, they are meaningfully more aggressive and creative.

On the other hand, having spent many hundreds of millions of dollars, Macy’s is looking at results that are anything but stellar—and few would call the Macy’s shopping experience remarkable. This is especially worrying, given the huge gift they received from both JCPenney and Sears—retailers that, through mass store closings and ill-conceived strategies, have walked away from billions of dollars of business in product categories where they often compete with Macy’s (not only for many of the same customers, but often in the same malls). During the past five years—a period when the stock market was booming—Macy’s stock lost some three-quarters of its value.

I’m Going to Build a Wall and Make Amazon Pay for It

Once you move past blaming Amazon for what is ailing retail, it seems logical to try to neutralize their advantages or simply copy what they are doing. Amazon has low prices; we’ll match them. They offer two-day free delivery (or one-day or two-hour); we will do the same. They have Marketplace; we’ll launch our own marketplace.

But there is one very big problem with this plan. You aren’t going to out-Amazon Amazon. Maybe Walmart, Target, or a very short list of other well-resourced retailers can in certain instances. But a solid 99 percent of those reading this book don’t work for any of the companies that have any chance at beating Amazon at its own game. Anyone who tells you that you should start down that path is giving you terrible advice.

Ask yourself: how can retailers with higher costs than Amazon possibly win a price war? How is offering free shipping or BOPIS going to counter Amazon’s dominance in product assortment and delivery convenience? Any strategy like that is based on a hope that Amazon will follow the same profit and investment calculations that “normal” retailers do. How do you know, even if some of these efforts manage to gain some traction, that Amazon won’t respond even more aggressively or find some other way to make your life miserable?

“The problem with a race to the bottom is you might win.

Or worse, finish second.”

—Seth Godin

What you should do, instead, is focus on elements of what Amazon does that you can employ to the benefit of your customers and your bottom line. Amazon provides plenty of lessons to be learned on how they go to market and the ways they innovate. You may do well to replicate certain aspects of their customer experience, if only because those practices have become table stakes. One-click checkout is one example. But don’t confuse reaching parity in certain areas with trying to beat them. In virtually all cases, the decision to take on Amazon directly is a decision to invest a lot of time and resources in the vain hope that it will work for you and hurt them. Matching Amazon on prices and/or delivery times may seem like a good move, until you actually have to bear the cost of doing it. You are starting a race to the bottom that you can’t possibly win.

So what can be done? For most retailers, particularly those that lack the resources and capabilities that the megabrands have, the only decision is to double down on (or lean into) those improvements that make your brand more customer relevant, more unique, and sustainable over the long term.

For retailers that still garner most of their sales from their physical stores, that means appreciating and nurturing the unique advantages of brick-and-mortar locations: personal service, compelling visual merchandising, unique products, well-curated assortments, social experiences, instant gratification, and the like. You can complement that in-store experience with a well-harmonized e-commerce offering. Mostly you can embrace the choice to be remarkable on retail elements that Amazon can’t match.

Strategy at the Precipice

At one time I kicked off my keynote speeches by saying that I had put together a short video that summed up how many retailers are feeling about the state of retail today. Then I showed a clip from Poltergiest II that mostly features fifteen seconds of a teenage girl screaming, “What’s happening?” Aside from the cheap laugh, I was making the point that for many retail organizations, be they retailers, wholesalers, or service providers, and irrespective of country, format, or product category, it’s a time of great confusion and sometimes outright panic. And this was before the pandemic.

Companies can take little comfort from having been around a really long time and being well known. While not unimportant, these factors by themselves scarcely provide any protection against the harsh reckoning of this new retail world order. Many of the companies that have gone out of business in just the last few years were formerly enduring household names. Today multibillion-dollar iconic brands like Macy’s, Hudson’s Bay Company, and many more are struggling mightily to stay relevant. The situation is no different outside North America, or among local or regional chains or independent retailers. A mom-and-pop operation may have the advantage of local ownership, deep roots in the community, and personalizing their offering to their customers, but that hasn’t stopped large numbers from shutting down, both before and during the COVID-19 crisis.

Much of retail now finds itself standing at a precipice. Yet designing and executing strategy at the precipice is far from ideal. Most people and organizations don’t make good decisions when they are overwhelmed, confused, or consumed by fear. In addition, companies in dire circumstances typically have highly constrained options. One problem may be lacking a sufficient runway to execute a transformation even if a really good plan has been designed. Another is that available financial resources are usually quite meager. Moreover, troubled companies usually have very limited ability to raise significant additional capital.

Obviously, the best way to avoid these challenges is to work on becoming—and staying—remarkable well before a business model begins to lose relevance or a global crisis brings you to your knees. The key to moving forward is to have a clear view of where you stand and accept the reality of how much change will be needed and how quickly it needs to be done.

It’s Later than You Think

You may have convinced yourself that you have plenty of time to study that pesky upstart competitor that gets a lot of attention but has yet to make money. Or maybe you tell yourself that they can never scale effectively. Or maybe you figure you can always acquire them if they turn out to be for real.

Maybe you work for a company that likes to take a deliberate, analytic approach to deciding when to leap (or, more likely, tiptoe) into new areas. Or you believe that much of what gets bandied about as game-changing technology is just the latest bright shiny object.

Maybe you think you have a complete grasp of how emerging technologies like artificial intelligence, virtual and augmented reality, voice-activated commerce, and so on will impact your business in the future and you’re totally confident that you have plenty of time to put the right plans in place to take advantage of them.

Maybe.

Yet even before the pace of change accelerated, many well-managed and well-capitalized companies were playing catch-up with pace setting innovators that established a decent lead. Today’s new leaders got where they are by stealing share from former stars that often could have not only prevented it but also secured that advantage as their own.

“The problem is, you think you have time.”

—Carlos Castaneda, Journey to Ixtlan

We can learn from the mistakes of the past, glean what best suits us moving forward, and gird ourselves for a new journey. As we near the close of this first part of the book, it may be worth keeping five questions in mind as we transition to part two:

1. Could the pace of disruption be about to hit your business even harder and more profoundly than you currently can imagine?

2. Could your current value proposition not be nearly remarkable enough to fight and win in the future?

3. Could your organization not be changing significantly or quickly enough?

4. Without starting to make aggressive changes in the immediate future, will you not only fail to thrive, but actually not survive?

5. Have you built—or are you building—agility into your operating model so that, when you find yourself in the throes of inevitable disruption, you are able to respond quickly and effectively?

Pick a Lane

Many retail organizations have been spinning their wheels. To the extent that was ever a viable strategy, by now it’s clearly running out of gas. The retailers stuck in the middle did not understand the degree to which the market was bifurcating. Others that actually understood that dynamic went about improving their business too cautiously.

The choice facing most retailers is whether to focus mostly on price, speed, and convenience. As we said earlier, that’s tantamount to deciding to try to out-Amazon Amazon. Well, good luck with that. As a practical matter, for most of us that’s not a real choice.

A second choice is to stay stuck in good enough. To not choose a meaningfully different path. To straddle the line. To watch and study. To wait until the time is right. But as we have seen, that’s hardly a workable long-term strategy. Eventually it’s death in the middle. And the pandemic has taught us that “eventually” is much closer to right now.

The final choice is to focus on being truly special in completely different ways. That could be going deep on a narrow set of customer needs, selling unique and exclusive products, creating memorable experiences, or any number of things that amplify your brand’s signal, attract the right set of customers, and give them a compelling story to share.

For most of us there is only one choice. We have to choose remarkable.


PART TWO

THE JOURNEY TO REMARKABLE


CHAPTER 11

The Eight Essentials of Remarkable Retail

“People don’t buy products. They buy better versions of themselves.”

—UNKNOWN

It’s always been important to have a compelling value proposition—a reason for customers to choose your brand over the competition. Choosing remarkable—and embarking on the journey I will lay out in subsequent chapters—requires a deep and precise understanding of who your product or service is for, what they truly value, and what it will take to become (and remain) the amplified signal in their noisy world—to win, keep, and grow them as profitable customers. And yet merely meeting our target customers’ needs may still mean we fall short. We have to do so in such a way that we create a story that the customer feels compelled to share with others—that is truly remarkable.

What do I mean when I say “remarkable”? For me, the word took on new meaning with Seth Godin’s ground-breaking book Purple Cow. Simply stated, “remarkable” is something worth talking about. An idea worth spreading. New. Unexpected. A real wow. Emotionally moving. Maybe a bit weird or outrageous. Either way, it provokes conversation. Most importantly, it’s the polar opposite of boring.

Although it was written in 2002, well before the impact of retail disruption began to take hold, in Purple Cow Godin called out the growing ineffectiveness of traditional marketing techniques and declared that we are entering a postconsumption era when consumers mostly have all that they need. He also pointed to the emergence of a postscarcity world, where choices, information, and all the things we discussed in chapter 2 were becoming abundant, but time, attention, and trust were anything but. Most notably, in an ever-noisier world, the ideas that spread were increasingly becoming the ideas that win.

In this emerging landscape, being just another brown cow, largely indistinguishable from all the other cows, was not only boring, it was likely a recipe for failure. To transform our business for a new era, to stand out in a sea of sameness, we had to become the purple cow; we had to create an idea, and develop a powerful, deeply resonating brand story, that is unique, memorable, intensely customer relevant, exciting—literally worth talking about.

As we reflect on the ground covered in part one, and consider the brands that have gone to the retail graveyard or are edging ever closer to the precipice, we see that most of their struggles originate in their failure to adapt to these changes, to go from boring, me-too—or even very good—to becoming truly remarkable.

Long Live the Merchant Prince?

Many, mostly long-tenured, merchandising executives go on and on about how “product is everything.” Given the history of retail, this view is not surprising. For much of the last hundred years or so, a unique product was often the key differentiator.

Sure, a good location was important, as was providing superior customer service. But a retailer’s ability to source and curate products armed with the knowledge of their market’s particular preferences was powerful. This was a primary way scarcity provided competitive insulation back in the day. The retail buyers who could find interesting products and bring them to market first often had a huge advantage. The skills of merchandising executives went beyond more than just finding great products, though. The disciplines that retail buyers practiced—negotiation, pricing, inventory management, financial controls—were at the heart of what helped distinguish many top brands from the also-rans.

Thus began the extended era of the “merchant prince,” that retail leader who possessed a seemingly magical ability to know what would sell, while at the same time efficiently—and sometimes ruthlessly—managing the processes and the people to make it happen. Starting mostly in the latter part of the nineteenth century through World War II, dozens of local, mostly family-run dynasties were built by and around these pioneering retailers. Names like Selfridge, Field, Gimbel, Wanamaker, Sanger, and many more became iconic in their home cities and beyond.

As retail grew rapidly during the latter part of the last century, merchants that learned their trade at the top big-city and regional stores often took their talents to competing or newer, faster-growing chains, spreading the merchant prince DNA and culture. By the 1990s, a period of significant consolidation accelerated. Whether by design or osmosis, many of the norms and common practices, as well as the actual people, found in famous legacy retailers today can trace their norms or origins back to relatively few companies. Many of the most admired retail executives of recent memory—Mickey Drexler (Gap, J.Crew), Allen Questrom (Barneys New York, JCPenney), Burt Tansky (Saks Fifth Avenue, Bergdorf Goodman, Neiman Marcus), and Terry Lundgren (Macy’s, Neiman Marcus), among quite a few others—cut their teeth working in department stores that were, or eventually became, part of Federated Department Stores or May Department Stores. Ultimately, in 2005 the circle was made complete, as Federated acquired May and was subsequently renamed Macy’s Inc.

Over the last few decades, what once made the merchant prince skill set the prototypical executive profile gradually became a weakness. As society changed, scarcity dissipated, and all forms of competition increased, other aspects of the value chain started to gain relative importance. Value, primarily defined by low price, broad assortments, and more convenient shopping, propelled the early success of general merchants like Walmart and, a bit later, “category killers” like The Home Depot, Best Buy, and Bed Bath & Beyond. Higher-end specialty stores (Williams-Sonoma, Bass Pro Shops, Sephora) also grew, often with a stronger focus on more experiential elements like visual design and presentation, specialized customer service, and in-store demonstrations and/or classes. Great and differentiated product still played an important role, but more reasons emerged for a customer to pick one store over the other, even when the product was identical or substantially similar.

In the emergent era of digital disruption, all these factors became more pronounced. Expectations around available assortment, pricing, and convenience ratcheted up. Technology’s impact accelerated, and the emphasis on supply chain and the science of marketing started moving to the forefront. Retail became more science than art. The definition of value morphed. The total experience now often trumped product supremacy. An understanding of the digitally informed customer journey and the ability to deliver overall benefits, rather than just compelling product features, increasingly became what defined the right person for top retail roles, whether the company acknowledged it or not. And many didn’t.

During the past decade in particular, the customer became king and the traditional merchant prince began fading into the background. A new generation of digitally native, vertically integrated, direct-to-consumer brands weren’t merely about picking the best products. Instead, they designed the best products themselves and delivered them through largely tightly controlled, well-harmonized customer experiences.

Those brands that held too tightly to the idea that product is everything started to learn harsh lessons. These lessons are still being taught.

People Buy the Story Before They Buy the Product

Think about bottled water for a minute. Chances are, a convenience store near you has its own private-label version selling for under a dollar. It probably carries at least one more brand that sells for two to three times as much. The more upscale deli, coffee shop, or bodega down the street likely has a (I’m guessing European) brand they will part with for at least four dollars. Which one quenches your thirst better?

Or how about the skin cream at the local drugstore that retails for ten dollars, compared to the one at the fancy boutique for over two hundred? Or that bottle of wine that costs ten to fifteen times as much as the Trader Joe’s version? More often than not, blind studies have shown that few people can tell the difference in how many of these products taste or perform.

This is not to say that there aren’t real differences among many products. Assuming you can afford it, buying a premium version (what is often referred to as “trading up” in the industry) of olive oil, coffee, sheets, or whatever may well deliver tangible product benefits to you. Anything else you pay above that is for marketing; that is, the largely intangible value of the brand—the trust it conveys, the memories you have, the story it allows you to tell about yourself or tell to others.

I worked on the executive leadership team of a retailer that sold a lot of handbags for more than $1,000 and plenty of women’s shoes for well in excess of $500 per pair. The quality of the materials and the craftsmanship that went into making them is certainly better than what one could buy for a mere fraction of the price. But the overwhelming driver of the vast upcharge is derived from how customers feel buying them, wearing them, and talking about them. The vegetable-tanned leather from pasture-fed cows, lovingly handcrafted in a converted Tuscan monastery by sixth-generation artisans, makes for a nice product. But it’s the story that really matters, that reinforces the idea that, as Seth Godin says, “people like us do things like this.”

The person who buys 7-Eleven label water may be buying it because that’s the most they can afford. But plenty buy it because of the story they tell themselves: they don’t want to be one of those “suckers” that get “conned” into paying for a fancier bottle and an expensive marketing campaign. Conversely, lots of customers would not be caught dead holding a bottle of store-brand water. Both of them think they are telling a better story. They are both right.

Remarkable Starts with Why, Not What

Let’s face it: your best customer probably doesn’t need what you are selling. And you are not likely to be the only company from which they can buy it. For this reason, it is often far better, as leadership guru Simon Sinek suggests, to start with why.

If your target customer is concerned mainly about getting utilitarian functionality at the lowest price, in the fastest, most hassle-free manner, then we know which way they turned at the fork in the road—and what you must do to serve them best is relatively clear.

Starting with why means expanding the view of traditional customer research and data analytics. It requires us to tap deeply into how consumers see themselves and the brand stories that give them the feeling of belonging and a sense of distinction.

The most important reason to start with why is that it helps us understand the story we wish to tell, how it might make our customer feel, and—this is often the critical part—what story we hope they will tell others.

A largely postscarcity world has three fundamental implications we must address. The first is that if a brand got to where it is today based upon the scarcity of old, it needs to accept a new reality and become committed to change. The second is understanding the why behind the buy, digging deep to understand how to become the amplified signal that will command our core customers’ attention and enroll them in the story of our brand. You need to unlock the keys to what they truly value in order to win (and keep) their business. The third is the need to consistently deliver based on the story they wish to tell about themselves and we hope they will spread.

What Exactly Are We Selling?

The Saturday Night Live sketch where Christopher Walken says he’s “got a fever and the only prescription is more cowbell” is funny and iconic. Sadly, what counts as innovation at many companies is akin to more cowbell rather than true customer innovation. When we are product-centric we often focus our efforts on an improved version of a key ingredient or a mildly tweaked recipe. Sometimes this can work (pumpkin spice latte, anyone?), but it can also merely turn out to be an approach that involves lipstick and a short and stocky domesticated animal.

When we focus more intently on the underlying why that drives customers to engage with us—and relate that to a remarkable story they wish to tell about themselves and hopefully share with others—we may see that we are not in the delicious cake business but in the remarkable memory business. Not in the fitness bike equipment business but in the “helping keep our customers fit and healthy looking” business. And so on. Ultimately, we may stop selling merely good-enough ingredients or component pieces and provide a remarkable overall solution. We may stop selling drills and start selling holes.

The Eight Essentials of Remarkable Retail

In my research I have come across lots of white papers and analyst reports, as well as various pundits and self-proclaimed prophets, opining on the masterful bold stroke that will get a lost retailer back on track. Many start out “if only . . .”

But here’s the thing: very little of it actually works.

The main reason is that there is rarely a one-size-fits-all or easily customizable solution given the vast differences across the spectrum of retail categories and competitive dynamics. Moreover, every retailer, big, small, or somewhere in between, has unique assets to leverage and idiosyncratic liabilities to overcome.

I hate to break it to you, but there is no silver bullet to fundamentally reinvent the shopping experience. No guaranteed prescription. No paint-by-numbers program. No acronym to memorize.

Rather, the Eight Essentials of Remarkable Retail offers a flexible and agile framework that can help guide you and your organization on your journey from good enough to remarkable. Like any useful program or regimen, the pieces need to be selected and assembled to best complement your unique situation. As with any fine suit, some tailoring will be required. I deliberately employ the term “essentials” rather than “steps”—or anything else that suggests a cookbook formula, a rigid set of how-to strategies, or a sequential progression. From my experience, each of the eight is likely to be an important ingredient for any retailer hoping to reinvent its brand, transform the customer experience, or simply stay ahead of the competition nipping at its heels. However, depending on a company’s particular competitive situation, market dynamics, and relative capabilities, some Essentials will be more relevant and impactful than others. Moreover, while there is an inherent logic to the progression from one to eight, I am not suggesting that your particular journey must be approached in the order in which I present them.

Why eight? Very few retailers have ever succeeded by being great at only one thing. By its very nature, most of retail works through a complex interaction of various factors, some obvious, others more nuanced. It is the sum of these parts that yields remarkable results. You may, therefore, want to think of each Essential as a potential component piece in formulating a roadmap to becoming more remarkable. Every organization needs to determine its own starting point, its desired destination, and the pace at which it needs to get there. But, spoiler alert: I’d hurry if I were you.

I will devote a chapter to each of the Eight Essentials listed below. I will explain what they are, why they are important, and what it means to embrace them. In most cases, I will illustrate how to bring each Essential into practice through real-life examples of retail brands that are experiencing great market success. For contrast, I often highlight the decidedly unremarkable exploits of industry laggards.

Here are the eight:
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1. Digitally Enabled

2. Human-Centered

3. Harmonized

4. Mobile

5. Personal

6. Connected

7. Memorable

8. Radical

Table Stakes and Differentiators

To start, we need to understand the difference between table stakes and differentiators. Without putting stakes on the table, we risk being out of the game entirely. When we think about table stakes in the context of a long-term strategy, they are the basic requirements for achieving competitive parity. Differentiators, for their part, give us a real competitive advantage, build enduring customer relationships, and help sustain market leadership. They are our secret sauce or X factor.

In a world of rapidly shifting consumer demands, emerging new competition, and continuously evolving technology, what once were nice-to-have capabilities are now often must-haves. Given the great diversity of the retail industry, it’s impossible to detail today’s table stakes for every segment and subcategory of retail. Even if I attempted to compile such a list, much of it could easily be out of date by the time you read this. What’s ultimately most important is to get clarity on which elements of your business model are table stakes for your brand given the customers you seek to win, grow, and retain—and the competition you face today—and may face in the future.

Years ago, a retailer might have been able to differentiate its brand simply by having a decently functioning website. Today, it’s hard to imagine cases where that would be true. Many of the shopping features Amazon pioneered, like product recommendations and being able to store shopping preferences, were highly differentiating when first introduced. Today, many consumers would be disappointed if they were not options on any brand’s website. When I worked with Lands’ End, free shipping was an occasional promotional offer we would run, typically with a high minimum order value. Today not only is free shipping increasingly ubiquitous, but minimum order values have come down across the board. Many retailers are also offering free returns and exchanges. It’s important to stay abreast of the shifting tides of both table stakes and differentiators as they relate to the specific circumstances of your organization and refine and evolve your strategy accordingly.

For the most part, the major dimensions of the first six Essentials (Digitally Enabled, Human-Centered, Harmonized, Mobile, Personal, Connected) are predominantly table stakes. Again, the specific application of each will vary, sometimes considerably, by retail category and a given brand’s relative competitive position. But in my experience, failure to close any highly customer-relevant gaps in these areas is almost certain to become problematic for most retailers.

Memorable and Radical are typically ways that, when distinctive capabilities are put in place, retailers can become truly remarkable and thereby obtain a powerfully differentiated competitive advantage.

Memorable is the Essential that strikes most profoundly at the essence of what being remarkable is. Radical, the last Essential, points to how we become remarkable—and stay that way.

My Invitation

While all eight Essentials will influence the strategic challenges that your brand faces, not all of them will be equally impactful in the present moment. My suggestion is that as you read through the rest of this book and learn more about each of the Eight Essentials, you informally assess:

1. How relevant the particular Essential is to winning, growing, and sustaining enduring and profitable relationships with your current and desired future core customers.

