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ABOUT THE ...

...CORPORATE ASSOCIATES PROGRAM

he Corporate Associates Program (CAP) is the Institute for the

Future' sflagship service. Focused on the strategic planning needs of

organizations worldwide, CAP offers an ongoing examination of the
international and domestic business environment. During the yearlong
membership, program members receive practical, incisive, and up-to-date
analysisof emerging trendsand their likely consequences. Throughout its 25-
year history, CAPhasoffered an unparallel ed opportunity for senior corporate
planners and strategic thinkersto interact effectively on key issueswith CAP
colleagues, Institute for the Future researchers, and leading experts.

... INSTITUTE FOR THE FUTURE

ocated at thenorthern edgeof SiliconValley inMenlo Park, California,

the Institute for the Future is an independent, nonprofit research firm

that specializesin long-term forecasting. We help businessesidentify
and evaluate specific opportunities presented by market trends and new tech-
nologies. Founded in 1968, the Institute for the Future has become aleader in
action-oriented research for business, industry, and government. Our clients
include Fortune 500 companies as well as midsized and emerging companies.
We analyze policy, forecast aternative future scenarios, and identify markets
for new products and next-generation technologies.
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Introduction

Welcome to the Institute for the Future’s 23rd annual Ten-Year Forecast:

New Consumers Creating a New Marketplace.

This is the first of the series to have a single theme. For that theme,
we have selected the single most powerful driving force in the
economy at the turn of the century—the emergence of consumers
who use information more intensively to meet their economic needs.
In the process, these new consumers are influencing a spectrum of
business and economic decisions and transforming a variety of

societal precepts.
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Introduction

While we have touched on a number of
these themes in the Corporate Associates
Program in the past few years, this Ten-Year
Forecast acknowledges the significance of
these drivers in creating a more consumer-
centriceconomy. Wehave attempted to distill
all of our research on the new consumer into a
single volume. To this end, we track the new
consumers by means of basic socia data, we
explorekey changesintheway consumersuse
information to make commercial decisions,
we gaugetheimpact of new consumersonthe
supply chain, and we identify some of the
areasnew consumersarelikely toinfluencein
the decade ahead.

Thisyear's Ten-Year Forecast is divided
into three sections. The first explores the so-
cial and demographic characteristicsdefining
the new consumer. We put the emergence of
this phenomenon in the context of wider and
deeper socia change, change that is creating
more diverse societies where differences in
behaviors and choices are more welcome.

The second section analyzes the particular
ways new consumers use information—how
consumers gather information when making
decisions, what channels they use, and what
sources are most important to them. These
patterns of behavior are strikingly different
from other groupsin society and presage other
notable behavior changes in the coming de-
cade. In particular, new consumers are more
likely to appreciate the value of exchanging
their personal information with businessesand
aremorelikely to turn to agentsfor help nego-
tiating the more complex information flows.

The third section focuses on how the new
consumer is beginning to changeawide vari-
ety of key societal precepts. Theseincludenot
only how we shop but also how we calculate
risk and put value on intellectual property.

SecTiON |2
THE 21s1-CENTURY CONSUMER

nitssimplest definition, the new consumer

is someone who has some college educa-
tion, lives in a household with discretionary
income, and has access to new information
technologies.

Our detailed surveys show that informa-
tion-using behaviors change relatively
smoothly over time—with each increase in
educational attainment or household income,
the likelihood of using information more in-
tensively tomakecommercial decisionsrises.
We have developed easily quantifiable mea-
sures—having at least one year of college
experience, living in a household with more
than$50,000inincome, havingaPC at home—
that give us a shorthand for measuring how
many new consumers there are and how fast
this segment is growing.

In the past 20 years, the share of the U.S.
adult population comprising new consumers
has been growing at aimost 5.5% per year,
whilethetotal adult popul ation hasbeengrow-
ing at slightly over 1% per year. As aresult,
new consumers make up amost half of all
adults in the United States today (see
Figure 1). Given these numbers, thereislittle
surprise that the new consumer phenomenon
has come to dominate the marketplace.

viii
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Introduction

The new consumer phenomenon is not
restricted tothe United States. Usingthesame
criteria, we havefound that many other coun-
tries across the North Atlantic are experienc-
ing the same rapid growth in sophisticated,
information-intensive consumers. While not
aslarge asin the United States, the growing
population of new consumers in Northern
Europe is significant as well (see Figure 2).