2. Your organization’s level of distinctiveness on each.

3. The urgency to close any gaps (or extend a current leadership position).

4. The degree to which progress would have a material impact on your results.

5. The level of difficulty (cost, complexity, organizational barriers) to achieve the desired impacts.

Lastly, if possible, identify three efforts for each that you could get started on right now that would move your brand closer to remarkable.

My hope is that going through this exercise, even at a high level, will allow you to not only see the richness of the framework but also generate pragmatic action plans you and your team can initiate. By filling in more detail, you can assess your relative priorities and develop an initial roadmap for implementation.

Let’s get started.


CHAPTER 12
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Essential #1: Digitally Enabled

“When digital transformation is done right, it’s like a caterpillar turning into a butterfly, but when done wrong, all you have is a really fast caterpillar.”

—GEORGE WESTERMAN, PRINCIPAL RESEARCH SCIENTIST,

MIT SLOAN INITIATIVE ON THE DIGITAL ECONOMY

It is hard to overstate the transformative effect that digital technology and all its manifestations are having on the world. Within retail, the disruptive force of online shopping has created the most impact to date. Yet digital technology is increasingly being used in other consumer-facing technologies like virtual reality, voice-activated commerce, SMS, and the Internet of Things. The retail supply chain and store operations are registering productivity gains by employing robotics, RFID, bitcoin, and the like. A myriad of digitally driven marketing technologies, including artificial intelligence and machine learning, are being used to better understand and meet individual customer needs, as well as to automate more routine tasks to save companies time and money.

Digitally enabling the customer experience is increasingly at the heart of not only meeting the customer where they are (literally and virtually), but doing so in truly new and remarkable ways. As the COVID-19 crisis took hold, it quickly became clear that the retailers that had invested in digital enablement prior to the pandemic were dramatically better able to weather the storm and better positioned to navigate the aftermath and subsequent recovery. While nobody could have accurately predicted the timing and impact of a global pandemic, it became increasingly clear which capabilities were going to be important as retail evolved ever more quickly and profoundly.

More than all the other seven Essentials, digital enablement is the most dynamic and complex component of the journey to remarkable. Dynamic, because of the wide-ranging and vast amount of innovation that is manifesting and the accelerating pace at which it occurs. Complex, because many different, often complicated pieces must be well integrated. On top of that is the difficulty of deciding which technological innovations will have staying power and which are simply the latest bright and shiny object.

How difficult is it to stay current on the impact of digital change? Consider Moore’s law, which is the principle that computing power will double about every two years. While Moore’s law is far from the only driving force in the magnitude and speed of disruption, it is a big reason why digital technology’s impact on the pace of retail change has, in many cases, been more exponential than linear.

It’s difficult to grasp what this can mean after only a few years, particularly in the early stages of innovation, when initial impacts may be almost undetectable. As we are so far up the curve in so many areas today, this doubling can have effects that are enormous.

But it helps explain why we may fail to comprehend the potential of new applications, can fall behind so easily, and most urgently, can have a hard time catching up.

Untethered

In the first decade of e-commerce’s ascension, consumers primarily used their home or office desktop computers to do their online shopping. It was a completely virtual experience where the advantages were clear: 24/7 access, global reach, the long tail of product selection, generally lower product pricing, and so on. So were the disadvantages: inability to try on the product, no instant gratification, no sales help, etc.

Even as e-commerce began to chip away at the overwhelming dominance of brick-and-mortar stores, the physical retail experience remained basically the same for quite some time. To reap the advantages of in-store shopping, you had to travel to the store during the hours they happened to be open. Once there, if you wanted reliable product information, you had to track down a sales associate and hope that they knew what they were talking about. The products you could take home with you had to be in stock in that particular location. And when you wanted to buy something, you went to a sales register at the front of the store or located at a “cash wrap” in a merchandise department.

With the rapidly growing adoption of smartphones and tablets, the customer shopping journey is rapidly becoming untethered. The physical anchors of the home or office desktop are still commonly used, but whereas “online” shopping was a planned and intentional act, limited by a specific location and schedule, these constraints have all but disappeared.

Previously, what we called a “digital shopping” experience by definition meant you weren’t in (or even close to) a store. But more and more, what we once counted as an e-commerce shopping trip or sale, as opposed to one made in a physical store, is a distinction without much of a difference. It’s now a bricks-and-mobile world. The lines are blurred.

From a store operation and customer service standpoint, store sales associates are increasingly untethered from their point-of-sale registers, lending them the ability to work with a consumer at the real point of sale and arming them with the digital tools that can meaningfully enhance the customer experience. It’s also more common for sales associates to help customers via text, email, or chat, whether they are “at work” or not. In the COVID economy, “point of sale” has become even less determined by a particular location and whether or not the salesperson and the customer are proximate. In turn, services such as virtual personal shopping appointments have been rolled out by many retailers.

Live-streaming online commerce was already a multibillion-dollar, fast-growing subsegment of retail prepandemic. What some refer to as teleshopping 2.0—or next-gen home shopping—is now soaring to ever greater heights. Unlike QVC or the Home Shopping Network, retailers (Alibaba’s Tmall, Amazon, Wayfair, et al.) and social media platforms alike are more focused on younger customers, employing up-and-coming influencers to host sales events and trunk shows largely centered around luxury, beauty, and fast-fashion brands.

The use of digital devices by retail associates is on the rise. In some cases, it’s as simple as a web-enabled point-of-sale device, be that a desktop or a tablet. Apple was an early pioneer in this arena. More retailers are adopting innovations like Theatro’s intelligent technology to deliver critical information to store associates in the moment through a low-profile earpiece that connects them to other store team members or a centralized help desk.25

This untethering of both consumers and the retail associates who serve them is significant on many levels. Not so long ago, when we were shopping, our possible locations were well defined and the tools available to us were largely constrained by place and time. Similarly, receiving true customer service typically meant being face-to-face with a sales associate where they worked, during stores hours. Digital technology has made the notion of anytime, anywhere, anyway retail a reality.

As game-changing as this untethering has become, there is a correlated tethering aspect as well. Most of us, whether we are the consumer or the one providing the customer service, are never very far from our mobile devices. The virtually (in both senses of the word) constant connectedness reinforces how critical digital enablement is as a centerpiece of a remarkable customer experience strategy.

Digital Influence Is Profound and Growing

According to data from both Deloitte and Forrester, as well as from what many retailers have shared publicly, somewhere between 50 and 70 percent of consumers’ shopping journeys are influenced by a digital channel, a dynamic that has also been accelerated by the COVID-19 crisis.26 In some instances, digital influence is as straightforward as using a brand’s website to check store hours or find the nearest location. In others, the visit has considerably more impact on the customer path to purchase, ranging from in-depth research to ordering online for store or curbside pickup and everything in between.

For most retailers, the idea that a website should be mostly used for selling stuff online and having it home-delivered to a customer is very limiting. As mentioned earlier, Forrester’s data shows that digitally influenced brick-and-mortar sales dwarf total e-commerce volume, having grown to almost three times the revenues. If you were to remove Amazon from these figures, the impact would be even more stark.

During the last decade, digital’s role in influencing retail purchases (wherever the transaction is actually paid for or fulfilled) has risen from single digits to well over 50 percent in many categories and across most developed countries. And it continues to grow briskly.

Moreover, digital influence increasingly means activities are conducted on some form of mobile device. Again, estimates vary by product and geography, but the use of mobile devices in a shopping journey is rapidly approaching 50 percent all by itself. As smartphone adoption increases and mobile shopping capabilities improve, these penetration figures will continue to grow.

Digital-First Can Be a Trap

Given the nearly pervasive role of digital technology in our lives and its role in enhancing the shopping experience, it’s become popular to pontificate on the need for businesses to become “digital-first.” Some very good books and articles have espoused this point of view. And, if anything, the acceleration of all things digital as the impact of the coronavirus shifted consumer behavior tended to validate this way of thinking. Beyond the disruptor brands that started as online-only, many established companies have also trumpeted the digital-first mantra, including Apple, Nike, and Walmart.

While I once advocated this approach in blogs and speeches, I have come to understand that retail was merely evolving to a predominantly digitally influenced ecosystem, albeit one that was increasingly significant. Without question, the ability of these technologies to reset customer expectations and allow for retailers to deliver massively improved effectiveness and efficiency is huge. Entirely new business models have been made possible through these innovations. Yet the notion that our automatic position should be all things digital is often flawed.

From an efficiency standpoint, it is easy to argue that being digital-first should be the go-to strategy. When it comes to effectiveness, the story is far murkier. How do we define better? Frequently, the default position of all too many companies is to define better as cheaper, easier, or faster. That has led to a world of outsourcing, chatbots, highly automated call centers, more centralized operations support, and the like, all enabled by powerful software.

Digital Isn’t Always Better

By way of example, take the long-standing debate over whether analog music (i.e., a record on a turntable with a needle) is better than digital music. It has been scientifically proven that the analog sound waves best match the original performance. Yet the vast majority of people prefer the convenience and price advantages of digital.

So the definition of better has a lot to do with what you value at any given point in time. The same person can value different experiences depending upon the situation. Sometimes we are perfectly happy not to encounter a human being in the course of completing whatever transaction we are doing. That is, “Just help me get done what I need to do with no hassle—and please don’t try to sell me anything else.” Plenty of online shopping and in-store self-checkout works in this manner, as do many basic information requests, like making online account balance inquiries.

In juxtaposition to this streamlined approach are the drawbacks of automation. I think we all have come close to losing our minds when we get stuck in automation hell: the phone call to a store that no one answers, the call center menu that doesn’t present us with an option that fits our problem and offers no way to reach a human being, the website customer-support page that seems designed to confuse us. While in most cases the digital solution works well for consumers and saves companies money, plenty of other times an analog response would be far better. A 2018 PwC survey of 15,000 global consumers highlighted what many of us may be starting to sense.27 The study revealed that 75 percent of shoppers want more human interaction, not less.

While the pandemic made it harder to know what this will look like over the long term, it’s clear that most human beings still crave connection and often derive tangible benefits from what human beings can uniquely deliver. When it comes to preserving valuable customer relationships, it is often just smart business for companies to invest more in labor. Saving a few pennies per interaction via automation is a foolish trade-off if a more personal touch could resolve the issue and help retain a customer with high lifetime value—and who might spread the word about a remarkable customer service experience.

One of the reasons that most retail sales still occur in a brick-and-mortar location, even in the COVID economy, is analog’s general superiority over digital. While digital frequently informs or enhances a physical shopping experience, stores are at their core anything but bits and bytes. The ability to touch, smell, taste, and try on a product “in real life” is, for all intents and purposes, exclusive to the analog world. When we walk into a store, we visually experience products in a materially different way than even the best digital representations or simulations. The field of vision is wider and truly three-dimensional, the clarity is better, and important details can be distinguished, such as the true color of a garment. Most notably, of course, we can interact with people, be that our friends, fellow shoppers, or store personnel.

Digital Doesn’t Always Come First

Although consumers increasingly employ a digital channel even if the sale is ultimately consummated in a physical store, it is also true that lots of consumer sales originate in a brick-and-mortar location. We should not lose sight of this fact, even as sales literally rung up in a store continue to yield share to those that go through some form of online shopping cart.

If we adopt an exclusively digital-first mindset, we risk missing how critical nondigital experiences can be for certain customers for certain purchases. If the analog part does not go well, the customer may not ever make it to the digital part—or at least not on your website.

Indeed, customers desire to be “analog-informed” in many categories, even if they ultimately transact online. Many big-ticket purchases like big-screen TVs, automobiles, and furniture are great examples. In some cases, the customer has a strong desire to test-drive the product, sometimes figuratively, sometimes literally. More technical or complex purchases (putting an outfit together, completing a home improvement project, redecorating a room, etc.) often call for in-person sales-associate help and/or the ability to see multiple items together. The more the customer’s purchase decision is influenced by the ability to inspect quality and assess fit, the more prone the customer is to want an analog experience. And when customers don’t have that option (or choose not to avail themselves of it), product return and exchange rates are much higher.

What the pandemic taught us—or at least made glaringly obvious—is that it is rarely a matter of online or physical, digital or analog. It is most often a blend. And those that smartly (and sometimes surgically) use digital tools to enhance this hybrid experience are best positioned to win, grow, and keep the modern customer.

No Consumer Buys Technology

The other quarrel I have with praying to a digital-first god is that it requires a technology-driven mindset. When retailers say something like “we’re a technology company,” as Walmart did at 2019’s SXSW conference28, my strong response is: No. You’re. Not.

As a matter of strategy, brands should be focused on customer outcomes, not the means to deliver them. When a company adopts a “digital-first” mindset, it risks choosing a very particular hammer and ending up pounding a very particular set of nails. Instead, we should fall in love with the opportunity, not the way to fix it. And the opportunities we seek to exploit fundamentally benefit the customers we want to win, desire to grow, seek to retain, and motivate to spread the remarkable story of our brand.

Technology is an enabler, a tool, a means to an end—and an increasingly valuable one. But no consumer buys technology. They buy solutions and they buy into our story. If digital technology provides a better solution and helps tell a better story, go for it. But we should be careful not to blind ourselves to the role of analog processes and good old-fashioned human contact. While this looks rather different in the COVID economy, the underlying truth remains the same.

The Digitally Augmented, Led, Assisted, and Enabled Customer

As we endeavor to decide the role of being digitally enabled in our journey to remarkable, the salient question is not whether we should be digital-first or not. The questions should center on how digital technology will make the customer experience more remarkable. Call it augmented, assisted, enhanced, or enabled—it’s all really the same. The key is to dissect the customer journey and understand where technology can reduce friction or provide a real wow experience.

There is no one-size-fits-all prescription here. RetailMeNot conducted a survey that found 69 percent of in-store customers would rather consult a product review on their phone than ask a store associate.29 While this likely speaks to a broader consumer trend, it’s reasonable to assume that the action taken with this bit of insight would vary considerably by customer segment, the sort of product they are buying, and the type of store they are shopping in. It may also point to opportunities for stores to increase the knowledge of their store associates through different hiring practices, compensation models, and training, as well as providing them improved technology to better meet customer needs.

Sephora is one of many brands that are digitally augmenting the shopping journey by adding new shopping capabilities to their mobile apps. Features such as how-to videos, new product launches, the ability to see staff favorites, and more help the customer initiate the product discovery journey before they get to the store. Once in the store, among other features, the app allows them to scan a QR code to get detailed product information and see what other customers like about the item.

Broadly speaking, the pandemic initially shifted focus away from in-store digital enablement and hybridization strategies to supporting things like curbside pickup, virtual shopping, and the like. This was particularly true for the retailers that were behind on digital transformation and needed to react quickly. Companies like Walmart, Best Buy, Nike, and many of the leading digitally native brands that were already embracing the hybridization of shopping phenomenon now have an opportunity to extend their leads. Laggards will need to pick up the pace to get to parity, much less leadership.


CHAPTER 13
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Essential #2: Human-Centered

“Your call is very important to us.”

—MOST CALL CENTER AUTO-ATTENDANTS WHEN CALLERS ARE PUT ON HOLD

The idea that companies need to be “customer-centric” has been with us for quite some time. Google the term and your search results will come back with page after page of tips, listicles, white papers, books, blogs, videos, and articles on the topic. A common definition goes something like this: “Customer centric is a way of doing business with your customer in a way that provides a positive customer experience before and after the sale in order to drive repeat business, customer loyalty and profits.”30

The fundamental notion of customer-centricity has given rise to related terms like “customer-obsessed”—to which the folks at Amazon are quite attached—“client-centric,” “customer-focused,” and more. Many a CEO has announced, “We put the customer at the center of everything we do” or “‘Customer-first’ is our mantra.” Any number of companies will proudly tell you that they have a chair in their conference room to represent the customer.

Maybe you work at a company that is truly customer-centric. It’s far more common, however, that brands (retail or otherwise) miss the mark completely or fall well short. The customer-centric movement has mostly underwhelmed, and for too many companies the slogan ends up being far more talk than action.

The lack of success stories isn’t for lack of trying. And it’s not for lack of resources either. There are many case studies from which to learn, boat-loads of consultants to help design a plan, and no shortage of other resources to inform implementation.

If You Really Cared About Me . . .

Most efforts at becoming customer-centric are well intentioned. Most people charged with implementing such initiatives are doing the best they can. The underlying reasons that most companies aren’t close to being customer-centric are varied. Many efforts are underfunded. Overcoming deeply entrenched cultural barriers or organizational inertia can be challenging. Many companies lack the requisite talent, technology, or capital to fully deploy the right solutions. Return on investment can be hard to measure. Sustained efforts can lose out to near-term business demands and short-term profit pressures.

Yet all too often the reason comes down to this: we are only pretending to care. Because if we really cared, we wouldn’t consistently choose efficiency over effectiveness. We wouldn’t regularly pick the easier route and shun the more difficult path that could contribute to a remarkable experience. We would do the work to understand what our different types of customers truly value and find ways to treat different customers differently and in ways that truly serve them.

Many of the companies that espouse customer-centric goals are the same ones that employ very customer-unfriendly processes or practices of dubious honesty or transparency. For instance, one of the biggest revenue drivers for the consumer credit card industry is late payment charges. I have worked extensively on consumer credit card programs over the years, and I have no quarrel with the idea that companies need to get paid. But the fees consumers incur bear little relationship to the real costs, most notably because they are slapped on top of already high interest charges. By design, much of the revenue derived from these “gotcha” policies counts on customer forgetfulness or neglect.

Financial institutions are hardly alone. Nuisance charges like resort fees and various service levies show up all over the place. One of my favorites is when a tip is automatically added to a bill at a restaurant and the justification is that it was added “for your convenience.” Nice try. I am pretty sure it was added for their convenience, not mine. Many companies also make it super easy to sign up for their service, but make you jump through hoops to cancel.

The bottom line is, if these companies really cared for customers, the pricing would be transparent and fair, and it would be just as easy to cancel as it is to sign up. If they really cared, if our call was really important to them, they would answer the phone.

Opening the Aperture: Reframing Customer-Centricity

Beyond merely giving lip service to the goal of customer-centricity, I believe there are two other reasons many organizations have not realized the benefits of this highly coveted approach. The first centers on how we typically frame the issues when trying to understand customer needs and wants. The consumer research studies, customer satisfaction surveys, and other techniques that seek to give companies useful insight can be valuable but also have significant shortcomings. Some are well-known practical limitations of consumer research, like difficulty in finding truly representative samples, poorly formed survey questions, and biased responses.

Yet even when these challenges are overcome, many conventional methodologies designed to unlock the drivers of superior performance miss the mark. Many problems rest in basic survey design and structure. We may be measuring our performance against what we have predetermined are important purchasing variables that may have once been valid but no longer are. We may be talking only to current customers, when more relevant insights could come from listening to lapsed customers and/or prospects. We may need to more fully understand issues that are highly qualitative or emotional that do not readily lend themselves to the most common practices employed by most brands.

More broadly, though, the drivers of purchasing behaviors are complex. In his classic 1999 text Why We Buy, Paco Underhill unpacked many important elements of this question, including the interpersonal dynamics of shopping, how store design and other environmental factors affect our decisions, differing preferences driven by demographics, how to employ all six senses to enhance the retail experience, and many others. What Underhill’s (and others’) work points to is that dissecting customer behavior requires a balance of art and science, with the acknowledgment that human behavior is ever-changing and nuanced and that emotions drive much of it.

Fundamentally, though, once we understand that people buy the story before they buy the product, we have to expand our view of what goes into a purchase decision. It’s rarely all about the product or customers simply trading off price against functional features and benefits. As discussed in an earlier chapter, plenty of products that are virtually identical in their ability to meet a need perform completely differently as a brand story. A used Kia will get me to work as well as the top-of-the-line Tesla, but each makes a very different statement. An inexpensive tote bag holds all our stuff as well as (maybe even better than) the Louis Vuitton handbag, but they are hardly interchangeable products in most people’s minds. Many health and beauty products are virtually the same except for their container and packaging, but price differences can be vast, which probably helps explain why Charles Revson’s quote that “in the factory we make cosmetics; in the drugstore we sell hope” has had such a long life.

In addition, the path to purchase (or customer journey) continues to evolve dramatically, and often in unpredictable ways. Before the digital revolution, most customer journeys were relatively straightforward, leading to a fair amount of uniformity in consumer behavior by both customer segment and purchase occasions. Insight was in turn far easier to glean. In recent years, there are probably as many paths to purchase as there are customers and all the different products they buy. As a practical matter, these nearly infinite journeys must be simplified in order to inform a customer-centric strategy. The challenge to turn insights into action is far more complicated and demands new approaches. Gone are the days when a few focus groups and/or a simple quantitative study would yield the results we want. Turning insight into action requires an ability to work with vast quantities of data, sophisticated analytic skills and supporting software, and a unique ability to meld left- and right-brain thinking.

The second challenge of historical approaches is limiting our view of the people (individually and collectively) who need to be considered and enrolled in our efforts to drive remarkable results. Clearly a laser focus on our target consumers is critically important. Yet the journey to remarkable requires a broader system of people (those who work for us, with us, are connected to us), processes, practices, technology, and so on that must be engaged to drive the outcomes we desire. While some companies do a decent job of dialing their employees explicitly into their customer-focused efforts, many don’t. To be truly remarkable, we must open our aperture considerably, intentionally engage more constituencies, and choose to move from customer-centric to human-centered.

The Quest for Empathy

Empathy has never been a big part of how most retailers train their employees, derive insights into customer behavior, and ultimately execute their strategies. A probe into the retailers that have failed in the last decade, along with those at the precipice, might well reveal that their empathy skills were as lacking as their strategic and operational capabilities.

Empathy often gets a bad rap. Within most retailers I have worked with, showing your emotional side is rarely rewarded and often scorned. It’s often seen as a sign that you aren’t tough or analytic enough to make the hard decisions and hit your goals. In a business setting, empathy can be seen as amorphous, unmeasurable, vague, and dare I say, weak. This attitude makes little sense.

Management movements like lean manufacturing and Six Sigma, along with the broader shift to all things digital, typically don’t leave much room for soft skills. And as we saw earlier, the reflexive action of companies that find themselves in trouble is to hunker down, manage by the numbers, and focus on short-term efficiency. Yet acting as if basic human feelings and intuition are not important can be incredibly shortsighted. In fact, it can backfire.

What became readily apparent as the COVID-19 pandemic unfolded was that basic safety issues moved to the forefront. While some, rather inexplicably, denied the undeniable, most people, businesses, and institutions worked to address our fears—entirely rational or otherwise. Smart companies tilted toward valuing relationships over transactions, with many acting far faster than some governments to roll out testing and sanitation practices. For most of us, the crisis was a reminder of our humanity and the truth that we are all connected in so many ways. Creating more trust was at least a partial antidote to fear. It turned out that expressing a little more empathy served us well in both our personal and our business lives.

“Think higher, feel deeper.”

—Elie Wiesel

Of course, much of marketing today has shifted toward leveraging customer data and applying advanced and often incredibly sophisticated techniques, enabled by ever-evolving software—much of which can only be understood by PhDs and others with advanced degrees in data science. For the rest of the organization, it is the proverbial “black box.” While I have not seen precise data, the number of marketing-related interactions that are driven by decidedly unemotional algorithms and behaviorally triggered computer programs has skyrocketed. These systems are pretty good at measuring things like buyer frequency, number of items purchased, and total spending. They are all about just the facts. Yet the remarkable organization strives for loyalty and the passion to spread its story. Yes, these can be seen as behaviors—but at their core, they are emotions.

One of the most basic human needs is to be seen, to be met where we are—not as a number on a spreadsheet, a job to be outsourced, or the seventh caller on hold in a queue. As long as we sell to people, employ people, and are connected to other people (in real life or virtually), we will need to develop and flex our empathy muscles. Empathy is inherent to great storytelling and to getting our stories to spread. Simply stated, being able to tap into empathy is a requirement for making our journey to remarkable.

Human-Centered Retail

Being human-centered takes into account a broader view of humanity and asks us to think through the role that different groups of people play in making our brand remarkable. Like many things, retail also takes a village. This is not some New Age philosophy, socialist agenda, or academic theory. Instead, it asks all of us to accept and act on several emerging truths:

1. “Customer” can connote a largely nameless, faceless “target.” While perhaps subtle, “human” brings in more emotion and points to the connection we all share. “Customer” tilts left brain. “Human” dials up the right.

2. Consumers are increasingly, and often significantly, influenced by their family, friends, social networks, and societal factors at large, in addition to all the people who contribute to a company’s value chain that delivers on our brand promise. Without explicitly designing our strategies with this in mind, we will create problems and miss opportunities.

3. One of today’s powerful trends is consumers’ growing interest in a brand’s purpose and overall impact on society and the planet. Concern about whether clothing and other items are sustainably and ethically produced is one of many emerging hot areas. Brands big and small are garnering attention and winning customers by contributing to areas like social justice, poverty reduction, clean water, and more. Being human-centered means understanding the impact of our products on all of humanity and incorporating that into our mission and strategy.

Mostly, being human-centered means acknowledging the interconnectedness in everything we do, not as a political statement or religious principle, but as a reality of achieving the results our organizations desire. More times than not we—for our organizations and society at large—are far better off thinking humans first, transactions second.

Humanity: Eight Kinds

Implementing a human-centered strategy must begin by contemplating in some detail which groups are important to us, assessing their role in driving the outcomes we seek, and understanding what needs to happen to support our remarkable journey. With this knowledge we can identify and prioritize the actions we need to implement.

There are many ways to group the constituencies and stakeholders we must consider. Here’s my preferred way to organize them.

1. Consumers: Seems simple enough, but we must be sure to include current customers, lapsed customers, and prospects; i.e., all the important individuals we seek to acquire, grow, retain, and spread our story.

2. Tribes: I’m using this term, at least broadly, in the way that Seth Godin did in his 2008 book of the same name: “a tribe is a group of people connected to one another, connected to a leader, and connected to an idea.” The interplay among members of our target consumers’ tribes is what helps us gain insight into their collective needs. Importantly, tribes are central to spreading our brand’s story.

3. Networks: The principal difference between a network and a tribe is that while many of the dynamics may be similar, there is less organization around a leader and a shared idea. Your book club is probably a tribe. Your group of Facebook friends or Instagram followers is a network.

4. Employees: It’s not a new idea to include an organization’s employees (or “associates” or “team members,” as many retailers call them) explicitly in our strategy. In human-centered retail there are two emphasized factors. One is to include and connect them to the broader view. The other is to be sure to dial in more of their emotional considerations.

5. Investors: Without capital, few enterprises can achieve their goals, so we may find ourselves borrowing money and/or seeking equity funds. Financial firms are often seen as nameless and faceless, solely motivated by greed. But many will connect deeply to a company’s mission and become more proactive partners.

6. Collaborators: This used to be more straightforward. Every organization has different partners in their success: product vendors, marketing agencies, delivery companies, and so on. They are all included in this group. What’s new is the degree of cocreation and the alliances that are being forged, even among competitors. Amazon and Kohl’s collaborative efforts on package pickup and returns is but one recent example.

7. Our Community: Getting involved in city-wide or neighborhood activities has often been an arrow in the quiver of local, independent retailers, but being mindful of both the critical inputs and our impact on the places we live is moving to the forefront. And if you have ever been to a planning commission or school board meeting you know that emotions often carry the day over facts and figures. One of the many lessons the pandemic taught us was that, in many ways, it is somewhat paradoxically in our own self-interest to put “we” above “me.”

8. The Planet: Although one would hope that corporations and governing bodies alike would pay more attention to this, for the most part it isn’t happening. The growing climate emergency, among other geopolitical concerns, is creating a need to understand the impact of our actions beyond our primary customer base and the specific markets we operate in. We ignore these issues at our peril. More broadly, when we understand our customers better, we can see how we might create new opportunities to elevate the story of our brand.

Understanding the Journey

One of the great challenges in designing and implementing a remarkable strategy is to sort out what customer intimacy looks like in a digital world. When you strategically choose your customer base, you can design a strategy to treat different customers differently. This is where Essentials #1 and #2 intersect.

To determine the right focus and emphasis on all elements of our customers’ experience, you have to dissect the path to purchase, most specifically through some form of customer journey mapping. One way is to create multiple maps, based upon different customer segments, for different types of products. In other words, if you were in the home improvement warehouse business, you might have different maps for contractors, landscapers, experienced do-it-your-selfers, more casual homeowners, and so forth. Within each of these segments, you might break out different purchase occasions where the journey might involve different touchpoints and customers might shift their preferences. For example, an inexperienced homeowner might do a lot of online research if they need to buy a new gas grill, but they might just pop into the nearest Home Depot, Lowe’s, or local hardware store for an inexpensive maintenance item based more on impulse and proximity.

There are many resources and different views on how to do customer journey mapping. The overall guidance I would offer is as follows:

• Be vulnerable: We open ourselves up to so many more possibilities when we can be rigorously honest with ourselves and others, admit we don’t have all the answers, and seek help from those whose skills and perspectives complement our own.

• Go deep on the details: It is not enough to stay high-level with only what amounts to a twenty-first-century purchase funnel diagram. We must get granular on the key moments of truth that take customers down our path versus another.

• Clarify and weigh the digital vs. analog decisions: At critical points in the journey, what is the role of digital vs. analog? Are we seeking effectiveness or efficiency? Could we shift to digital to increase accuracy and speed while lowering costs? Could we go more analog in an attempt to create a wow experience or create more empathetic human connections?

• Understand how the eight kinds of humanity are relevant and affected: Think through the possible roles of each of the different constituencies in contributing to delivering a more remarkable experience, while also considering the impacts on them from our actions and mitigating any risks.

• Prioritize actions based on potential impact: At each moment of truth, determine opportunities to address meaningful pain points, areas where parity performance is required and where the experience could be amplified to provide meaningful customer delight.

Design for Remarkable

One of the most promising developments in advancing human-centeredness as an essential component of retail strategy is the increasing traction that human-centered design (HCD) is gaining. As an applied discipline, HCD involves the key users (customers, employees, etc.) right up front to deeply understand which problems need solving. Unlike some of the consumer research techniques I alluded to earlier, HCD is explicitly focused on unearthing the needs, feelings, and emotions that must be considered in concert with more analytic thinking to find the best solutions. Rapid prototyping is also an essential element.


Figure 13.1 Human-Centered Design
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IDEO, the design firm that has been closely aligned with Apple, drove some of the earliest applications within retail. But many other firms now emphasize HCD, and brands such as Nike and Nordstrom, along with several newer retail brands, are reportedly employing these techniques.

Retail with Soul

It may be just a matter of time before our robot overlords seize control. Maybe in the not-too-distant future I will be able to write a book or craft a keynote with the help of a neural network. And to be perfectly honest, if Amazon’s algorithm helped you find this book, then who am I to complain?

Human-centered retail is by no means a rejection of technology or denying the inevitability of certain digitally driven outcomes. In fact, there are many opportunities to go faster and smarter through the intelligent deployment of retail technology. And who knows what the future will hold?

Among the many important and insightful points Rishad Tobaccowala makes in his excellent book Restoring the Soul of Business: Staying Human in the Age of Data is that “successful individuals and firms can never forget the importance of people, their emotions, the culture of an organization and what cannot be measured.”32 This is what he refers to as the Soul of a Company, and he goes on to warn us about chasing too much math and too little meaning.

“I’ve learned that people will forget what you said, people will forget what you did, but people will never forget how you made them feel.”

—Maya Angelou

At the same time, the emotions that influence the products we buy, the places we work, the people we are most connected to, and the stories we will share are deeply human at their core. Being human-centered does not cause us to be either/or when it comes to what machines can do and what rapid advances in all things digital may mean. When we choose where to buy a utilitarian product to get it off our to-do list, very little humanity creeps into our calculus. That’s not our challenge.

The retailer’s challenge is to understand where emotion, connection, and belonging make a real difference. Our challenge is to find those places where a little bit of soul delivers a whole lot of remarkable.


CHAPTER 14
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Essential #3: Harmonized

“Silos belong on farms.”

—BOB THACKER, FORMER SEARS VP, MARKETING

Ever since certain CEOs started saying “omnichannel” in just about every sentence, the term has become problematic. First, it was always ill-defined. It’s hard to find any definition that is terribly consistent or appropriately comprehensive. Second, it was often served up as the panacea for what ailed every struggling retailer—and therefore became the centerpiece of many a conference keynote, white paper, and technology-provider sales pitch. Lastly, and most importantly, to the extent it was pointing at the right idea, it was muddled by the “omni” part. Simply stated, a great customer experience has never been about being everywhere and being all things to all people. What matters is showing up for the right customers, at the right time, where it really matters, in remarkable ways.

In retailers’ rush over the past several years to pursue all things omni, too many embarked on an expensive, complicated, and time-consuming set of initiatives without adequate prioritization and a clear sense of how customers would be positively impacted. Unsurprisingly, this everyone-out-for-a-pass approach resulted in some less-than-stellar implementations. Many companies are discovering that they are merely investing heavily in channel integration largely to accelerate a transfer from physical stores to online, often with lower profit margins and declining return on invested capital.

Two other issues are common in my experience. Sometimes what gets talked about as “omnichannel” is really just shorthand for facilitating cross-channel customer activities (like BOPIS, curbside pickup, or being able to check physical store inventory from a mobile device). These efforts fall under the goal of delivering “seamless integration” between channels. They can be valuable, but in and of themselves, they are not necessarily providing a more holistic and remarkable experience. Besides, when was the last time you had a customer say “I like what you’re doing, but there are just too many seams”?

In other cases, being “omnichannel” really means improving a company’s digital capabilities, which most often helps a company get better at e-commerce. Any company that brings its online operations up to snuff is simply becoming better at operating in multiple channels. That doesn’t guarantee that the overall customer experience is meaningfully enhanced. More damaging, though, is when companies validate their investments by expecting improved investment returns exclusively in online purchasing, to the point of treating e-commerce as a distinct entity with a separate profit-and-loss statement. This practice can cause a misallocation of resources. For example, if spending on improving digital capabilities must be justified only by generating additional online shopping sales, retailers will systematically underinvest. Why? As we saw earlier, digital influence, on average, generates more in-store business than digital sales.

I’d Like to Teach the World to Shop in Perfect Harmony

Showing up in remarkable ways in the moments that matter in a customer’s journey is what I call “harmonized retail.” The word “harmonized” has important advantages over “omnichannel,” “unified commerce,” “seamless integration,” or any of the other terms being used to describe the changing nature of shopping. Creating a harmonized shopping experience is substantively different in two key areas. I also like the evocative nature of the word itself and its connection to how we want our customers to feel.

Harmony means two or more notes, played at the same time, that create a pleasing sound. This positive congruity comes from the way harmony resolves discordant notes and the way we experience well-played notes in concert, building on each other. To some degree we enjoy a beautiful piece of music because it is performed well. But underlying that is the strong feeling it evokes.

I wish to make two important distinctions between harmonized and the way the other popular terms are most commonly understood and put into practice.

First, much like when composing a piece of music and orchestrating a performance, we must have a precise understanding of how each instrument (including voices) can contribute to how the whole effort comes together. Of course, what a trumpet can do is very different from what, say, a drum or French horn does. And each instrument’s role will vary depending where we are in playing the particular song. When the next song comes along, and the next, and the next, each is arranged and performed in a completely different manner. In some compositions, a particular instrument may have little or no part to play. In others, it plays the solo.

In my experience, many omnichannel strategies tend to treat all the major components that help deliver the customer experience somewhat the same. There is often not a detailed enough understanding of how shopping journeys vary depending upon the product or service being sought and how different customers navigate those journeys and value those different pieces.

To be remarkable, it is not enough to merely integrate or unify all the component pieces of an often complicated path to purchase for the different customer segments we wish to win, grow, and keep. They all have to sing beautifully together.

The second distinction centers on where we focus our attention. The omnichannel, seamless integration, and unified commerce movements are most often focused on reducing friction or “pain points” in the customer journey. I call this eliminating “discordant notes.” While removing friction is better than ignoring it, the correction doesn’t automatically convey a real competitive advantage or help us tell a better story. Indeed, implementing a harmonized retail strategy should find the discordant notes and resolve them.

Before delving into what can be expensive, time-consuming, and complicated mapping of the customer journey, I often suggest that companies do a “friction audit” to quickly identify the discordant notes in the process. In my experience, many can often be quickly and inexpensively addressed. The rest can be tackled over time. By itself, this approach is not likely to deliver remarkable outcomes, but it can deliver some quick wins and provide some traction for more involved efforts.

Much as amazing music often stacks pleasing and distinctive notes and instruments on top of each other to build a beautiful sound, the second element of harmonized retail involves dialing up the most impactful and memorable parts of the customer experience for beautiful results—what I sometimes refer to as “amplifying the wow.” Whereas the first element is largely about getting rid of a negative, this is about accentuating the positive. The trick, of course, is to understand where the maximum leverage is with the different customers your brand serves. In some cases, the part of the customer journey to distort will be rather clear. Apple’s wow, for example, is largely around product design, whereas Warren Buffett–owned Nebraska Furniture Mart centers on its incredible assortment. In other cases, through detailed mapping of the customer journey, “borrowing” ideas from other industries, and applying human-centered design, new wow opportunities can be uncovered.

When we look at the retailers that are doing well right now in this age of digital disruption, we can see how harmonized retail resonates more strongly and provides a far more prescriptive—and therefore, I would argue, more useful—approach to implementation.

Working to eliminate the boundaries between online and offline—and building on the power of hybridization—is at the center of Alibaba’s “New Retail” strategy. By using advanced technology and personalization techniques, Alibaba is blending the best of the digital and physical worlds, with a customer’s mobile device at the center of the shopping experience. While the notion of anytime, anywhere, anyway shopping has been a goal, it is becoming closer to reality in the company’s Freshippo (or Hema) grocery stores, which are being rolled out in many Chinese cities. By utilizing their stores as mini-distribution centers, Freshippo can cost-effectively and quickly provide home delivery for customers who live within a certain radius. A customer can order, for example, fresh seafood however they want it: home delivered, picked up raw to take home, or prepared to take away or eat in the store.

Nearly all aspects of the shopping journey are navigated through the Freshippo or Taobao app, including integration with the company’s payment platform, Alipay. When it comes time to check out, facial recognition is used to uniquely identify the customer. By breaking down the silos and centralizing activity on an individual consumer’s mobile device, the company garners tremendous amounts of data that enables both customer personalization and management insight to get the product assortment and inventory levels optimized.

One Brand, Many Channels

The essence of harmonized retail is accepting the truth of what was discussed in part one of this book: customers don’t think or care about channels. The customer is the channel. And the lines between channels and touchpoints continue to blur.

In this light, we can see that while historically the overwhelming majority of retailers have organized themselves vertically (by shopping channel, by product category, by geography), from a customer’s perspective a retailer’s brand must have one consistent voice across channels and the journey should be felt as one largely uniform experience, regardless of how the customer chooses to interact. We may think, act, and be organized vertically, but the customer sees our brand as horizontal.

To execute a remarkable harmonized strategy, beyond doing the detailed customer journey mapping to unlock the pain points to eliminate and the wow elements to amplify, retailers must therefore become fundamentally channel- and platform-agnostic. Our goal is to win, keep, and grow customers based on how they want to shop, not the way we want them to. We must recognize that the blended channel is now the only channel, and we need to leverage deep customer insight to understand how various customer segments navigate the customer journey across the many channels and touchpoints that comprise modern shopping.

The campaign to dial up and design a great implementation strategy risks being all for naught if some underlying barriers are not addressed. The largest obstacle to bringing a harmonized strategy to life is most often the siloed nature of many, particularly larger, retail organizations. At a time when brands must behave horizontally, many retailers are still chock-a-block with silos, and not only in their sales channels. It is still common to find channel-centric organizations, P&Ls, customer databases, marketing attribution, overall performance metrics, and organizational incentives.

At one large retailer I worked with, we decided to create an enterprise data warehouse that merged all the data from various sales channels (full-price stores, outlets, internet, and catalog) and assess total brand performance. The analysis produced many “Aha!” moments. We clearly demonstrated that having each channel operate in a siloed manner (i.e., each had its own marketing budget and only counted sales in its channel in its ROI calculations) wasted a lot of money.

A prime example is that when the store channel marketing team sent a promotional mailing, it would only look at the response it got in the store channel. Conversely, when the direct-to-consumer team sent out any form of direct marketing (mostly emails and catalogs at this time), it only counted response from the mail-order and e-commerce channels. This meant we were systematically undercounting the performance of these marketing campaigns. The practical effect was that we would cut back or eliminate campaigns that were in fact working. And since we were constantly evolving our targeting strategies and updating our prediction models, we were doing so with data that was far more limited than it should be. When we re-examined some of the campaigns from a brand perspective, rather than the siloed channel view, a very different picture emerged.

Also, each channel was paying attention to how many times it contacted a particular customer, but we were not doing so at the brand level. Even though it is common practice to say that customers who shop in multiple channels are your best customers, it is really the converse: your best customers tend to shop in multiple channels. And we were no different. Each channel’s marketing models tended to send more campaigns to you the more you shopped. And since our best customers tended to shop in multiple channels, not only did they get a ton of stuff from us, there was little or no coordination in the messaging and sequencing. When the head of customer insights at the corporate level did an analysis of opt-out rates, he discovered that they were the highest among the top decile enterprise customers. Further analysis revealed they might be getting more than 250 pieces of marketing treatments each year collectively from our three different marketing groups. This didn’t include phone calls they might get from store associates. Houston, we had a problem.

Most powerfully, this integrated 360-degree view provided more robust all-channel segmentation that showed a wholly different picture of customer behavior, loyalty, and lifetime value. Armed with this knowledge, we could do a much better job of understanding customers’ needs and finding opportunities to improve personalization. This allowed us to initiate a series of pilots to prove out the investment returns possible for our new, nonsiloed, more harmonized approach.

Making this happen required consolidating many marketing activities and budgets at the enterprise level, agreeing to deploy new marketing response models that were focused on individuals, not our sales channels, implementing new software, and making more of our scorecards and bonus structure geared to the customer, not the organization silo.

The Store as Brand Hub

For many legacy retailers, as well as for many DNVBs, sales rung up in brick-and-mortar locations will remain the biggest contributor to sales for quite some time. Moreover, as noted elsewhere, the store’s role in driving online business (the so-called halo effect) can be significant.

In deploying a harmonized strategy, you should not label physical stores as a channel or distinct economic unit with its own four-wall profit-and-loss statement. Instead, you might think of the store as the hub of a brand’s ecosystem for a given geographical area. Yes, the store is a place to buy goods, get in-person sales help, and achieve immediate gratification, but it is also so much more. It’s a marketing billboard, a mini-warehouse, a pickup and returns center, and a showroom. Done right, it can deliver a sense of community in ways that no purely digital experience can ever aspire to. In many ways it is a stage upon which we get to tell the most elevated, curated, and remarkable stories about our brand. This emerging view of a digitally enabled, brick-and-mortar shopping experience is a big driver of the new DTC push we discussed earlier.

To the extent the pandemic has had a positive impact, it has caused many brands to see this all more clearly. As much as it’s elevated the conversational shift toward e-commerce and all things digital, it may actually be the redefinition of the store and the further embracing of the blur that has the longest lasting impact.

When you think of the store’s role differently, the way you assess performance changes. The investment decisions you make are cast in a different light. You are better able to see the whole of your customers’ relationship to your brand. You see the power in the blur, which drives you to design, stock, and manage physical locations in potentially bold new ways.