Section| providesbackgroundtotheemer-
gence of these highly influential new con-
sumers. Most of the focus is on the United
States, wherewefirst identified the phenom-
enon. We begin with the two key defining
characteristics of the new consumer—the
rapid long-term rise in educational attain-
ment and the large growth in the share of
adultsin higher-incomehouseholds(“ Higher
Education, Higher Participation” and“House-
hold Income Spreads Up and Out”). Wethen
takealook at several driversof social change
in the United States—the redefinition of the
role of women, the ongoing socia revolu-
tion, and the increasing diversity of the U.S.
population—all of which continue to trans-
formsociety (“Lady of theHouse: TheEvolv-
ing Role of Women,” “The Social Revolu-
tionLivesOn,” and“ Diversityin2010—The
Multicultural New Consumer™).

To make the point that this phenomenonis
not just a U.S. experience, we draw parallels
between social and demographic changes in
the United States and those in the other major
countries of the North Atlantic (“The North
Atlantic Echoesthe U.S. Market”).

Figure 1
The Number of New Consumers Is Growing Rapidly
(Percent of all adults)
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Source: Institute for the Future

Figure 2
New Consumers Spread Across the North Atlantic
(Percent of adult population)
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Source: Institute for the Future, International Household Surveys, 2000.
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Introduction

These drivers have al contributed to the
evolution of the new consumer. Together with
the new consumer phenomenonitsdlf, they are
creating amuch more diverse and fragmented
society inwhich traditional mass-market com-
muni cations strategies just won't work. More
groups and individuals are demanding more
personalized attention from businesses.

SectioN 1l
CHANGING BEHAVIORS

he key insight we have gained in five

yearsof consumer surveysisthat the new
consumers use information differently. They
search for information in more channels,
they refer to information more frequently,
they prefer information for whichthey initiate
the contact, they likeinteraction, and they use
information to experiment more often (“New
Consumers: Using More Information More
Effectively”).

By using richer sources of information and
enjoyingthepotential for moreinteractionwith
businesses, the new consumers are a so learn-
ingthevalueof their own personal information.
They areincreasingly lookingtobuildrelation-
ships with businesses that understand how to
provide greater value in exchange for that in-
formation (“ Customer Relationships: TheEvo-
Iution of the Value Exchange’). These new
consumers are also beginning to seek out so-
phisticated agents, both human and electronic,
whom they can trust to help them manage the
increasingly complex set of life stasks (“The
Future of Agents: From Task Management to
Life Management”).

Finally, thereisavery real and very large
group of consumers who are not adapting as
quickly to the plethora of information avail-
able. The people in this group are more
racially and ethnically diverseand older than
new consumers. They gather less informa-
tion beforethey makecommercial decisions,
and when they do gather information, they
tend to rely more on people, including ex-
perts, than on other resources (“Out of the
Shadows: Traditional Consumers Gain the
Light"). Businesses ignore these traditional
consumers at the risk of alienating nearly
half of the current marketplace.

Section lll:
CHANGING SOCIETY AND BUSINESS

he new consumers are using information

toforcebasicchangesinhow theeconomy
functions. At the same time, they are begin-
ning to affect societal precepts that define
some of the rules of economic behavior. This
section explores just a few of those longer-
term consequences.

Itisfairly easy to seethat the new consum-
ers’ information-gathering and shopping be-
haviors are changing the retail sector. We
offer adetailed examplein Europe(“ Retailing
in Europe: Beyond the Hypermarket™). But
their behavior is affecting other economic
venuesaswell. Thelabor market ischanging,
not only because of the new consumers' de-
mand for services at al times and all places,
but &l so because, asworkers, new consumers
are defining new relationships in the work-
place (“Double Jeopardy: New Consumers
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ChangingtheWorkplace”). Moreover, asnew
consumers get more information, they are
emboldened to take more risks. In many
areas—controllingtheir ownretirement funds,
making investment choices, switching jobs,
borrowingto pay for moreeducation, pushing
for quicker federal drug approval—new con-
sumersareaccepting greater personal riskiif it
means more control (“New Consumers Raise
the Risk Threshold").

The benefits of inexpensive and plentiful
information may also get the new consumer
to rethink some of the most basic assump-
tions about how society functions. Already,
consumers are beginning to have new
thoughts about access to intellectual prop-
erty inaworld where information sharing is
pervasive (“Intellectual Property Manage-
ment in the New Economy”).