First, you have to throw out the old. The retail industry has used “same-store sales” (or “comparable store sales”) as a key indicator of a retailer’s health for decades. Close behind it is sales per square foot. Both of these are increasingly irrelevant metrics. Holding on to them is a decision to hold on to the past, to refuse to accept that those metrics were built for a retail world we no longer live in. You’re not measuring bricks versus clicks. It’s all just commerce.

The End of Same-Store Sales

Implementing a harmonized retail strategy demands new total brand, customer-centric performance indicators that reflect the intertwined role of digital and physical channels in winning, growing, and keeping customers. The store is rarely remotely close to being a distinct economic entity, so why would our key metrics treat it that way? Thinking about e-commerce as its own business unit is similarly unhelpful. Physical drives online, and vice versa. The way we design performance goals in a harmonized world needs to reflect this.

The following new key metrics are not exhaustive, but they better reflect the new retail reality—that the customer is the channel—and point us to where we need to evolve:

• Same (comparable) trade area sales and profitability growth. Given the growing influence of online and the store’s role in supporting e-commerce, combined year-over-year sales growth in a defined store trade area best measures the overall health of the brand and whether share is being gained or not on a location-by-location basis (as well as for the chain overall). It may well be the case that sales literally rung in a brick-and-mortar location may decline a bit, but the overall market area may rise—given the strength in online shopping, assisted by a visit to the store. Measuring trade-area profitability is also relatively simple, making it easier to determine which stores merit closure.

• Same (comparable) customer segment growth and profitability. Actionable customer segmentation is at the heart of being more customer-centric, and a company that is committed to this path should have specific acquisition, growth, and retention goals for each of its major customer cohorts (or personas), in total and by sales channel. Being able to dissect performance by stage of engagement, by channel, and overall is enormously beneficial in unpacking enterprise performance drivers. Ideally some form of modeling customer lifetime value can be developed as well.

The new thinking that needs to go into a retailer’s performance evaluation is important, but of course this also informs how shopping center operators and retail landlords must rethink the value of what they deliver and how they should be compensated.

Embrace the Blur

Embracing the blur that is shopping today and working in highly targeted ways to harmonize the customer experience are at the heart of many winning retailers’ strategies. This philosophy is a big factor in the resurgence of Walmart, Target, and Best Buy. Many other retailers that are defying the retail apocalypse are deploying well-harmonized retail strategies as well, including Nike, Ulta Beauty, and The Home Depot.

The notion of embracing the blur is also central to the growth of digitally native vertical brands’ brick-and-mortar expansion plans. Like some of the catalog companies that moved into physical retail decades earlier (e.g., Williams-Sonoma and REI), these start-ups benefit from being founded on the principle of the customer being the channel. Opening stores is seen as inherently complementary, with integration taken as a given. When a brand like Warby Parker or UNTUCKit opens a store, it understands that its digital presence drives brick-and-mortar and vice versa. Its physical store is both a customer service center and advertising for the brand regardless of where the customer ultimately transacts. Similarly, digital advertising may drive a customer to a website sale or an in-store transaction. It’s all one thing.

While the economics of scaling a DNVB strategy can be highly challenging, these brands often have important advantages over their legacy competition. First, they never established the data, technology, inventory, organization, and measurement silos in the first place. Second, their initial launch was 100 percent digital, which gave them both a cultural and customer data edge over most of their more traditional competition. Third, the stores they are opening can be sized and located based on today’s real estate and competitive realities, and outfitted with the latest technology, fixturing, and design thinking. Many of their competitors have stores that are too big, poorly laid out, outdated, and not necessarily located where the best new retail is today.

Much can be learned from how these newer brands bring a harmonized strategy to life. But old dogs can learn new tricks as well, as evidenced by how quite a few relatively mature brick-and-mortar dominant retailers are driving compelling results for their customers and their investors.


CHAPTER 15
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Essential #4: Mobile

“We no longer go online, we live online.”

—GOOGLE33

Central to addressing the blurring of online and brick-and-mortar is understanding the tremendous—and still growing—role of mobile devices. Their increased use not only permits consumers (and retail associates) to perform a huge number of valuable tasks that were next to impossible a decade ago, but smart devices also provide the connective tissue between the digital and physical worlds.

Aspects of this mobile world are embedded in the other Essentials, particularly Digitally Enabled and Harmonized. But you have not gone nearly far enough if you merely inject mobile-based thinking into all the other aspects of your strategy to be remarkable. The growing penetration and use of smart devices is one facet of sales to consider. More profound, however, is how consumers relate and engage with these devices, how the definition of location and what it means to be proximate is being upended, and how the relationship between consumer and retailer has been forever altered.

Location 3.0 and the Redefinition of Proximity

Before the widespread adoption of mobile devices, retailers employed an old adage as a key determinant of a store’s success: location, location, location. Of course, what they meant back then was the physical location of the store. That typically involved selecting a trade area that contained enough of the right “target” customers to support the necessary store volume; the right mall, shopping center, or streetscape to be convenient to those target consumers; and a number of site-specific criteria like appropriate cotenancy, desired total square footage, good visibility from various viewpoints to capture the most traffic, and so on.

Until recently, for most retailers, the impact on digital sales was not factored into store-opening investment decisions. The same was true for store-closing analyses. Unfortunately, there is not a good source for how retailers are considering store-opening and -closing decisions in light of digital disruption, but anecdotally I can tell you, mobile’s impact is not being factored into the process nearly enough.

That’s a huge mistake. The nearly pervasive use of smart devices gives whole new meaning to location, from both the consumer and the retailer perspectives.

No longer must the proximity and the specific attributes of a given location be the primary driving forces for why a consumer decides to go visit. For some consumers, cotenancy, shopping center access and egress, and many of the specific store design elements have little or no influence on their decision to buy. Similarly, all the work to make the store a billboard for a brand and convert traffic that walks through the door is far less important to consumers who mostly shop the brand online.

In a time when a mobile device can perform many of the functions of a brick-and-mortar location, obtaining product information, placing and picking up an order, etc.—and when many consumers are constantly connected to their phones—the definition of location is now quite different. The old adage that served brick-and-mortar site selection should best be seen as location, location, location 1.0. As e-commerce as a transactional channel added a wholly new definition of location that brought home, office, and coffee shops into the equation, that might be called version 2.0. Now the blurring of the channels that is largely driven by the near ubiquity of mobile devices radically redefines what we mean when we consider the practical definition of convenience and access. Let’s call it location 3.0.

This new location 3.0 blows up the definition of proximity. For many consumers, if our brand commands their attention and we are executing a harmonized strategy, our brand has the potential to be always proximate, always accessible, always open. Whether our brand is remarkable in those moments that matter now becomes the challenge.

Retail’s New Front Door

In a 2015 Google Think article, Target referred to mobile as “the front door to the store.”34 Their research showed that 98 percent of their customers shopped digitally, and three-quarters of them start their in-store experience on a mobile device. Since then, industry-wide research supports the growing importance of mobile as the primary driver, or an important companion, to the customer journey. Besides Target, many retailers have shared their anecdotal experience supporting the rapidly expanding and increasingly critical role of mobile.

The logical implication is that a good deal of the historical work of a brick-and-mortar location has been replaced or complemented by digital interactions. Clearly mobile can be more convenient when it allows customers to perform functions that they previously had to go to a store during open hours to make happen. Mobile is often faster than a wide range of analog shopping tasks. Mobile often enhances a traditional brick-and-mortar experience by adding new functionality or complementing a sales associate’s knowledge base. From a customer acquisition or brand reinforcement standpoint, aspects of any retailer’s brand marketing can be done wherever the customer happens to be. Mobile literally meets customers where they are, acting as both advertising and the gateway to shopping. Mobile is not limited by drive times, traffic, parking, store hours, or inventory availability. Mobile supplements what a great location and traditional advertising historically have done by greatly extending customer reach.

For digitally native consumers in particular, a mobile device may be literally where they first get exposed to and learn about our brand, particularly when their journey is search dominant. Their pathways to a particular brand’s site will most likely be completely different from what caused them to first cross the threshold of a brick-and-mortar location. And this mobile-first impression is clearly much different than walking into a store. But just like we must think about how to reach customers and give them a call to action for driving traffic to a store and converting the sale, so too must we understand how best to pull these levers in a digital, largely mobile realm.

Always Shopping

Many people think of mobile as a device or a channel. Mobile is really a consumer behavior, fast becoming the dominant way for engaging customers wherever they want to shop. Even though so many customers are joined at the hip with their mobile devices, it is not completely accurate to say that consumers are always shopping, but when their intention shifts—out of boredom, a sudden realization, or merely freeing up time—to shopping mode, it can be activated instantaneously. Traditional store shopping, buying from catalogs, and the presmartphone world of e-commerce consisted of largely intentional acts, which often meant setting time aside to get to a place where you could browse and/or transact. Mobile eliminates most of those constraints. We no longer have to go to the store or go online. We live online.

By leveraging the Mobile Essential, retailers can be where they need to be for those customers that want them, addressing their needs in compelling ways. In that instant when the customer shifts to shopping mode, we must be ready. Casey Carl, former chief strategy and innovation officer for Target, has said, “There’s no longer a delineation between how our guests live life and how they shop; they just shop whenever they have time. They want to flow seamlessly across all of our channels . . . and we’ve got to make that happen by having the right underlying architecture.”

Living la Vida Local

To adapt and respond to a world where customers can decide in an instant that they want to shop, we have to realize that local takes on new meaning. How can we meet the customer in remarkable ways wherever they are? In the good old days, we reached them by traditional marketing channels. A customer might be sitting in a coffee shop reading the Sunday newspaper and our circular spilled onto the floor. In their car our radio ad would come on. At home a customer might open a piece of direct mail promoting whatever sale was coming that weekend. While the marketing communication could impact their future intent to shop, they had no immediate ability to act on it. As the retail marketer we didn’t know where they were, who they were, and whether they engaged with our advertising. And even if we did, we couldn’t act on it.

That’s all changed. From a shopping standpoint, local is as close as a smart device, and the proximity of our physical location becomes far less relevant in many circumstances. Our brand sits in their hands.

As Stephan Schambach talks about in his excellent book Makeover: How Mobile Flipped the Shopping Cart, “Armed with the power of a screen that is always and literally in hand, customers have shrugged off location shackles. Mobile beckons businesses to follow or die. Today’s consumers live in a completely mobile society. The centerpiece of their existence is no longer their street address but their smartphone.”35

The New Immediacy and Harnessing Mobile’s Power of Now

A new immediacy fueled by the move to mobile has created interesting and powerful new opportunities. What some have referred to as target marketing’s “last mile” problem is increasingly being addressed by harnessing the ability to intersect with consumers more dynamically in real time. Heretofore, we could use data analytics to do a better job choosing the consumers to whom we would send our marketing communications, the vehicles we would use (catalogs, postcards, email, etc.), and the message/offer they would receive. Once we could start to measure email open rates and click-throughs, we became better at knowing whether our marketing was being seen.

As digital marketing has grown, more and more outbound communications can be measured and often attributed to specific customers. But the extent of the leaky bucket remains huge. One of the most promising aspects of mobile is how we can use (as Tim Mason has said) location as a proxy for relevance. We can also better decide how (and whether) our marketing is working and how it can be made more customer relevant when we know a specific customer’s location and combine the insight we already have about them with what clues their mobile behavior might serve up. Armed with such knowledge, we can act nearly instantaneously.

This improved marketing awareness is what I call marketing’s “new power of now.” This is a far cry from traditional direct-response marketing. While a very useful tool, those techniques affect a consumer later rather than now. It should be pointed out that direct mail and catalogs are hardly dead—in fact, they are having a renaissance, as many DNVBs are seeing good responses from them. Still, even though the cycle times of data analysis and predictive modeling runs have been shortened, traditional direct marketing takes the time it takes for it to land in the mailbox (literal or virtual), for customers to engage with it, and for them to act on it.

The context for deciding on what specific action we take in these “now” situations can be greatly informed by our depth of knowledge about the customer. Various digital ads that are served up on social media sites or as consumers surf the web are far more in the moment even when the consumer is not on their mobile device and we don’t know precisely where they are. But what they are doing, what they did last, and other breadcrumbs we can often glean can be important context-rich data elements to better target customer interactions. The addition of how, where, and what pushes this all to the next level. Marketing can now get much closer to meeting the customer (in time and location) at their point of need and desire, allowing us to become far more relevant and remarkable.

Some of the applications are straightforward, such as when search results are informed and tailored by your geo-location. Others, particularly when customers are using a retailer’s app, can be informed by location, specific activity, and whatever intelligent guesses can be derived from the retailer’s knowledge and insight about that individual customer.

Winning the Moments that Matter

Although admittedly in its own self-interest, Google has been pushing retailers to examine far more deeply what they refer to as the “micro-moments that matter” and what it takes to win them.36 The inherently mobile-centric, proximity-informed, and immediacy-driven nature of these moments is what drives our strategy.

The astronomical growth in “near me” searches underscores how radically consumer behavior is evolving. According to Google, “near me” searches were up 900 percent over a two-year period.37 For retail marketers this can be a powerful clue to the customer’s purchasing intent, its urgency, and which ponds they are fishing in. But only if we are prepared to act. To win the moments that matter, we must seek first to understand what that means for the customers we seek to win, grow, and retain. Google has a simple, high-level framework that can be instructive. It classifies the moments that matter into four fundamentally different types:


Figure 15.1 Google’s Framework
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Source: Think with Google38



This framework by itself only goes so far. It can, however, help guide the customer journey mapping to better know when, how, and where mobile fits into their path to purchase and the specific actions we must take. If we don’t win an upstream moment that matters—for example, showing up at the top of search results, having a mobile-responsive website, or allowing the customer to easily see our product at a competitive price at a nearby store—then it does not matter how good we are at the downstream activities. We have to win each of the important moments that matter throughout their journey, mobile or otherwise.

The pandemic introduced us to some new moments that matter. Our customer might want to determine whether to order online for local curbside pickup or whether there are same-day, contactless delivery options. Perhaps they would like to do a Zoom call with a salesperson rather than go to the store to meet with them. Or maybe they are okay going the store but wish to book an appointment online. If we fall short on any of these moments that matter, it’s possible the customer may defer their purchase. It’s more likely they will choose to go the competitor that meets them where they are and where they wish to go.

A Very Mobile Future

In Makeover, Schambach lays out how mobile is transforming shopping. He believes that many consumers say some version of “the phone isn’t just by our sides, it’s who we are.” Beyond how location, proximity, immediacy, and contextual marketing are being redefined by the inherently mobile nature of consumers’ future, just about every other aspect is being disrupted as well. A big shift is occurring in the ways we pay, as newer services like Apple Pay and Venmo gain traction. The likely near-term future throughout the world can be seen in China, where Alipay, WeChat Pay, and other applications have already been adopted on a massive scale.

Loyalty programs are increasingly mobile-centric. Cashierless, contactless payment and checkout is enabled by mobile applications. The ability to take advantage of certain wow-worthy experiential elements of physical locations is often intertwined with the use of a smart device. Increasingly, personalized marketing and interactions will be taken to the next level by uniquely identifying and locating customers through their mobile devices.

More and more, for better or worse, our smart devices sit at the center of just about everything we do. From a retailer perspective, we need to understand that the best location for our brand is wherever the customer happens to be. The role of mobile devices in eliminating the distinction between digital and physical is profound. The new opportunities created by the rapid adoption and evolution of mobile platforms are significant. The need to design our strategies to show up in remarkable ways in the moments that matter is paramount.


CHAPTER 16
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Essential #5: Personal

“In God we trust. All others must bring data.”

—W. EDWARDS DEMING

Abook that I read more than twenty-five years ago fundamentally changed my perspective on business overall and on marketing in particular. Don Peppers and Martha Rogers’s The One to One Future advanced the idea that knowing more about your customers than your competition did was a critical component of competitive advantage. Turning that insight into highly personalized interactions held the potential for being far more customer relevant and remarkable.

The book was way ahead of its time. Few organizations saw personalization as a burning platform, and many of the concepts in the book could not be put into practice in a cost-effective way. Their IDIC framework—a strategy of uniquely identifying customers, differentiating them by their needs and value, interacting with them to understand their desires, and then customizing the experience—had to wait for the digital revolution.

In the intervening years, the battle for market share has turned into a battle for attention and relevance. You have to break through the clutter facing your most valued customers and prospects, engage them in your brand promise, and meet their needs and desires in highly relevant ways. If you seek to be the amplified signal amid all the noise, to go from merely acceptable to more remarkable, you need to treat your various customer types differently.

The ability to better understand customer data and turn it into actionable insights has improved markedly in recent years. Many more once-anonymous customers can now be singled out. The percentage of customers that can be cost-effectively and individually addressed continues to rise for a lot of companies. Marketing technology’s ability to deliver on the “one-to-one” future has progressed to the point where not only is it possible, it is rapidly becoming an imperative.

No Customer Wants to Be Average

Many customer purchases are motivated by what seems like two paradoxical forces: the desire to be distinctive and the desire to belong. At one level, we value our uniqueness and we hope that we won’t be seen as only a number in the system or blindly following the crowd. While we may want to hide or conform sometimes, most of us want to feel special a good deal of the time.

As much as we have a strong need for individuation, few of us want to be seen as outcasts or profoundly weird either. We want to feel connected to the people whose relationships we value, whose opinions influence us, and whose approval we crave. The sense of fitting in with the “right” group of people colors many of our actions and goes a long way to explaining the “people like us do things like this” phenomenon.

Accordingly, we are unlikely to do something that might cause us to risk our sense of belonging with those whose opinions we care about. We won’t do anything that will evoke a “what the heck were you thinking?” look or comment. Once we feel reasonably comfortable that our sense of belonging is secure—and even better, that we might receive affirmation—then our mindset shifts to more specific individual concerns that reinforce our uniqueness and serve to make us feel special.

In short, no customer wants to be average, and the way the digital revolution has manifested, no customer has to be.

The main reason Personal deserves its own place in the Eight Essentials framework is that our ability to deeply understand customers’ needs, desires, and the story they wish to tell about themselves and share with others is at the heart of becoming intensely customer relevant, unique, and memorable. In turn, we greatly increase our chances of being truly remarkable.

The End of Mass, the Beginning of Us

Although mass forms of advertising have been the predominant form of marketing communication for a long time, it’s not necessarily because we were highly confident of its utility. More than a hundred years ago, department store magnate John Wanamaker said, “Half the money I spend on advertising is wasted; the trouble is I don’t know which half.”

Even before digital disruption started to have major ripple effects, most retailers’ mass marketing plans were starting to run out of gas. In the mid- and late 1990s, many brands tested various media mixes in an attempt to cut advertising expenses or drive greater productivity. TV, radio, and print advertising was growing less effective over time. But retailers had relatively few alternatives, and importantly, they lacked the ability to directly attribute a direct consumer response to a particular piece of marketing. It was pretty much spray and pray.

As the abundance of information started to rise and new tools emerged or were fine-tuned, the ability to at least mass-customize some of what they were doing grew. Simultaneously, mass marketing became less effective. Many studies codified the dramatic shift of consumers’ attention away from traditional media to digital forms. A corresponding shift in media spending followed, albeit with somewhat of a lag.

While not all of the emerging digital media channels literally offered one-to-one marketing, they provided many of the foundational pieces (improved attribution, contextual data, location information, etc.) to accelerate this shift to progressively more personalized marketing and to assure the eventual death of mass marketing. While killing the old way of doing business, new digital methodologies and platforms further weakened the power and control that retailers held by creating new and impactful forms of connection like social media, crowdsourcing, peer-to-peer reviews, and a whole host of game-changing capabilities and entirely new business models.

No Worries, It’s Not for You

During a two-day off-site meeting to focus on Sears’s growth strategy, I took my leadership team out for a fun activity to build camaraderie. I deliberately picked the performance we were going to see because it was kind of “out there.” That would get the team outside its comfort zone while we brainstormed ideas the next day.

Everybody loved it, except one of my direct reports. When I asked what he thought, he said, “I don’t get it.”

I realized, that’s just fine. Maybe it’s not for you.

A while later, Bessemer Trust, a leading private wealth management firm, ran an ad in the Wall Street Journal with the headline “We may not be right for you.” The copy then explained the bank’s narrow customer focus and highly specialized services.

In the quest for maximizing revenue, many companies are afraid to make a similar leap. But as you design your journey to remarkable, one of the first questions you must answer is: who are we building this strategy for? Customer focus is a choice—and a critically important one. You must push yourself to go beyond the “affluent suburban soccer moms” target customer definition to get real clarity and granularity around which people in particular, under which specific set of conditions, are at the center of your bull’s-eyes. Notice the plural there: you likely have more than one target. You must also be able to articulate how your value proposition meets those customers in a unique, highly relevant, and remarkable way. With that precise definition you can build your strategies for the best-fit customers and be at peace with letting the ones go that aren’t right for you.

Out of either inertia, lack of experience, or fear, retailers, organizations, bloggers, and all sorts of individual artists often chase the largest possible audience. They want the most followers, the most traffic to their website, the largest addressable market, and other goals that have way more to do with quantity instead of quality. In turn, they dilute their pitch to become just okay instead of remarkable. If you have a great product, are serving a wonderful social cause, or have an incredible story to be told or an amazing song in your heart, it’s natural to want to reach more customers. If you are investing a lot of resources in pursuit of building a customer base or an audience, you should be mindful of the scale required to achieve viability. Sometimes size does matter.

The flip side of gaining clarity and granularity around who is at the center of your bull’s-eye is also being crystal clear about who your product or service isn’t for. The siren song of growth at all costs may distract you and pull you away from your center. Resist the temptation. Being remarkable is often inherently linked to being, as Scott Galloway reminds us, “special, not big.” As you expand from those special qualities that first commanded certain customers’ attention, enrolled them fully in your mission, and motivated them to spread the word, you risk becoming less remarkable (or even alienating) to what I call “obsessive core customers” because what it takes to reach a wider audience waters down what made you successful in the first place.

Blue Star Donuts in Portland, Oregon, could probably sell a lot more donuts by offering more mainstream flavors and not charging upwards of four dollars for the opportunity to have a blueberry bourbon basil donut. That anyone would pay many thousands of dollars for a Cartier watch when there are loads of other timepieces that look great and tell time just as well boggles the mind of most people, including some who have more than enough money to afford one. You’ll never find me in a Versace shirt and an Etro suit, unless they significantly toned down the boldness of their designs. But why should they? It’s not for me.

Everyone with a say in these companies’ business decisions has a clear idea of what makes them remarkable. Just as important, though, is they know who the brand is for and who it is not.

This doesn’t mean that some growth should not be considered. If Blue Star Donuts chooses to expand significantly, it may not have to change much at all about what makes it remarkable. It would not get bigger through shifting its core customer and diluting elements of its unique business model; rather, it would merely scale its special appeal to the same core customers in a different geographical location. That is a far cry from making art more accessible to the masses by, as just one example, the independent songwriter going after ten times her current audience by mimicking a more commercial sound and hiring Taylor Swift’s producer to make it happen. There are in fact many well-respected, award-winning, iconoclastic artists of every genre—Banksy, Keith Haring, Christophe, St. Vincent, Esperanza Spalding, Laurie Anderson—that many adore, many more have never heard of, and some may consider untalented hacks. The examples are endless. Whether we are an artist or a retailer, chasing the masses not only dilutes specialness, it makes it harder to have a clear, focused view of the individuals for which we are building a brand that feels built for them.

When you are confident about what makes you unique, intensely relevant, and memorable, you won’t be chasing your tail trying to mindlessly amass followers, likes, retweets, traffic, and sales volume. You won’t get caught with too many people to please or feel bad when not everyone likes what you are doing. You can stand strong in the face of the inevitable temptation to regress toward the mean or people’s push to dumb down what you’re doing. You can confidently say, “Really, it’s okay, we didn’t make this for you.”

Attention as Currency, Permission and Trust as Assets

In an ever-noisier world, one of the best measures of success is a brand’s ability to command attention. A lot of marketers are obsessed with expanding reach. But reach is overrated. Reaching someone is not the same as getting their attention in a way that leads to substantive engagement. And it certainly does not determine their willingness to spend money with us or spread our story.

Another way of thinking about commanding share of attention is whether our customers care enough about the story of our brand to be on the lookout for what we are doing and are eagerly anticipating what we do next. Once we earn a high level of customer attention and interest, it can be like money in the bank. We don’t have to keep reminding customers of what we do, interrupt them with heavy-handed and frequent marketing messages, and throw discounts at them to get them to reengage. Apple is probably the leader in this regard. The buildup to and anticipation of the next set of product releases (especially the iPhone) is legendary, as are the lines outside their stores on the day of the release.

At a deeper level still, where we really start to possess a valuable customer asset (albeit one that is easily squandered without sufficient care and attention), is obtaining the customer’s permission to contact them. This permission-based trusted relationship can be a huge asset in our efforts to be remarkably personal, but only if we respect it and stay committed to keeping our interactions relevant and useful. When it is done right (as Godin points out in his book Permission Marketing), not only are we able to uniquely identify and address customers directly, but they come to anticipate hearing from us. The trust we build over time keeps us top of mind and gives us greater latitude to try new things. This all by itself amplifies our signal amid the noise.

It’s important to point out that this relationship depends on customer’s opting in, and not because a company coerces them into it through relentless interruption-based marketing or never-ending promotional discounts. But we can make certain choices to greatly improve the odds of achieving what some call customer enrollment.

The Relevancy Imperative

The relevancy imperative is not a Jason Bourne novel. It is at the heart of putting this Essential into practice. Sometimes, our brand’s unique and intensely customer-relevant business model, experience, or marketing can amplify our signal so that we garner attention in the first place. But if not, it is certainly what sustains attention, helps earn permission, maintains trust, and encourages engagement.

Being customer relevant for the customers we want—as we seek to grow and spread our story—requires that we gain deep insight into their needs and desires and the story they wish to tell about themselves and share with others. It is hard to imagine becoming and remaining remarkable without having more and richer data on our customers than our competitors have. But we should not confuse having lots of data with possessing useful insights. For many reasons, we might have plenty of oysters but not a lot of pearls.

“Without data, you are just another person with an opinion.”

—W. Edwards Deming

Despite the push for leveraging “big data” and/or artificial intelligence to better address customers’ needs, more sophisticated technology will not be helpful if we have not articulated a strategy that is pointed directly at the core customers we have chosen with a clear view toward what we can do to become more intensely customer relevant. A customer insight strategy must be carefully designed and implemented. Without one we are, as the great retail marketer Bob Seger once opined, working on mysteries without any clues.

The relentless quest for more data—and the means to apply it—is not a fishing expedition. You should collect customer data and put it into practice with specific intentions. Among them is identifying the discordant notes in our customer experience and understanding how to root them out, while also finding those specific areas where we can amplify the wow. As we do this, we find ourselves saying “I think” a lot less and saying “I know” or “I am convinced” a lot more. Yet it is important to remember the scale at which you seek to operate. While you may have a strong sense of who your unique offering is for at a macro level, the closer you get to making your customers feel that you know them as individuals and act on that knowledge to deliver deeply personal outcomes, the more remarkable you become.

The (Data) Alchemist

Historically, many retailers have been intuition rich and data poor. Or even if a decent amount of data was compiled, it was hard to work with or was ignored. For the merchant princes, more times than not, their mantra was “In gut we trust.” The age of Amazon and digital disruption has both enabled and forced most legacy retailers to become less reliant on art and intuition and focus more on data and science.

Even smaller retailers with older or less sophisticated point-of-sale systems have no shortage of data to work with. Whether a retailer has large in-house capabilities, relies on shopping platforms like Shopify, or works with outside customer analytics firms, it has never been easier and cheaper to gather, store, and analyze data. Internal transaction data can usually be married with Google Analytics and other tools to facilitate useful customer data analysis.

Better data is the foundation for implementing the Personal Essential. The customer insight strategy provides the guide. What connects the data and the remarkable customer outcomes we seek to deliver is the ability to make sense of all the data elements, fill in the gaps, connect the dots in both straightforward and creative ways, and then ultimately glean both the rational and the more emotionally driven takeaways.

As Forrester’s model points out below, there is a difference between being data-aware—or even data-driven—and being data-led. Many of the brands that excel on being more Personal are data-led in their decision-making.


Figure 16.1 Data-Led Decision-Making

Where retailers stand today
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Source: Forrester Research, Inc., Forrester’s Q1 2020 Global Top Retail Tech Survey



This process isn’t easy. You can find many tangible activities, skills, and technologies that make this easier, faster, and more useful. The more you can fill obvious data holes and tie all your data about individual customers back to one “single view of the truth,” the better your starting point. Yet to generate great alchemy from the data, on top of the highly technical skills a team must have, you also need “data whisperers,” those unique individuals who sit between the data scientists and the staff who make the customer experience happen. These business alchemists interpret what the data and the science mean and create a whole new level of personal experience and precision marketing. This is both an art and a science. We don’t need data for data’s sake; we need data with insight and maybe just a little bit of soul.

For large and medium-size retailers this means building out both a team that is steeped in hard-core data science and the ability to apply the latest tools and technology. It also requires, depending upon the breadth and depth of target marketing and personalization efforts, dedicated resources that can bridge what is often a skills and communication gap between the more technically minded, left-brain customer and data insight types and the “business” people (store operations, merchants, more right-brained marketing teams). For smaller organizations, at one level, it is challenging to keep pace with the big guys. But many increasingly affordable software solutions have become available. In my experience, smaller organizations often have leadership that is much closer to the pulse of their consumers and the competition. Their science may not be as sophisticated, but they have a firmer or more intuitive grasp of the market. Perhaps most important, their size and agility often cause them to take action faster and with more conviction. The value of this shouldn’t be underestimated.

“All models are wrong, but some are useful.”

—George E. P. Box

Treat Different Customers Differently

All customers are created equal. It’s just that some are more equal than others. The closer we can get to addressing our customers uniquely, the more we accelerate our journey to remarkable. There are three powerful reasons to adopt this mindset:

1. Different customers want and value different things: This is fundamentally why we make sure to choose the right customers on whom to focus in the first place, build customer insight tools and skills that allow us to know how to become more intensely relevant, and deploy personalization capabilities that allow us to deliver as close to a one-to-one experience as possible.

2. Some customers are worth more than others: The lifetime value of customers can vary widely. Many factors go into estimating the short- and long-term profitability of a portfolio of customers. While there is no highly accurate way to predict this, you can use many well-established markers to make sure you better differentiate customers on both their current and potential strategic value to your organization. The recency, frequency, and monetary value (RFM) of purchasing measured against acquisition and ongoing maintenance cost is one common approach. More sophisticated tools and the improved ability to experiment with key variables can help fine-tune customer lifetime value estimates. Needless to say, we grow the value of our enterprise by directing more of our energies toward the customers with the greatest potential value while deemphasizing or even “firing” very low or negative-value customers.

3. Deep personalization often fuels remarkable outcomes: As more companies pursue personalization strategies, we may need to get better at it just to stay even. But many retail companies are still largely anchored to one-size-fits-all approaches. This mediocrity is our opportunity to create strong differentiation. Moreover, when we meet individual customer needs, wants, and desires in deeply personal ways that strongly resonate with them, we greatly increase the odds they will share that story with others.

Retail that is uniquely personal is a very old concept. The best shopkeepers from earlier centuries would recognize you when you entered the store, remember everything you bought and liked, and over time, use that information to progressively make your experience better. They really knew how to win and keep profitable customers. Word of mouth was how they grew their business.

As we deploy personalized strategies, we need to be careful to not push too far, too fast or to imply false intimacy. We’ve all seen bad personalization happen to good people. One summer when I was in college, I stayed in the Theta Chi fraternity house, and one day I got a Publisher’s Clearing House–type sweepstakes mailing. It was addressed to Mr. Chi, and the first line read: “Imagine how envious your neighbors will be when we drive up to your house in our sweepstakes van and present you, Mrs. Chi, and all the other little Chis with a check for $100,000!”

In the push to be more personalized and relevant, you have to be aware that a very thin line separates compelling from creepy. The fact is that many companies possess more data about consumers than many imagine and often have sophisticated tools to make some pretty accurate inferences. Developing insight from customer data collected (and perhaps supplemented by external data sources) and applying artificial intelligence techniques to recommend a new fashion item that the shopper wasn’t aware of and that would serve to complete her outfit is relevant and personal. Applying a similar approach to glean that a customer’s surfing behavior on swinger sites might make him a good prospect for an STD test at a nearby clinic might be relevant and personal, but it obviously crosses the line.

Bribery, Loyalty, and Seducing the Promiscuous Shopper

A certain amount of what passes for “target marketing” misses the mark. Even if you choose the right customers, leverage data to create actionable insights, and focus your energies on treating different customers differently, you can still lose your way.

One common mistake is the seemingly endless quest by many brands to seduce what I call the “promiscuous shopper.” These shoppers may find our value proposition to be acceptable but not compelling enough for them to buy unless we give them a significant deal. The promiscuity refers to their general unwillingness to be loyal to any brand. They go back and forth between brands that are good enough, based upon the best promotion. This type of consumer is not the best fit for our brand, and efforts to chase them may be a big waste of time and money. We should always be mindful not to date the wrong type of customer.

In some cases, you can avoid this by improving your customer analytics and fine-tuning your target marketing strategy. In other cases, brands may have made promiscuous shoppers too big a part of their customer portfolio and/or taught many of their customers they would be stupid to buy anything from them without a coupon or promo code. They have made full price the “sucker price.”

Pretty much the entire subscription meal kit service sector (Blue Apron, Hello Fresh) fell into this trap. Customer acquisition costs have made the original core business model largely profit-proof. Churn rates are incredibly high. Some of the turnover is driven by people discovering they don’t get enough value from the offering, but a lot of it stems from customers bouncing back and forth between different services, as reactivation offers are frequent and heavily discounted.

Historically, Bed Bath & Beyond has been the poster child for a retailer that for a long time neglected the idea of treating different customers differently and blanketed the market with its postcard coupon offers—though under new leadership this is changing. But many others have slightly different versions of the same strategy. Not only do we risk devaluing our products and services with such a strategy, we also leave money on the table. If we have even a rudimentary knowledge of customer segmentation and basic predictive marketing in place, we know when we put on an average discount for everybody, some customers would have bought the promoted items at regular price (or perhaps less of a deal). For other customers that would represent positive contribution (albeit at a low margin rate), the discount wasn’t quite motivating enough for them to buy.

As so many retailers have experienced, once you start a program of broad discounts for everybody, it’s hard to pull out. At the same time, too many retailers confuse frequency or value of purchasing with loyalty. Loyalty is spurred only when our business model and related practices meet certain customers’ needs in an intensely relevant manner and—this is the differentiating part—our brand story resonates and connects with them in a special way. We should not confuse satisfaction with loyalty.

Moreover, if many of your customers would not shop from your company without a deep discount (even some that historically spend on more expensive items, frequently), it’s quite possible they’re just not that into you. And maybe we’re also confusing loyalty with bribery.

Being remarkable goes a clear step beyond loyalty, and the efforts to be more personal are often critical. As we have said, our goal in being remarkable is to get people to share their story with our brand. To talk about us, to spread the word. Achieving deep customer loyalty is indeed powerful, and far from easy. But we must regard it as a springboard to the next level.

Some refer to this top level of customer engagement as achieving “customer advocacy” or creating “Raving Fans.” These are closely related concepts. As long as we are creating stories that move customers in special ways, enough to tell others, the label scarcely matters.

Choose Wisely

The “what” of what we have covered so far is mostly about the need to choose customers wisely, build deep customer insight, and develop the capabilities to uniquely identify our best customers and prospects and be able to interact with them on a one-to-one basis wherever practical and desirable. The “so what” speaks to the merits of treating different customers differently as a foundational component of being more “personal,” and thus supporting our broader journey to remarkable. We now turn to the “now what”—and that is mostly about the two primary roles retailers must take on to execute well on this Essential.

The first is to see the critical role of curation. In a world of abundant information, infinite selection, access, and more, helping customers make sense of the right choices can be valuable. Selecting products for consumers is at the heart of good retail. Historically, good merchandising starts with knowing your customer base, sorting through the available market options, and then pulling together an assortment that best meets the customers’ needs while differentiating the retailer’s brand and generating a profit. What is dramatically different in the age of digital disruption is that all the elements of scarcity that we discussed in part one of this book are evaporating. Good product selection, well edited and presented in a nice shop, doesn’t get the job done when the aisles are endless and the store never closes. The supply side of the equation has shifted dramatically.

On the demand side, customers have many tools to guide them on their shopping journey, and plenty of distractions that may cause them to miss our brand entirely if we pursue largely one-size-fits-all strategies.

This new way of retailers serving as editors and curators starts with many of the old ideas, but heads in two new directions. The first is applying some of the same personalized marketing principles to how we choose which products to carry and which services to offer. The more insight we have about what customers find relevant and remarkable, the more we can curate the experience to satisfy those needs, wants, and desires.

The second is a shift in focus. Rather than finding customers for the products we have, we need to find products for the customers we seek to win, keep, and spread our story. That’s the way to be more a trusted agent than a traditional merchant. Again, this is rooted in deep customer insight and a clear view of who we are “representing” as we go in search of remarkable products and experiences to curate. The merchants at the best specialty stores have done this for years, largely based on relationships and intuition. What’s new is applying more science and technology to the process and/or deploying this at greater scale.

Curation and intelligent editing are the core role of remarkable new marketing. Especially with all the data we have and the technology to leverage it, we can deliver a nearly infinite number of possible messages and means of communication to our customers. Our goal must be to apply deep customer insights to find those that that will be the most personal and intensely relevant in the moments that matter. The good news is that advances in machine learning and artificial intelligence are beginning to complement or replace available personalization technology.

Netflix, while not a retailer in the traditional sense, may be the best example of a company that deploys these concepts. It collects and analyzes vast quantities of data and employs advanced predictive modeling techniques to drive individualized recommendations. It clearly has content in abundance, but it serves it up in a way that is more personal and relevant. But the other thing Netflix is now doing is creating and sourcing its own proprietary content. It has to do all the things that TV networks and movie studios already do to produce great programming. But its huge advantage is its deep customer insight and direct connection to a targeted audience. It already has and knows the audience and is delivering a product for them.

Built for Me

When a brand adopts a mindset of treating different customers differently and becomes really good at curation, it is still choosing from options that are already available and tailoring them, sometimes in very sophisticated ways, to what it predicts will get the desired customer action. This may not be remarkable enough.

The level beyond advanced curation is to build a product or experience on a customized basis. There have been specialized travel agents, interior decorators, and bespoke tailors around for ages. This new customization blends old methodologies with new technology to deliver new outcomes and broaden the market.

In just the last few years we have seen a dramatic increase in the availability of customized products. Nike, Converse, and Vans are among a growing number of brands offering customized sneakers. Indochino and Proper Cloth are selling custom shirts and suits at far more affordable prices than a trip to a Savile Row tailor. Customized handbags at accessible luxury prices are available from start-ups like Laudi Vidni, as well as Coach and other established brands. And on and on. Although it’s still in its relative infancy, 3-D printing will soon expand the range of possibilities.

As the theme song from the iconic TV show Cheers reminds us, we want to go where everybody knows our name. But the appeal is more than that.

Remarkable brands know us, show us they know us, and show us they value us. The more they get to know us—and act on that knowledge in relevant and progressively more personal ways—the better our experience becomes. Achieving remarkable status with this Essential requires an investment. The retailer has to invest to collect data, individualize it, glean insights, act on the insights, and continuously refine them over time to become ever more relevant. The customer invests as well, providing feedback, granting permission, and interacting with the brand over time.

When that mutual trust has been established, when the customer has invested time, money, and energy helping us learn how to better serve them, when they have become advocates for our brand because of how well we have met their needs, their literal and emotional cost of switching to another brand and starting over is huge.


CHAPTER 17
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Essential #6: Connected

“It’d be quite a coincidence if they weren’t, ya know, connected.”

—MARGE GUNDERSON IN THE MOVIE FARGO

Earlier in this book we talked about the end of scarcity and how digital disruption has created a new world of abundance. A related concept is the reduction or outright elimination of boundaries. As storytelling guru and marketing ace Bernadette Jiwa reminds us, this has fundamentally changed the bounds of possibility.39 The notion that we are all connected, once regarded as a spiritual concept, no longer takes faith. It is becoming more of a literal reality.

Leveraging the potential of intentional connectedness creates new opportunities to tell a remarkable story—the story of us.

This is, of course, a deeply human story, facilitated, somewhat ironically, by machines, waves, and wires. Understanding how to make this part of the journey to remarkable harkens back to some of the content we covered in our chapter on being human-centered. Here, too, we must not lose sight of the importance of empathy.

The World Wide Web, supplemented by other enabling technologies, has done so much to reduce barriers of connection and completely redefine the boundaries among individuals, groups, and organizations. The erosion of boundaries also creates new possibilities of connections around ideas, movements, and we could even say, a shared consciousness.

The consumer connection is typically top of mind, as we think about online shopping, email, texting, social networks, and the like. But many new “ecosystems” of connections have opened up. The so-called Internet of Things, or IoT, is a system of interrelated computing devices, machines, and the like that can “talk” to each other without requiring human intervention. As both boundaries and the cost of computing come down, conceptually almost anything that can be connected will be connected. Consumers are already experiencing the benefits of this technology through various smart home systems and voice-activated assistants. Behind the scenes most companies are actively exploring supply-chain and other operational applications, including extensive use of robotics, which often mandates being interconnected within and between organizations. As just one example, many retailers’ inventory systems are “talking” to their suppliers in such a way that depleted inventory can trigger a restocking shipment without any human assistance.

This new lack of boundaries creates opportunities for companies to partner in ways that were impossible before. Marketplaces and aggregation sites, such as Amazon, Etsy, and those that sit within the websites of many large traditional retailers, are examples that by now are well known. Not only do corporations have an ability to improve their capabilities through these partnerships, they can often fill product and service gaps, cover more geographical locations, and shore up other potential weaknesses. Consumers benefit, as they now have more choices. For smaller retail and manufacturer brands, selling through marketplaces provides distribution exposure to consumers they could never afford to reach on their own and may give them cost-effective access to operational and technical capabilities they could never replicate (the biggest example is “fulfilled by Amazon”).

A major new sector of the economy has been enabled by the elimination of boundaries and a whole new world of both corporate and consumer—and specifically peer-to-peer—connections.

Wired for Connection

Most people strive for connection. From our earliest years, we take comfort (if we are fortunate) in our families, seek out friendships, and join classes, teams, and social groups. The urge for companionship is powerful, and at some point, the desire to find a romantic partner becomes strong. Over time, our needs for affiliation, acceptance, and affirmation grow, particularly in this new era of social media and nearly constant digital connection.

We are starting to learn that we are literally biologically wired for connection. While many ancient Eastern spiritual traditions were way ahead of the Western biologists on this, scientists have discovered that our feelings of emotional well-being are strongly influenced by the breadth, depth, type, and nature of our connections. What is often referred to as our “social brain network” has been demonstrated to dictate and regulate how we navigate the various ways we connect. The science is still evolving more specifically on how the great number of connections that can be developed at a physical distance through social media interact with increased solitary behavior and a huge uptick in screen time.

We do know that in-person connection works differently and is important in creating a strong sense of belonging and empathy. “Mirror neurons,” which for some time were mostly seen as giving humans the capacity to learn by imitating what they observe others doing, seem to play a strong role in supporting personal safety and building empathy. We also know that close proximity, as well as physical touch (hugging, holding hands, kissing, massage, etc.), can boost oxytocin and serotonin levels, which are important for reducing depression, anxiety, loneliness, and other mental and physical maladies.

It’s not surprising how addictive what I will call “connection at a distance” can be, given how vastly it transforms the number and nature of our virtual touches. We also know that many of the companies involved in these businesses design the user experience to tap into this biological wiring. But it also explains why many consumers are driven to shop in physical stores, see movies in a real theater, and go out for pizza instead of having it delivered. While preliminary, many studies are suggesting that one of the reasons Millennials, despite their digital-nativeness and tendency to spend an excessive amount of time glued to their screens, are still shopping in physical stores is to recharge their in-person need for a different type of connection.

Informed by Connection

As connectedness goes up—and news travels through different media at an ever-faster rate—an almost instant synchronization of culture expands that information more broadly. While not always accurate, news of current events often explodes on Twitter and other platforms before traditional media sources cover it on air. All sorts of videos go viral, many inexplicably featuring cats, and become part of the cultural zeitgeist. In the last several years, the role of social media influencers—particularly in the fashion and travel industries—has taken on great import, such that many consumers’ purchasing decisions are informed by these sorts of connections, as well as those of their peers.

It is not a new idea for, say, a bride-to-be to go with her family and friends to try on and pick out her wedding dress. But that sort of shopping event was reserved to relatively few occasions and involved relatively few people. Now it is easy to use virtual connections to create a similar experience far more frequently and to be informed by exponentially more connections.

The flip side (or dark side) is FOMO, the fear of missing out. Since we know so many more opportunities exist to stay abreast of news, the latest cultural phenomenon, or what our friends are doing that does not include us, it reinforces the idea that we must be constantly connected or checking with social media many times a day.

Social Proof

In many respects the new connectedness can be overwhelming. Before digital disruption took root, the social validation a person received usually came from a relatively small (and easily identified) set of family members, friends, neighbors, coworkers, and the like. Not only have the potential sources of information and input gone up by orders of magnitude, so has the sheer number of potential sources of influence, opinions, and affirmation, not to mention spamming, trolling, and other useless or harmful behaviors.

Social proof in this new era is a far more complicated beast. There are vast new and potentially game-changing pathways to leverage the many points of connection and the way information and ideas get shared and get spread. Consumers are influenced in so many new ways, and the web of connection can be hard to unpack. That means it can be incredibly difficult to focus our efforts. The abundance of information and choice may both better educate consumers and confuse the hell out of them, which in turn may cause them to turn to their connections to help them sort it out and be validated. It can be a virtuous cycle as well as a vicious one.

A number of models lay out the important components of connection. Below is my slight twist on one put forward by entrepreneur and influencer maven Gretta Rose van Riel called the “Six C’s of Connection.”

1. Customer: As discussed throughout this book, for a customer to be at the center of everything we do, we must have a clear idea of who our marketing is for and what it is for (awareness, engagement, building trust, sharing, driving traffic, etc.).

2. Content: The relevance and engaging quality of our content is what commands attention and inspires the action we desire, often amplified by specific calls to action and/or incentives to engage and spread our story.

3. Community: This is more than just a vaguely connected assemblage of your customers; it is a participating group, network, or series of tribes that are united in engagement with your brand and your brand’s purpose and help accelerate getting the word out.

4. Conversation: A defining element of this boundary-less, hyper-connected ecosystem is the ability to have dialogs, both brand-to-consumer and consumer-to-consumer. Yes, we can now reach more people in a plethora of new ways. Perhaps most importantly, we can listen, learn, refine, and respond.

5. Collaboration: All these new methods and new webs of connection allow us to collaborate to spread our story, amplify our messages, and cocreate on products, services, and content. The ability to partner with more, better, and different sources of input serves to make what we offer even more customer relevant. The more remarkable it is, the further and faster (and probably cheaper) the word gets out.

6. Consistency: It is always a good idea for a brand to have clarity, focus, and consistency in its brand messaging, while leaving some room for the bold and unexpected. Showing up in ways true to our remarkable brand promise reinforces top-of-mind awareness, builds all-important trust, and as a side benefit, tends to lean into how social media algorithms are designed to work.

I would also be inclined to include a seventh: commerce. Not only is the web of connection (most notably the leading social media sites) important to influencing consumer buying behavior—sometimes directly by marketers, but more and more by professional influencers, as peer-to-peer generated content and recommendations—but whole new business models have been spurred by the breakdown of boundaries and new forms of connectedness, as we will discuss below. More intrinsically, after many years of largely failed experiments, the embedding of commerce capabilities within social media sites is now taking hold.

In the beginning of part two, I pointed out that the first six Essentials were increasingly becoming table stakes. Here, too, it is increasingly rare for any retail company to win, grow, and keep customers without focused plans in place for each of these components. Leveraging the web of connection is increasingly powerful in building low-cost awareness and customer acquisition programs. Some of this relates to how customers use different social media platforms (Instagram is more for inspiration, Facebook more for seeing what people are up to); some of this is related to nuances of how the platforms work and the way their target marketing campaigns are priced (though this is shifting rapidly). Much is tied to the fact that most times consumers trust the word of their friends, peers, connections, and a subset of influencers they follow.

A Fourth Place

In an earlier era retailers started talking about wanting their stores to be seen as a “third place,” a term borrowed from the community-building lexicon that referred to locations that brought people together in distinctly different ways from the first (home) and second (work) places. For many, coffee shops and, then, coworking spaces became that third place.

The emergence of a fourth place takes on new meaning in the COVID economy, creating both new tactics in response to shifting consumer desire and expectations and redefining business models. The more we are at home, navigating an increasingly hybrid world of physical places, apps, social platforms, and more—all connected though the cloud and residing on a smart device we are largely tethered to 24/7—the more this concept comes into sharper relief and meaning. The fourth place is neither home, nor office, nor Starbucks, nor WeWork. It is wherever we happen to go and be. And it’s always open.

As much in our lives now revolves around this constantly connected world, much of our attention often is directed beyond a physical space, even if we are literally in our kitchen, at our desk, or seated at some café. Our sense of place in a digital universe can be confusing, confounding, and isolating (particularly during the pandemic), but it clearly poses new opportunities and challenges when so much of the way we experience community has now moved to the cloud.

Many of the considerations in designing and putting our Connected plans into action do not involve fundamentally new concepts. Ideas of a common humanity and shared dreams, hopes, beliefs, and more did not arise just because Facebook, Pinterest, or TikTok came into existence. Individuals have performed acts in the name of service to their community, their tribes, and far beyond—and encouraged others to follow suit—since the beginning of time. Status consciousness has probably been around just as long. We just never possessed a way to know so much about other people’s lives, and all their amazing meals, phenomenal vacations, and adorable kids and pets. More and more, if it isn’t on the ’Gram or part of a TikTok, it may as well not exist.

While we need to reframe our strategies in light of what place now means, how connection operates differently, and what levers to pull to spread our ideas, the core approach still all comes back to the story customers want to tell about themselves and what compels them to share it.

Operating in this new fourth place adds complexity. It causes us to consider customers and their specific needs, as well as the various customer and social platforms where they engage, look for advice, share information and ideas, contribute recommendations, and so on. We need to understand the unique advantages and complications associated with the connections within and among these platforms. Some will have many shared interests, shared goals, and even a shared colloquial or shorthand language. Some will be deeply integrated. Some will be highly influential. Some will be largely one-way. Others still will have very loose glue or affiliation that connects them.

Each brand must determine its own Connected strategy that suits its needs, the unique characteristics of each potential influencer or content delivery format, and its budget. As an example, fashion- or design-oriented brands may find focusing on Instagram and/or working with an influencer platform like rewardStyle best suits their objectives. If you sell groceries or hardware, you probably should focus your energies elsewhere.

The Sharing Economy

The elimination of boundaries and the new ecosystem of connection have allowed for an entirely new consumer industry, commonly referred to as the “sharing economy.” Most often these new business models are facilitated by some form of community-based online platform, and the underlying value proposition is driven by sharing access to products or services. These peer-to-peer (P2P) businesses have attracted huge amounts of venture capital funding.

At their core, these models reinvent concepts of supply and demand by providing a digital platform, supported by sophisticated algorithms, that matches owners of products or providers of services with a new or expanded set of potential consumers. On the supply side, the innovation often consists of selling fractional or part-time access to an underutilized asset or flexible resource like a personal vehicle (Uber, Lyft), vacation home (Airbnb), or freelancer time (Upwork, Fiverr). Some make it easy for people to resell products they no longer need (The RealReal, Poshmark). Others (WeWork in coworking, Rent the Runway for fashion) have taken on the risk of owning a product or service that is infrequently used or expensive to acquire and maintain and have created a limited-time, limited-use value proposition.

For consumers, these models eliminate the hassle of ownership, provide access to benefits that were previously difficult to obtain, and may deliver environmental benefits (as one example, discarded clothing is a big contributor to landfill waste). Some, like peer-to-peer lending (LendingClub), reduce prices by eliminating the costly overhead associated with traditional consumer finance.

Another aspect of the sharing economy, albeit one that does not fundamentally restructure a traditional business model, is the growing role of businesses that leverage peer-to-peer reviews to fuel their value propositions. This is most common in the hospitality business (TripAdvisor, Yelp), but most retailers, highly disruptive or otherwise, are adding consumer-generated content to their own sites and making this an increasingly important part of the user experience.

One of the more peculiar developments of the expanded web of connection is that many of us now trust the opinions of people we have never met more than those of our friends and family or the companies themselves, though many of us have yet to develop the ability to discern which reviewers are most like us, which have wildly different tastes, and which are out-and-out fraudulent.

For those of us who were taught at an early age not to talk to strangers and to never get in the car of somebody you don’t know, this represents quite a departure and a leap of faith.

Everyone Can Be an Influencer

In this new world of hyper-connectedness, it’s been said that everyone is an influencer. The follow-up comment is that if everyone is an influencer, then no one is an influencer. I beg to differ on both counts.

Everyone has the potential to be an influencer. But too many stay out of the arena, content to be a critic or dispassionate observer or to feel like what they have to offer may not measure up. I don’t mean to suggest that everyone should aim to be a total beast on social media with many thousands of followers or channel their inner Kardashian by becoming a paid marketing influencer. But shifting from bystander to generous contributor to the tribe (and even the culture) has never been easier, whether by writing a blog, launching a podcast, or producing content on social media, rather than simply consuming or reposting it. It’s also never been easier to call out injustice, share your art—whatever that looks like—and disseminate other contributions that may make the world a little bit better.

It is true that the ubiquity of influencers and the constant and unrelenting drumbeat of YouTube videos, tweets, and posts may limit the potential impact any one person or group can have. But while the noisy and cluttered world makes it harder to stand out, that by no means makes it impossible. Besides, just because your dent in the universe may be small, that doesn’t make it useless or unimportant.

A Remarkably Shared Experience

My guess is some of your fondest experiences are those shared with family, friends, coworkers, or members of one or more of your tribes. The stories we tell again and again are rarely of things we did alone—unless other people can connect to the common humanity of the adventure.

Because we are wired for connection, the desire to share a meal, wedding, vacation, walk in the woods, or whatever can be powerful. Because we wish to belong and be seen as special, spreading stories that reinforce that desire comes naturally to most.

An experience may be remarkable because of the intense feelings that arise from having gone through it with others. Other times, we can extend those feelings by sharing it with others through our web of connection. If we are intentional—and a wee bit lucky if we hope what we do goes truly viral—maybe they will tell some others too. By now you probably know what type of effort has the greatest chance for success in this newly connected world. Decide who the campaign is for. Then do something for them that is worth talking about.
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Essential #7: Memorable

“Great brands don’t chase customers; customers chase great brands.”

—GARY FRIEDMAN, CEO, RESTORATION HARDWARE

In his classic book Minding the Store, Stanley Marcus, son and nephew of the founders of Neiman Marcus, and the man most credited with making Neiman Marcus an internationally renowned luxury brand, tells the story of a Texas rancher, seemingly straight out of central casting, who came into the original Dallas store one day: “[He] pushed his Stetson back on his head, and started looking around the store. An attentive saleswoman approached and asked if she could help him. ‘I reckon not,’ he said, as he shook his head slowly and then decisively. ‘In all my time I never saw so many things a body kin git along without as I have here.’”40

This anecdote helps illustrates the two sides of memorable. In the most literal sense, we remember something because it is highly distinctive or rather unusual. But that may not be because it was enjoyable or clearly built for us. The experience could offend us, be physically painful, or just be plain outrageous. Maybe we went to a store and discovered filthy bathrooms or were treated rudely by a sales associate. Perhaps we recall visiting a website and being completely turned off because it so widely missed the mark of what we might ever be interested in or could possibly afford.

The other kind of memorable, the positive one, is a key component of becoming more remarkable—an experience that is so beautifully and effortlessly executed and one that so overdelivers against our desires that not only are we excited to go back, but we rave about it to our friends and might even want to post on social media about the impression it made.

The Real Estate of the Mind

Often when I talk about the Memorable Essential in my keynote speeches, I start by showing an interior shot of a seemingly familiar department store. I then ask the audience if they know what store it is. Dozens of shouted suggestions come quickly. “Macy’s?” “Dillard’s”? “JCPenney?” “Kohl’s?” The same guesses are made outside the US—except they name a different mix of moderately priced retailers.

Then, I will admit, I go for the cheap laugh. “Actually, I have no idea what store it is. I googled ‘generic department store interior’ and this is what came up.” Minor hilarity ensues. I advance to the next slide.

“So does anyone know what store this is?” Instantly, almost in unison, the crowd says, “Apple.”

I have done this demonstration several dozen times now, from Boston to San Diego, from Toronto to Dublin, from Melbourne to Mumbai. Different continent, same answer.

The most remarkable brands occupy a precious place in our minds.

What they provide creates a deep resonance within us.

The unique attention they command may well sit dormant, buried somewhere in our subconscious until triggered once more. Maybe someone will ask us for a recommendation, and we instantly and enthusiastically tell them about that exquisite bakery tucked away in an untouristy part of Paris that they must check out. It could come after years when it’s time to redecorate or find a perfect gift, and we instantly know where we must go. Or it’s the boutique or restaurant we take our visiting friends to over and over again.

The way experiential stories that involve consumer and retail brands get spread on social media is a good indicator of memorability. The boring and expected don’t show up a lot on Instagram. The things we choose to post, and those that get broader traction, are the most distinctive and, ultimately, become the most memorable. It is therefore not terribly surprising that the most followed (and reposted) brands on Instagram tend to be fashion companies with their highly eye-catching designs (e.g., Gucci, Chanel, Versace), celebrities (e.g., Beyoncé, Kylie Jenner), and sites with a seemingly endless supply of stunning visual imagery. National Geographic, as just one example, has over 188 million followers between its main and travel-focused accounts.

Comparatively small brands like Design Within Reach and Museum of Ice Cream that have stores with highly creative interior designs have leveraged their Instagram strategies to build followings many bigger brands would envy.

There is an organic, unforced nature to what becomes memorable. The truly memorable brands don’t need to bludgeon us with advertising for us to remember why we love them. We don’t need a deep discount to be persuaded to go back. They don’t need to chase us and hound us with relentless promotions. More often than not, when they do it right, it is the customer who is chasing them and willingly helping to spread the word.

It’s the Experience, Stupid!

I keep hearing that success in retail today depends on the experience. Some retail “influencers” on the conference circuit anchor their talks on some variation of customer experience being “the new black.” Whether I’m working with clients or fielding questions at one of my talks or workshops, I often get asked which retailers deliver the best experience.

Of course, this leads us to a basic question: just what the heck are we talking about when we say experience? What are the most important differences between improving “the customer experience” and a robust and remarkable strategy to make “experiential retail” the key to a successful future? One pretty much encompasses the whole of a customer’s journey, while the other seems to be pointing to specific kinds of customer interactions.

In the most literal sense, retail has always been experiential, especially when someone is shopping in a physical location. Even in the most mundane of stores, all of our senses come into play. In making the distinction between a “regular” experience and one that is more memorable, I remain hard pressed to come up with a precise definition.

Yet a few waypoints can guide us. The experiential elements that tend to matter are meaningfully innovative and largely unexpected in the traditional context. They engage customers in fundamentally new and immersive ways, as either participant or involved spectator. They tend to evoke a strong emotional response. They often engage most, if not all, of our senses.

Lipstick on a Pig Syndrome

Unfortunately, too much of what passes for experiential is merely gimmicky and risks being a slightly better version of mediocre.

The newer, digitally native vertical brands are often cited as the retailers that “get it” in terms of delivering an experience. But it’s not the espresso machine, the ping-pong table, or some other seemingly random, ironic, or eclectic piece of visual merchandising that makes them experiential. It is the whole of their business model and how it is expressed. When you walk into The Dreamery by Casper, it’s clear that it is not your father’s mattress store. From the visual design to the layout to the way the salespeople engage with customers, it’s a far cry from the normal mattress store experience. There are not a sea of choices that go on and off sale every few days. Customers can go online to book a nap session and, once at the store, borrow PJs and listen to a special sleep sound session created by Headspace. Much of Casper’s information flows seamlessly from the website to the mobile app to what’s available in store.

On the other hand, legacy brands that are trying to innovate often inject well-intentioned, experiential elements into their existing stores, yet these serve mostly to call attention to what is broken in the rest of their business. As alluded to earlier, Macy’s has done a decent job of experimenting with new ways of operating. In 2018 they invested in Story and b8ta and rolled out store-within-a-store versions to a significant number of their outlets, in addition to trying a number of other merchandising, visual, and service initiatives. Yet the bold new graphics and/or interesting new products and layouts are often located right next door to departments that carry the same old tired merchandise, presented in outdated environments.

Alternatively, struggling retailers will create a “store of the future” pilot that often comes across like a greatest hits of other brands’ memorable moments. Kohl’s, for instance, has been implementing a whole array of new programs, including some working in partnership with Amazon and Facebook. They are jumping on the trend to launch smaller stores, working to attract more Millennials and have a greater focus on proprietary brands. Nothing wrong with that, necessarily, but not likely sufficient—and hardly remarkable.

JCPenney’s next-generation concept in Hurst, Texas, opened late in 2019 and features an updated design, a new layout, and various “experiential” elements like a fitness studio and a branch of a locally owned independent coffee shop. Better? Yes. Memorable? Hardly. Remarkable? Not even close.

Unsurprisingly, none of these efforts have moved the dial much, if at all. Macy’s and Kohl’s sales growth has been, at best, stagnant—and obviously hit hard by the COVID- 19 crisis—and the stock prices for both continue to drift downward, despite a robust market. And JCPenney is looking more and more like the world’s second-longest liquidation sale every day.

As we delve into the characteristics that add up to an overall memorable experience, keep in mind that you can’t count on incremental improvements or wedging in or simply bolting on the latest bright shiny object that the cool kids seem to like. That’s not likely to make much of a difference, it may come across as derivative, and more than likely, it’s probably just lipstick on the pig. The customer may well remember that—but not in a good way.

The Six Characteristics of Memorable

When you are deciding what makes a brand memorable as an essential component of becoming truly remarkable, you need to consider six characteristics:

1. Unique: Rather than competing with a customer’s latest great experience (retail or otherwise), this is more than merely being different: we must be distinctively so. Adjectives that describe this idea well are “scarce,” “exclusive,” “incomparable,” “irreplaceable,” “original,” “special.”

2. Intensely customer relevant: We can be unique, but if the customer doesn’t care or value what we do, it ultimately does not matter. Much of what we covered in the chapter on Personal provides many of the key elements. But even if the experience isn’t especially tailored to an individual, minimally, it must be very highly useful, meeting a need or want in a powerful way.

3. Authentic: This is often termed “on brand”—that is, consistent or congruent with what the brand stands for and all the ways it is communicated. Genuine, not forced. Trusted. Well-rooted and not gimmicky. Honest. Ideally it should reinforce or amplify the best elements of a company’s value proposition.

4. Wow-worthy: This is self-explanatory. An experience that is incredibly interesting, awe-inspiring, unexpectedly great, weird, or peculiar in a really good way, and deeply entertaining can generate a surprising emotional response. Makes a significant positive impression. Compels us to want to tell others.

5. Ownable: If the experience is not strongly associated with our brand, its contribution to our becoming remarkable will be diluted or lost entirely. Sometimes we might accomplish this through having a proprietary technology. Most times it is through deft design and execution that we build deep association with our brand. Any attempts at imitation by the competition will be seen as mere knockoffs or even outright theft.

6. Enduring: Sometimes, either because of small size or limited growth aspirations, a memorable creation does not need to become much bigger or financially remunerative to have the desired impact and be sustainable. For larger organizations, we need to be sure that what has a material impact is not just a one-off or an experiment impossible to replicate at any scale. Mostly, we have to be sure it conveys long-term advantage and the prospect of capturing the real state of the mind among our core customers.

Many towns and cities will have one or more retailers that do well on all the above dimensions and have great customer loyalty and profits, but cannot be readily transferred to another market. Sometimes this is because their success is highly dependent on the local hands-on leadership (many such examples are led by iconic entrepreneurs). Sometimes they established themselves and built loyalty well before competition came in. Other successes have a lot do with the idiosyncrasies of a given geography. Other times a new idea does well when it has an unusual amount of management attention at the outset, but that effort cannot be sustained over time.

Ways to Be Memorable

Now that we understand the “why” and the “what” of the Memorable Essential, let’s look at the “how.” While not an exhaustive list, below are some of the different strategies being employed by remarkable retailers to win, grow, and keep customers.

1. Go Big or Go Home

At a time when many retailers are shrinking both their store counts and the literal size of their stores, some are having success by heading in the completely opposite direction. Some trumpet the amazing selection that makes their stores a “must visit.” Warren Buffett–owned Nebraska Furniture Mart has become North America’s top furniture retailer despite having only four stores. Three of the locations have over 450,000 square feet of retail selling space, more than ten times a typical competing store.

Taking a decidedly more high-end and design-intensive approach to home furnishings, RH (the brand formerly known as Restoration Hardware) has gone from nearly shuttering after the financial crisis to driving strong results primarily through the opening of its much larger RH concepts in cities like New York, Boston, and Toronto. Not only are these stores bigger, the exterior and interior design is dramatic (the Chicago store is located in a renovated historical building), and most products are featured in full room settings or vignettes that look like sets from an Architectural Digest photo shoot. They feature both casual and fine-dining restaurants, several of which have been recognized as top restaurants in their respective cities. A few locations even feature pools.

After opening many thousands of more intimate coffee shops, Starbucks is now putting that idea on steroids with is relatively new Roastery concept. Here too the stores are dramatically bigger than the typical location (the largest so far is in Chicago at 35,000 square feet, over five stories). But what makes them memorable is the design and many added new features like tasting rooms, event space, a coffee concierge, and beans being roasted right in the store.

2. Honey, I Shrunk the Store

At the other end of the spectrum are wholly reimagined stores that engage with customers in completely new ways and do so in much smaller and differently used space.

To be clear, this is a different strategy from merely downsizing or “value-engineering” an existing format to change the economics and make site procurement easier. Target’s small-store format, as one example, may be a perfectly fine idea, but it is basically a greatest-hits version of a “regular” Target. It meets both a corporate and a consumer need, but there is nothing especially memorable about it.

Instead, these new “micro-concepts” mix up a few elements of the standard playbook. My favorite example of these micro-concepts is Nordstrom Local. At only about 2,000 square feet, these locations are a fraction of the size of their mall-based department store brethren and carry no regular merchandise. The focus is primarily on services like personal shopping and tailoring. By locating these stores in areas closer to where customers live or work, Local directly addresses the blurred shopping world, serving as an easily accessible hub for customers both returning and picking up online orders. As part of a harmonized strategy, Local helps drive overall Nordstrom brand market share in a given city, regardless of the format and channel in which the customer chooses to engage.

Many of the pure-plays that have embraced the blur and opened up physical stores have greatly shrunk the traditional footprint and focused on having just the right amount of space to help the customers make selections, while carrying little or no inventory. Purchases are sent to the customer a few days later from a centralized location. Away and Indochino, among others, have seen initial success with this approach.

3. The New Customer Intimacy

Customer intimacy as a concept has been around for a long time, but we are seeing it applied in far more targeted ways, particularly as most sectors of retail become more fragmented. A new breed of retailer is focused on addressing a highly specific set of consumers that are not only underserved from a product and service standpoint, but often find that more mainstream retailers don’t tell a story that resonates with how they feel and wish to be seen. What we might call “micro-segmenting” is touching on product segments that might be regarded as niche (gluten-free or veganism in food, cross-fit or endurance athletes in athletic supply, and so on) or groups of customers that may be aligned by a similar cause or historically neglected in some other way.

The Phluid Project, for example, is a New York–based fashion and beauty company serving the LGBTQIA+ community. In addition to offering gender-free clothing, the company intentionally works to be inclusive and drive social engagement.

While hardly a niche, the unfortunately named “plus-size” market is starting to get long-overdue attention. Major brands like Ascena Retail Group’s Lane Bryant are reinventing their approach to the market by leveraging extensive customer insight to implement new merchandising and marketing approaches. Several start-ups are focused on the inclusive sizing opportunity, and more mass retailers are expanding their offerings.

Some ideas are deceptively simple when they exploit a customer insight and execute it well. UNTUCKit has grown to over eighty stores by creating men’s shirts that look good untucked. Barely six years after its inception, ThirdLove, a company that is primarily focused on addressing poor bra sizing, was valued during 2019 at $750 million. Vuori, Mack Weldon, Bombas, and many others are exploiting other apparel niches by addressing customer needs in a deeper, more focused, and interesting way.

4. Reimagined Places

At the center of boring, forgettable retail are tired old formats and uninspired designs. Brands following the strategy of reimagined places are doing more than replacing carpet, painting the walls, and installing new fixtures. A wholly new place-making is redefining the traditional products and services offering through new and interesting combinations.

Eataly, as just one example, is an expansive Italian marketplace and food hall, offering more standard grocery items, a bakery, take-away food counters, a variety of restaurants, and a cooking school. While other stores, notably many European and Asian department stores, have offered dining and many other products under the same roof, Eataly has a more specific point of view and integrates the different worlds in a more dynamic manner.

Neighborhood Goods is one of a growing breed of retail concepts redefining multibrand shopping while making it easier and more affordable to execute pop-ups and other forms of temporary spaces to drive brand activation. Calling itself a new type of department store, the Dallas-based start-up orchestrates an ever-changing offering designed primarily to showcase emerging, mostly digitally native brands, along with a community space and a restaurant. They join Showfields, BrandBox, and a number of other concepts aimed at creating a very different sense of place for consumers, while offering new ways for brands to reach their target consumers.

5. A Higher Calling

Consumers’ interest in a retailer’s social purpose continues to grow, and more brands are building community impact into their fundamental business design. Companies like Patagonia, Whole Foods, and many others have had corporate social responsibility dialed into their strategies for quite some time. In some cases, this manifests as adopting Fair Trade and other sustainability practices. Toms, Warby Parker, and many others have created a one-for-one model where they donate a product for each one purchased. Still others have chosen to donate a percent of their profits to related causes.

Some of these approaches are just part of being a good corporate citizen. Others are well-intended marketing programs that can look like the price of entry to any brand that wants to appeal to certain audiences. They aren’t especially memorable or impactful in and of themselves.

More interesting, perhaps, are those retailers where the social impact is intrinsically woven into the brand and its operations. Rather than donate products or add to their cost structure through philanthropy, these brands effect change through their business design.

Akola (“she works” in a dialect from Uganda, where the products were first made) is a jewelry brand that helps empower women (many of them in extreme poverty, recently incarcerated, and/or recovering from addiction or sex trafficking) to transform their lives. Most of them work in handcrafting the raw materials or finished jewelry products that are sold online and in major retailers like Neiman Marcus and Nordstrom. In addition to learning specific retail production skills, they are also given various forms of education and support to better provide for their families and be positioned for even greater future personal success.

The Citizenry is a home furnishing brand that partners with artisans around the world, using local materials, to design and produce products to be sold through its website and an initial foray into brick-and-mortar. The company makes an impact in each local community by providing grants, employing sustainable production practices, and paying above Fair Trade standard wages.

6. Retail as an (Advertising) Service

As we touched on in chapter 13, the role of the store continues to change. While many legacy retailers failed to realize the “halo effect” of their brick-and-mortar locations, newer brands are designing their formats with this insight at the center.

The idea of “stores as media” was first coined by retail consultant Doug Stephens. It’s not an entirely new one, as catalog merchants that opened retail locations (from Williams-Sonoma to REI to Duluth Trading Company) understood this phenomenon decades ago. But increasingly recognizing this potential clearly informs the strategies of Neighborhood Goods, the new wave of digitally native brands, and others.

The notion that stores can serve primarily as advertising is at the heart of specialty concepts like b8ta, which both operates its own stores and powers shops within Macy’s, as well as the relaunched Toys “R” Us. Their locations are not designed to sell stuff in the traditional sense, but rather serve as presentation centers for innovative products where consumers can discover what’s new and try them out.

Underlying this wave of more media-centric physical stores is a drive to create intelligent spaces. While consumers enjoy a more interesting and relevant experience, retailers benefit from having a more flexible operating model to reach consumers. Because this new type of concept has a sophisticated technology backbone focused on gleaning customer insights, they are in essence mini data factories, allowing brands to refine their plans to be more customer relevant.

7. Stores as Theater

As with many of these approaches, adding measures of a theatrical experience is not entirely new. If you are a parent, you may have been implored to visit the American Girl store, where not only were you treated to a show, but you could have a meal or tea with your child and their doll.

Creating entertaining, immersive retail environments where consumers may participate, cocreate, and/or spectate is helping win customers for brands, both old and new. In Nike’s House of Innovation concept in Shanghai and New York, customers at one counter can choose from a dizzying array of permutations and combinations to create customized athletic footwear. In an adjacent “sneaker lab” space, they have the opportunity to peer through the glass to watch as their purchases are tailored to their liking.

New brands like Museum of Ice Cream, which started as a pop-up but has raised significant funding to open permanent locations and create consumer products, is an ice cream–themed store with over-the-top and highly artistic displays that encourage interaction.

Camp, which debuted in Manhattan in 2018 and has since expanded to Brooklyn, Norwalk, Connecticut, and Dallas, brings theater to the moribund toy shopping experience. Featuring themed and often nostalgic merchandise areas, story hours, and live performances, Camp is designed to be immersive and highly interactive.

8. Hyper-Local

Although the Personal Essential can be employed by just about any retailer, some newer business models seek to get closer to their customers in a more holistic way. Many brands have adopted various forms of localization strategies, the predominant one being tailoring assortments to reflect the demographics of a given market or trade area as well as weather conditions. Being “hyper-local” takes that one step further.

In many ways this approach is not much different from what great independent stores already do. A local owner—particularly one who has lived in the same area—knows the market and can constantly adapt to reflect the community’s wants. What’s new is how some national retailers are creating new store formats—and adding elements to existing concepts—that are highly reflective of the communities in which they are located.

The Nike Live store, first piloted on Melrose Avenue in Los Angeles, is illustrative of the new high-tech neighborhood concept being explored and also brings many of the Eight Essentials of Remarkable Retail together in one concept. Nike Live is membership-only, supporting the ability to uniquely identify customers and tailor their experience through data, which in turn helps inform Nike’s ongoing personalization tactics. The store is highly mobile-centric, since a smartphone powers many of the store’s best features. Products and services reflect the interests of the neighborhood, with 25 percent of the merchandise assortment rotating every two weeks. Events and classes are themed to those that would resonate the best with the local community.

9. The Only Place

One of the most challenging aspects of being memorable in a world where so many products are available through various forms of distribution is creating a compelling reason beyond having the lowest price to visit a given retailer’s store or website. From a retailer’s perspective, it is important to carry an assortment that is not so readily comparison-shopped on Amazon or other sites with reputations for low prices.

This factor is driving many retailers to go beyond their traditional private-label strategies, which were mostly focused on providing customers a value alternative to well-known national brands while giving the retailer somewhat better gross margins. Various retailers are taking a page from Sears’s old playbook of developing and marketing proprietary house brands (Kenmore, Craftsman, DieHard, Weather-beater, et al.) that compete favorably with top national brands on price, product features, and brand image. As mentioned earlier, Amazon is investing heavily in this strategy, but others are following suit. In 2019 Target did a complete overhaul of its exclusive line of products, starting a phaseout of Archer Farms and Simply Balanced in favor of putting more energy behind its newly created mega private brand, Good & Gather.

Being the only (or nearly only) place to find certain products has been at the heart of many direct-to-consumer brands for many years. Lands’ End, L.L.Bean, J.Crew, and many others propelled their growth with exclusive products and controlled distribution. The new wave of disruptive direct-to-consumer brands are, for the most part, carefully managing distribution and playing on “the only place” dynamic by having their own stores and, in some cases, entering into select distribution partnerships with larger retailers.

10. Shopping on the Regular

Some of the fastest-growing newer retail models are subscription based. Among the most successful are concepts that combine a scheduled set of deliveries with product and service innovation.

One group has set its sights on reinventing the delivery of everyday needs. Companies like Harry’s, Dollar Shave Club, and Billie focus on the shaving category, leading with bold product design and replenishing customers’ need on a fixed schedule. Quip sells a new iteration of the electronic toothbrush that has a contemporary aesthetic and lower price. It marries product innovation with scheduled deliveries of a fresh replacement battery and new toothbrush head.

Stitch Fix and Trunk Club (owned by Nordstrom) are going after the fashion segment, also trying to get their clients to get hooked on a regular cycle of refreshing and expanding their wardrobes. Their secret sauce relies on using personal shoppers and artificial intelligence with the promise of better matching product recommendations to customer preferences. Done right, this gives a twofold advantage. Consumers get products they like without having to worry. Retailers get the opportunity to lock in a recurring revenue stream.

11. Let’s Get Ready to Rundle!

Taking the subscription model to the next level is what NYU professor, L2 founder, serial podcaster, and author Scott Galloway calls “rundles”—that is, recurring revenue bundles. The advantage of building average order value by adding more items to the mix at a discount, combined with the potential lock-in value of membership, can clearly create enormous customer lifetime value.

Apple, Amazon, and Google are probably the masters of the universe when it comes to packaging products and services, but more brands are pursuing this strategy.

12. Special, Not Big

One of the downsides of the relentless pursuit of growth is that often what makes a brand remarkable in the beginning gets diluted as companies seek to find more (and often different) audiences by expanding price points, adding new products and services, and opening scores of new locations. The good news is that as many big retail brands pursue the maximum possible audience and attempt to leverage economies of scale and scope, there are many opportunities to do the complete opposite—to be memorable by seeking the minimally viable audience, to be incredibly special to a relative few.

Examples abound, from Franklin Barbecue in Austin, Texas, to Giapo Ice Cream in Auckland, New Zealand, to the Poilâne Bakeries in France, and many more. They are the shops and restaurants where people line up for hours. They garner national (or even global) attention because they elevate the ordinary to the extraordinary; they redefine our expectations; and they give us a story to talk about and share. They are not trying to be very good for everyone, but truly memorable for a narrowly defined few.

13. Ultra-Frictionless

Most of the Memorable strategies are rooted in adding something more or quite different to the customer experience with the aim of being dramatically more effective at meeting customer needs. Examples of this last strategy are companies that are eliminating major sources of friction or pain points in the customer journey.

Amazon Go has pioneered cashierless checkout, not only using a mobile device to “put” items in the customer’s shopping cart but literally allowing customers to walk out of their stores and having the store’s technology recognize the products and seamlessly charge them. Unlike other self-checkout options that are, in essence, bolted onto an existing store’s operations, Amazon Go stores are designed with speed in mind. The product selection is comprised of grab-and-go food items and sundries that fit the needs of their locations, which are principally in or near office buildings.

New payment options are also part of this move to rooting out speed bumps in the shopping process. PayPal’s Venmo has made it super easy to transfer funds to and from your friends and peers. Various smartphone wallet products from traditional banks, as well as Apple, Google, and Alibaba, are gaining significant traction. Once folks have tried many of these new technologies, not only does it create a memorable experience, but it is often hard to go back to the traditional ways of doing things.

At the outset of part two, I mentioned that the first six Essentials are often becoming the requirements of a remarkable retail experience, whereas Memorable and Radical are key differentiators. In some respects that means they are the most important. In many ways, Memorable is the antidote to boring and the fuel that drives the engine of word of mouth.


CHAPTER 19
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Essential #8: Radical

“The other thing I would say is that if you feel safe in the area you’re working in, you’re not working in the right area. Always go a little further into the water than you feel you’re capable of being in. Go a little bit out of your depth, and when you don’t feel that your feet are quite touching the bottom, you’re just about in the right place to do something exciting.”

—DAVID BOWIE

If we look at the state of play in retail today, pretty much anywhere in the world, the spoils are going to the true innovators, the disruptors, the radicals. Conversely, those companies that take a more measured business-as-usual or, worse, wait-and-see approach are most often finding themselves in serious trouble.

It’s a tough time to be defending the status quo, when virtually everything is changing. Being unwilling or unable to change your risk tolerance turns out to be the riskiest strategy.

The age of Amazon and digital disruption demands organizations become more risk tolerant, more creative, more agile, and yes, more radical.

I was at the Tate Modern museum in London when I happened upon an installation by minimalist artist Donald Judd. The piece is a large box that—through its materials and coloration—evokes a fire pit. On the floor, around the perimeter of the box, is thick black tape, along with the words “Do not cross this line.”

At first I assumed it was put there by the museum to protect his work by keeping visitors at a safe distance. Then it occurred to me that maybe it was part of the sculpture itself and was designed to keep the viewer at just the right distance and angle to better appreciate certain aspects. But by the time I left, I was convinced that Judd was, in fact, making a statement about the arbitrary lines we impose upon ourselves that mostly serve to hinder our creativity and keep us stuck.

As both a student and a practitioner of innovation, I have noticed time and time again that most companies that ceded vast amounts of market share to more innovative brands—and subsequently found themselves out of business or in precarious situations—drew lines and erected barriers around what was in and what was out of their field of vision. Whether the position was how they saw their customer, the ways they could make money, the type of business worth considering, the riskiness of projects they would invest behind, or more simply, the day-to-day organizational practices, they adhered to fixed lines that could not be crossed.

As a result, they mostly watched the last twenty years happen to them.

The Truth About Innovation

“Innovation” gets a fair amount of air time at most retailers. Yet it tends to be discussed as a value, attribute, or amorphous goal rather than as a set of capabilities, disciplines, and processes organized and managed to produce a set of desired, reasonably well-defined outcomes. These should most often be aligned with finding better solutions to existing market demands, unarticulated needs, or emerging requirements.

While generating new ideas is part of the innovation puzzle, most organizations spend too much time on the idea creation and sourcing phase and not enough on the vetting, prototyping, testing, commercialization, and scaling processes. If a company is not bringing enough innovation to market, it’s possible they don’t have enough ideas, or the ones they dream up or find are weak. But it is virtually certain they are not investing enough in the upstream processes.

If we want to accelerate innovation in our company, we must focus as much attention and resources as we would on any serious capability in the retail value chain (product sourcing, digital marketing, buying, store operations, etc.). We need to become just as adept with the processes, talent, infrastructure, funding, metrics, etc., that the other major functions in our company have.

We must also accept that innovation is a habit, that it’s messy, and that getting good at raising the bar takes practice. We are no more likely to get good at innovation by merely stating our intentions than we are to run a good time in a marathon by only signing up for the race. Training pays off. Reps matter.

Innovation is also a contact sport. If we want substantive results we cannot stay on the sidelines studying or observing disruption from afar. Chances are we can’t ease our way into the innovation pool. We must take the plunge.

“We choose to go to the moon in this decade and do the other things, not because they are easy, but because they are hard . . . because that challenge is one that we are willing to accept, one we are unwilling to postpone, and one which we intend to win.”

—John F. Kennedy

Why Does It Take a Crisis for Retailers to Innovate?

During the early stages of the COVID-19 crisis, we experienced tremendous innovation and experimentation on the part of just about every retailer. From curbside pickup (and other forms of contactless delivery) to appointment shopping to the overall hyper-growth of e-commerce and more, we’ve rarely seen so much change in such a short period of time. Many have applauded legacy retailers for embracing the notion that most customer journeys are digitally driven and that online shopping and brick-and-mortar stores can work in tandem to produce remarkable results. To which I parry with: what took them so long and how is it they slept through the revolution?

To be sure, few could have predicted the timing and cataclysmic impact of a worldwide pandemic. Only a handful of retailers could possibly have positioned their balance sheets and business models to withstand such a drastic drop in consumer demand. Even some of the most innovative brands in the world struggled to navigate such choppy waters. Nevertheless, for many brands, a crisis has been percolating for years. Finally waking up to the fact that you are the frog slowly boiling to death in the water is really not a cause for celebration.

It’s been said that necessity is the mother of invention. And with the dramatic impact of the health and economic crisis engendered by the pandemic, perhaps it’s more accurate to say that invention is more likely born of desperation. Yet many retailers were keenly aware of the shifts in consumer behavior years earlier, accepted their import, and responded in remarkable ways well before a crisis made that a life-or-death decision. It is both their commitment to innovation as well as their more agile business models that help explain their superior performance.

Until Elon Musk invents a workable time machine, the retailers that have been asleep at the wheel do not get the chance to go back for a do-over. But their boards should demand an after-action review to discern the outcomes that were unpredictable and simply bad luck, as opposed to those that reveal systemic failures to understand where we have been headed and why leadership failed to embrace a culture of experimentation years earlier. As just one small example, it’s been pretty obvious for close to a decade that BOPIS would eventually become table stakes for most retailers. Surveys have revealed strong consumer interest for many years, yet still many retailers were slow to pull the trigger until they were “forced” to.

As it turns out, sometimes things have to get worse before they get better.

The Resistance

Even if we understand innovation as a discipline and put many of the key elements in place, we may still find ourselves taking little or no meaningful action. This can happen in ways big and small, from major projects we do not fund or acquisitions we fail to make to day-to-day activities when we hesitate to share our new project or challenge someone else’s idea.

Organizations, teams, and individuals all have difficulty getting out of their comfort zones. When we go out on a limb, we may well find our colleagues (or the culture) waiting there with a saw, more than ready to bring us crashing back down to earth.

While we may hate to admit it, whether we brought it with us to our current situation, or the culture around us has fostered it, fear (individual and collective) keeps us stuck, unwilling to take the risks we must. A decade ago or so ago, this vacillation or indecisiveness was far from ideal. But right now those who hesitate are not only lost but also likely to sink into irrelevance.

Novelist Steven Pressfield calls this phenomenon Resistance, a concept he first developed in his book The War of Art. He describes Resistance as an almost mythical force that is determined to stop the creative process. Resistance will inspire fear and anxiety, distract us, amplify our inner critic, and cause us to rationalize our inaction or procrastination.

Even if we possess the right tools, processes, and budgets, if we cannot fight through Resistance, our efforts to radically innovate will fall short. As leaders we must understand the places that scare us, constantly remind ourselves what is possible if we are not afraid, and knowingly fight through Resistance.

“Everything you want is on the other side of fear.” —Pema Chödrön

Fail Better

Brené Brown, if you are not familiar with her work, is a shame researcher and the author of several wonderful best-selling books on the power of vulnerability, the gifts of imperfection, and developing personal courage. She’s delivered two of the most popular TED Talks of all time. She is a sought-out speaker and corporate consultant.

In her 2012 TED Talk, among the many powerful things Brown said was this: “You know what the big secret about TED is? I can’t wait to tell people this. I guess I’m doing it right now. (Laughter) This is like the failure conference. No, it is. (Applause) You know why this place is amazing? Because very few people here are afraid to fail. And no one who gets on the stage, so far that I’ve seen, has not failed. I’ve failed miserably, many times.”

At the heart of the Radical Essential is not only a willingness to fail but also an acceptance that to be good at innovation actually requires failure. Our job is not to find ways to eliminate failure, it is to fail better, to fail forward, to fail productively. As Seth Godin reminds us, “If failure is not an option, then neither is success.”

Most companies regard failure as the enemy of success. Countless hours and lots of money are spent making sure they will not screw up. Precious time is lost getting a new venture to market as they conduct more analysis, churn through management reviews, wait for the “perfect” piece of real estate, and so on. This is governed by the illusion that all that work will guarantee the outcome.

This is not to advocate being reckless, acting impulsively, or skipping the analysis, consumer research, and scenario-building when a lot of resources are about to be deployed. On the other hand, setting ourselves up for failure is precisely what increases our odds for success.

“Ever tried. Ever failed. No matter. Try again. Fail again. Fail better.”

—Samuel Beckett

Misteaks Were Made

If we try a new tactic, it might not work. It might be too early, too late, too expensive, too small a market, you name it. We might mess up the execution or spend too much money to possibly earn a decent return. Indeed, if we build it, they (the customers) might not come.

Stepping up to the plate to pursue radical innovation makes us vulnerable to criticism, indifference, maybe outright scorn. The more we push, the more radical the agenda we pursue, the more obvious our mistakes become. Whether we own a small business, lead a big company, run the innovation group, or are team members working on innovation projects, that can leave a mark.

If you aren’t okay with that, that’s fine. The exits are clearly marked. No one is forcing you to do this. But if you want to stay in retail and stay relevant, trial and error—maybe even crashing and burning—is now likely to be part of your job description. If you block the path and defend the status quo, you should do everyone else a favor and step to one side.

However, if you want to stay out of the fray of radical reinvention and merely be a cog in the wheel, you might do well to remember: the robots are coming.

“If you want to succeed, double your failure rate.”

—Thomas J. Watson

Fish from the Other Side of the Boat

Perhaps you know the biblical story about how Jesus comes upon a group of fishermen at the Sea of Galilee who aren’t having any luck catching fish.

After discovering their plight Jesus says to them, “Cast the net on the right side of the boat, and you will find some.” And, as the story goes, when they try the other side of the boat, they catch so many, they can’t haul them all in.

All too often, this is precisely what happens to organizations that get stuck. They return to the same practices and methods well past their point of effectiveness. Sometimes we’ve had our line in the water in the same place for so long, we don’t even notice we haven’t gotten any bites in a really long time. To see problems and their solutions in a different light—to become more radical in our approach—we may have to fish in a totally different body of water, with different crew members and wholly new tools.

“We don’t know who discovered water, but we’re certain it wasn’t a fish.”

—John Culkin

Some companies are afraid to spend money without a highly defensible business case. Other companies take their entire management team around the globe for several weeks to not only immerse themselves in the study of retail innovation but also learn what companies in entirely different industries are doing to reinvent their physical places, reimagine the customer experience, and generally blow up the status quo. Guess which ones have a better track record of making innovation happen.

Quitting Is Underrated

We don’t have to spend much time among our friends or on social media to run across the never-give-up, quitting-is-for-losers, in-it-to-win-it ethos. There’s a whole socially acceptable narrative built around the concept that we must keep pushing no matter what. It’s ridiculous. It’s wrong. And it can be harmful.

Perseverance, grit, determination, and hard work are certainly important to achieving our goals, be they in innovation or just about anything worth striving for. But knowing when to stop can be as valuable as getting started in the first place. Knowing when—and having the courage—to quit is exactly what frees us up to go work on the next promising idea. Yes, the struggle is real, but so are opportunity costs.

I worked for a retailer many years ago that had been running a new concept in pilot mode for nearly five years. There were no plans to expand. There were no plans to shut it down. The project was mostly a distraction with no discernible contribution to the enterprise at large, other than we could mention it on earnings calls to earn some innovation points. No one bothered to establish any real metrics around what success looked like, nor was there anything close to go/no go parameters. Because it didn’t look like it was much of a cash drain, no one felt any urgency to do anything. As it was the pet project of two senior executives, there was no pressure to admit defeat. But that’s exactly what needed to be done, the more it became clear that the opportunity cost (in cash, staff time, and management focus) of keeping it alive was the real problem.

Sometimes killing an idea that the organization has been holding on to for too long is just as radical as generating a new venture. As much as we want to increase our success rate, it’s worth paying attention to our idea kill rate as well.

A Culture of Experimentation

Where most of these ideas come together is in fostering a culture of experimentation. It is at the intersection of putting the foundational pieces in place and encouraging people to walk through their fear and take more risks that more radical results can occur.

In essence, we must always be testing. We must lift up the radicals and the heretics in our organization. We must reward dissent and celebrate failure.

This is not a free-for-all but a process that is both loose and tight at the same time. The looseness accepts that many ideas have to be started to generate the results that we strive for and that failure is inevitable. We must have the flexibility to learn from experimentation and proceed to the right next step, which could be to stop, study more, pivot, or scale.

One CEO I worked with early in my career saw the innovation process as going through a series of gates. At each gate along the path to commercialization—to hopefully creating something remarkable—we get a chance to decide the right next step. When we reach each gate, we arrive more knowledgeable, having spent some time and money, because of the work we have done so far. The CEO used to frame this in poker terms: what does it cost for me to see the next card?

It’s a worthwhile discipline.

The process of innovation is made tight through the investment criteria we determine, the milestones and metrics we develop that define our actions as we go through the gates, and the willingness to cut our losses decisively. It also requires an overall corporate commitment of resources. I am often shocked that retailers do not have what is common in many other industries where a constant stream of newness is required—namely, a research-and-development budget. Few retail organizations commit to marketing goals without a plan and resources. The idea that we might sell products without a clear allocation of inventory would strike most as ludicrous. Yet when it comes to doing the hard work of innovation, the companies that are laggards expect the next big idea will miraculously appear or that nurturing new, riskier ideas somehow takes less of a commitment than most other things they have been doing for years.

Practicing the eighth Essential requires radical thinking, creating a culture of experimentation, and supporting innovation as a core capability. It requires a gating process and a funding mechanism as well. You can’t say you want to be remarkable, much less be a radical, without putting the resources behind it.

Amazon is rightly celebrated for establishing a culture of experimentation. In interviews or his annual shareholder letter, Jeff Bezos typically discusses the importance of experimentation—and its close cousin, failure. He often points to both the sheer number and size of Amazon’s failures as key to their overall success. In his 2019 letter he said, “If the size of your failures isn’t growing, you’re not going to be inventing at a size that can actually move the needle.”41 And Amazon has some pretty big failures in its recent past, including its Fire phone and a $60 million investment in Kozmo.com, a delivery service that proved to be well before its time. Of course, a few huge successes pay for a large number of small failures and a handful of medium-size ones.

Unleash the Demos

Once I was driving to the airport and began exploring the radio stations on my rental car. I discovered the XM Billy Joel channel, playing an early demo for his classic “Piano Man”—a song I’ve heard hundreds of times. I quickly noticed that he sang many of the familiar lyrics, but a number were different. The bridge evoked the memory of the final product, but definitely didn’t sound quite “right.” The arrangement also seemed off, and the song is much shorter than the publicly released version many of us have grown to love.

After the “Piano Man” demo ended, I was reminded of the story Paul McCartney tells about how the Beatles would start their creative process by inserting meaningless lyrics while they worked out a new song. The most famous is the original lyrics for “Yesterday”: “Scrambled eggs, oh my darling, how I love your legs.”

Few of us are surprised that the creation and refinement of demos is inherent to the music-making process. It’s not the least bit shocking to learn that successful artists go through dozens of variations—tweaking, adding, destroying, reworking—before the polished version is ready to ship. We don’t see nearly enough of this in the retail world.

One of my favorite brand slogans is Columbia Sportswear’s: “Trying stuff since 1938.” It’s not only a corporate philosophy; it also speaks to the ethos of many of their customers. Growth does not spring from the pursuit of instant perfection. Columbia, like many other companies that are disrupting retail today, realizes that we don’t require a crystal-clear view of all the next moves before we make our first. They try stuff, they unleash the demos, they figure it out as they go along.

Wabi-sabi

Wabi-sabi is a Japanese aesthetic concept that finds beauty in imperfection and the universe’s natural cycle of growth, decay, and death.

Practicing wabi-sabi means eschewing the unnecessary, getting rid of the clutter, and valuing authenticity above all else. Wabi-sabi requires us to accept the reality that nothing lasts, nothing is finished, and nothing is perfect. We must not only believe that this is okay, but also come to see the great power in the practice. Embracing this concept is critical to fueling our sustained commitment to innovation.

A culture of experimentation means we become more radical in our approach. We take more chances; we fight the tyranny of perfection. We try a bunch of stuff, it fails, we try some more. Rinse and repeat.

It’s an especially bad time to be boring. It’s also a terrible time to be complacent, to savor the glory days, or to rest on our laurels. Even though it’s easy and seems safe, we can’t coast.

If we are serious about innovation, the choices are pretty clear.

Are you wired to say no or to say yes?

Are you riding the brake or stepping on the gas?

Are you more worried about failure or regret?


CHAPTER 20

A Brave New World

“Man cannot discover new oceans unless he has the courage to lose sight of the shore.”

—ANDRÉ GIDE

The retail industry of today is very different from how it was a decade ago, much less last year. None of us can really know for sure what the future holds, as the COVID-19 crisis made abundantly clear. Very different conditions demand very different actions. In this brave new world of retail, pretty much everything is in flux all the time. This may well get worse before it gets any better, if it ever does. But that doesn’t automatically mean things have to get worse for every company or that there aren’t growth opportunities to be taken advantage of.

The Eight Essentials framework lays out what is necessary to adapt and respond to a shifting landscape. Girding yourself—and your organization—to make the journey to remarkable requires finding your true north, arming yourself with the right tools and capabilities, and having the courage to make the leap. Not tomorrow, but right now.

VUCA is an acronym that stands for volatility, uncertainty, complexity, and ambiguity. It originated more than thirty years ago as part of military education at the US Army War College. In more recent years, the term has been used in business strategy discussions to help describe the increasingly challenging and ever-changing circumstances most organizations encounter.

The overall framework and its components can certainly be applied to retailing today, and particular types of responses can help guide us forward:

VOLATILITY: The speed and magnitude of change is high and often unpredictable. A strong overall vision is needed in order to not be distracted by the bumps along the road.

UNCERTAINTY: The reliability of information is suspect, the environment is prone to surprises, and potential outcomes are hard to predict. Our strategies need to push for deeper and wider understanding, take in different, often contrary, perspectives, and contemplate a range of possibilities. Uncertainly cannot cause organizational paralysis.

COMPLEXITY: A growing number of forces can come into play, and cause-and-effect relationships become harder to glean, frequently leading to false narratives. Our job is to provide as much clarity as possible while building in the flexibility and creativity to respond.

AMBIGUITY: Confusion or differing interpretations of conditions is common. Reality seems hazy and we might take the wrong step based on a misread. The key here is to become extremely agile, ready to respond quickly to new information and its implications.


Figure 20.1 VUCA Framework
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Let It Go, Let It Go

Beyond understanding the implications of operating in a VUCA world, another perspective can be very useful. I once attended a conference program where Forrester principal analyst Brendan Witcher was one of the keynote speakers. His talk contained many insightful perspectives, but one statement caught my attention in particular.

When it comes to relevant retail experience, he opined that “only the last three years count.”42 Of course, this was prior to the pandemic, so maybe it should be amended to “only the last year” counts.

Regardless, Brendan’s provocative statement guides us to two points that I have found to be true. Moreover, if we don’t consider their implications, we risk making some big mistakes.

First, as we have already touched on, there has been so much disruptive and fundamental change that very little of what worked in the recent past is likely to be terribly useful in the future. The second, which Brendan and I discussed subsequently, often causes us to defend the status quo or be blind to an emerging trend. It stems from our belief that our accumulated knowledge—all those skills and experiences that helped us get to where we are—automatically enables us to be really good at dealing with our current circumstances. Being the best forger of horseshoes in town was a pretty good gig for quite some time. Until it wasn’t.

Allison, Can You Explain What Internet Is?

In an unaired segment from NBC’s Today Show from 1994, we witness hosts Katie Couric, Bryant Gumbel, and Elizabeth Vargas trying to make sense of the @ sign in an email address. At one point, Gumbel tries to get some clarification: is it . . . “that little mark, with the ‘a’ and then the ring around it?” Amid the confusion, Couric asks: “But you don’t need a phone line, you don’t need a phone line to operate internet?” Since her colleagues have no clue, she asks her off-screen producer: “Allison, can you explain what internet is?”43

It all seems pretty amusing now, but it underscores the reality of where our culture stood not much more than a quarter-century ago, and how the world can be turned completely upside down—sometimes relatively quickly, other times a bit more slowly. Either way, it all seems obvious in retrospect. In the moment, not so much.

The Wisdom of Uncertainty

One thing that will serve us well on our journey is a good dose of humility. It also turns out that this trait is pretty useful in the rest of our lives. If the past few years have not humbled you and your organization, there is a good chance you have not been paying nearly enough attention, or as James Joyce wrote, like Mr. Duffy in Dubliners, you may have been living “a short distance from your body.”

At the heart of being humble in retail are two qualities. The first is accepting that we are probably wrong. Not necessarily that we are wildly off the mark, but simply that so much of what we hold as self-evident or true often turns out not to be. The second is that we are not in control of nearly as many things as we imagine. This isn’t a self-help slogan. It’s objectively true, even if we have a hard time acknowledging it much of the time.

Society and most corporate cultures place a high premium on being right. But if we are honest, we are wrong an awful lot, in ways big and small. In this VUCA world, the odds that we are wrong are only going in one direction, and I bet you can guess which way. And while many of us like to feel in control, we have absolute power over very little, and much of what we believe about our ability to influence certain outcomes is illusory.

This doesn’t mean we throw up our hands and allow ourselves to be carried along in the current of inevitability. Rather, we have to embrace the wisdom of uncertainty. When we acknowledge that we might be wrong, that maybe we are asking the wrong questions, that we have to let go of that hammer and stop pounding the same nails, we open ourselves up to new possibilities.

In this VUCA world, where what got us to where we are may not serve us well going forward, we might be wise to embrace what the Zen Buddhists call “shoshin”—or “beginner’s mind.”

Beginner’s mind is having an attitude of openness, eagerness, devoid of preconceptions, much as a beginner would, irrespective of how much perceived expertise we believe we possess.

“Every artist was once an amateur.”

—Ralph Waldo Emerson

Life in Beta

A proverb that has uncertain origins became popular by a retelling in Thomas Friedman’s book The World Is Flat.

It goes like this: every morning in Africa, a gazelle wakes up. It knows it must outrun the fastest lion or it will be killed. Every morning in Africa, a lion wakes up. It knows it must run faster than the slowest gazelle or it will starve. It doesn’t matter whether you’re the lion or the gazelle—when the sun comes up, you’d better be running.44

That about sums up the state of play in retail today. The constant change. The everyday hustling. The intense competition. An ever-evolving consumer. The need to always be testing. The acceptance that we will never be quite finished.

We cannot afford to stand still or tread water. But merely running is not enough.

As the VUCA framework reminds us, we must develop our wisdom, gain clarity on our why, what, and how, be sure we are headed in the right direction, and develop the agility to respond to whatever we encounter along the way.

Learning to Surf

People approach the ocean in different ways.

Some dive right in.

Others inch in slowly, testing the temperature of the water until they feel comfortable to wade in all the way.

A few like to stand there and get pummeled by the waves’ force.

Some avoid going to the beach entirely.

The most daring and remarkable of all are the skilled surfers. Surfers harness the ocean’s power, gliding on the surface, zig-zagging their way to the shore. Sometimes they fall off their board, but the good ones understand this is just part of the process and hop right back on. They know that through practice they will navigate the inevitable ebbs and flows, the unexpected surges, the occasional fellow surfer who gets too close. Over time, they spend more time up on the board, reaching the shore faster and with more grace and power than when they first started. They understand and accept a few basic tenets of trial and error that we all should embrace.

Avoiding turbulent water is impossible.

Fighting the power of the ocean is an exercise in futility.

Waves are inevitable.

Sometimes they come at us faster than usual.

Sometimes they come at us higher than we’ve grown accustomed to.

Whatever the case, one thing is more certain than ever: we’re going to have to learn how to surf.

We’re Never Ready

Oh sure, maybe we’re ready for the easy stuff. Ready to leave for work, make dinner, hop in a Lyft, do the laundry, pay the credit card bill. But the work that matters, that enlivens the spirit, that changes us, our tribes, and the world around us? That’s a whole different deal.

The journey to remarkable is much the same. Taking the plunge can be scary. But naming our fear is helpful, because it is our fear that keeps us stuck. Resistance is the dragon we must all slay. Letting go of any notion of perfection will help us stay on the path.

“It’s a terrible thing, I think, in life to wait until you’re ready. I have the feeling now that actually no one is ever ready to do anything. There is almost no such thing as ready. There is only now. And you may as well do it now. Generally speaking, now is as good a time as any.”

—Hugh Laurie

Being willing to get started—to accept that the only way we can ever really know that we are on the right path is to start walking, slowly at first, but faster and faster as we gain confidence—is essential.

If we keep waiting, what exactly is it that we are waiting for? More data? More clarity about the future? Our new hire to start? One more conference to attend? Maybe a sign from above or a direct order from our boss?

Because here’s the thing. The conditions will never be perfect. The time will never be right. I have little idea what’s going to happen in the future, and neither do you. But chances are, you already have everything you need to take that first step. And yeah, there’s a pretty good chance it might not work. But standing still, hoping for a little more analysis, a bit more polish, a really cool PowerPoint presentation, or picking up a new credential is not likely to work either.

Like it or not, it’s later than we think. The bullet of disruption has already been fired. We can wait until it hits us and cross our fingers we survive. Or not.

The fact is that we’re never really ready for what truly matters, for what’s urgently needed. But we can still start. And if not now, when?

“The show doesn’t go on because it’s ready. It goes on because it’s 11:30.”

—Saturday Night Live producer Lorne Michaels (as quoted in Bossypants)

Start Where You Are

If you are anything like me, you might find yourself feeling regret from time to time about any number of things you should have done differently. For me, it’s a pretty long list.

At one level, we should reflect on mistakes made and opportunities squandered. As Ralph Nader has said, “Your best teacher is your last mistake.” At another level, if we are not careful, we’re merely engaging in destructive self-flagellation. Until someone invents a time machine, we can never go back and fix a problem. None of our failures need to influence what we can do in the present moment. We have to start where we are.

Letting go of the baggage from the past does not mean ignoring what we may need to do to get help, shore up our skill set, or pay extra attention when it comes to our less-than-helpful tendencies. But it does mean we start with whatever we have and make the best of it.

“There are only two mistakes we can make along the road to truth: Not going all the way and not starting.”

—Gautama Buddha

Weird and Wonderful

As the world was trying to make sense of the COVID-19 crisis, it became popular to talk about our “new normal”—as many did after 9/11 and following the financial crisis (and as some probably did after Game of Thrones wrapped up its eight-season run).

The fact is there is no “new normal” or even “next normal.” There is only now.

By the time we get used to this normal, it’s gone. And not only is it gone, it often has little relevance to what we need to do in the present moment, or the one that will follow. Or the one after that.

And who defines normal anyway? My normal surely isn’t the same as yours. Or your partner’s. Or your best friend’s. Or the customers you need to win, grow, and keep.

And even if it were, who’s to say what that will look like tomorrow?

The world is growing more diverse and idiosyncratic.

We are seeing more fragmentation, not less.

The long tail grows ever longer.

Remarkable isn’t about finding the peak of the bell curve but pushing to the edges.

It’s all pretty weird. And that’s more than okay.

A Compass, Not a Map

The journey to remarkable is just that: a journey. As we have talked about earlier in this book, your mileage will vary, perhaps considerably.

Each of the Eight Essentials of Remarkable Retail holds the promise of creating a better future for your company. When taken together, adjusted for your particular situation, and sequenced to generate the best outcomes, the results can be transformational.

This framework is, however, much more of a compass than a map. A map, no matter how well done, can only take us to places we’ve been before. That’s not where we need to go.

When we first get started, the path is likely to be less than clear. The road ahead will be long and winding. There will be hills and valleys. At the top of each hill, though, what lies ahead will come into sharper relief and our next steps will be more certain. There is nothing to dislike, resist, or be at odds with. This is simply how it works. Our commitment is to stay on the path, get up each morning, and start running. Not aimlessly, but to where our compass leads us.

As we take stock of where we started, and check in along our journey, we will most certainly encounter plenty of challenges. Doing a check-in on each of the Eight Essentials may well be in order during these times, and we may need a fair amount of recalibration and reprioritizing.

Often, reverting to some high-level principles might be all we need. Are we focusing on the right customers? Do we have clarity on what it means to deliver an experience that is highly customer relevant and memorable? Are we creating a story that demands to be told, that our customers will want to spread, that is truly remarkable?

The journey to remarkable is inherently about planting seeds, cultivating what starts to grow, and eventually reaping the rewards of our hard work and a new willingness to take risks.

It’s worth remembering, as the ancient Chinese proverb says, the best time to plant a tree was twenty years ago. The second best time is now.
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