The most obvious manifestation of infor-
mation-empowered consumersisin their ef-
fects on the supply chain. In the past, the key
economic decisions—of what ismade, where
it is made, what it will cost, and when new
products are introduced—were controlled by

playerswell up thesupply chain—processors,
manufacturers, and brand builders. But in
recentyears, thesedecisionshavemovedcloser
to the consumer, first into the hands of thebig
retailers, and now increasingly into those of
the new consumers in al their interactions
aongthesupply chain(* ConsumersAreRevo-
lutionizing the Supply Chain”).

ON 10 THE ANNUAL CONFERENCE

T hisForecast looksin depth at consumers,
new and traditional, their use of informa-
tion, and the impact of that combination on
every aspect of the global economy. We hope
youfindit aninteresting read filled with data,
ideas, and insight. It can beread all at once or
used asahandy referencethroughout theyear.
It also provides background material for the
Corporate Associates Program Annua Con-
ferencein Monterey, California, in February,
where we will explore in greater depth how
the new consumer is changing relationships
all along the supply chain. We hopeyou enjoy
the 2001 Ten-Year Forecast!

Greg Schmid, Director
Maureen Davis, Program Manager

Corporate Associates Program
Ingtitute for the Future (IFTF)
Menlo Park, CA
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Higher Education, Higher Participation

Despite the anecdotes about high school dropouts earning
millions in the software industry and news stories about the
decreasing value of college, Americans are attending and gradu-
ating from high school and college at consistently higher rates. This
growth is occurring across all genders, ethnicities, and races.
Since a larger portion of high school graduates is going on to
college, the total share of the population with at least some
college education is increasing as well. By 2010, almost 55% of
the adult population will have at least some college training. We
expect this share to continue to grow as the well-educated baby
boomers enter retirement, replacing a generation with much
lower attainment levels, and the echo boomers, with their very
high college enrollment rates, enter the workforce. Such growth
will create a more sophisticated, confident consumer base and
workforce that will keep the United States competitive in the

global economy of the 21st century.
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Higher Education, Higher Participation

THE DRIVERS

Five critical drivers will continue to in-
crease the educational attainment of the
U.S. population:

« The coming of age of the echo boomers.
« Lifelong learning for baby boomers.

» Theincrease in the number of people who
attend some college.

* The economic returns on theinvestment in
education.

« Thepublic perceptionthat educationisnec-
essary to succeed in the New Economy.

Echo Boomers Come of Age

The baby boom generation’s prime fertility
yearsresultedin the“ echo boom”—thebulge
in birthsfrom the late 1970sthrough the mid-
1990s. Indeed, at 4.2 million, the number of
birthsin 1991 almost equaled the number in
1961, the peak year of the baby boom, 4.3
million. Inthenexttenyears, theechoboomers
will graduate from high school, attend and
graduate from college, and enter the work-
force in significant numbers, just as the baby
boomers begin to retire (see Figure 3).
Theimpact of the echo boomerswill befar
reaching. Since the 1970s, young adults have
been attending college at increasingly higher
rates. In 1980, for example, 48% of recent high

Figure 3

The Echo Boomers and the Baby Boomers in 2010
(Age distribution of the population in the United States in 2010, in millions)

Millions
25

Echo Boom

<5 5-9

Baby Boom

10-14 15-19 20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64

Source: U.S. Census Bureau, Projections of the Total Resident Population by 5-Year Age Groups and Sex with Special

Age Categories: Middle Series, December 1999.
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Higher Education, Higher Participation

school graduates enrolled in college. By 1998,
the shareincreased to 64% (see Figure 4). The
increase in college attendance was even more
dramatic for women. In 1990, therateat which
womenattended coll egeafter highschool gradu-
ation wasvirtually equal to that of men, but by
the end of the decade, women went to college
at considerably higher rates (see Figure 5).

Dueto the large number of peoplebornin
theechoboom generation, thehigher level sof
education in the younger groups, and the
greater college attendance of women, the ab-
solute number of high school and college
graduates is likely to continue to increase in
the next decade.

Baby Boomers Keep Going to College

Even as they approach retirement, the baby
boomers are continuing to contribute to the
rise in educational attainment. Indeed, the
baby boomers have turned to lifelong learn-
ing in droves, most likely to broaden their
skills to compete in the rapidly changing
workplace and to seek a measure of fulfill-
ment by pursuing personal interests. If we
follow acohort of the baby boom generation
through the past two decades, we see that
such atypical cohort increased their degree
holdings by 35% after the age of 30. In
addition, we seeasignificant number of baby
boomers going to college for the first time
after 30 (see Figure 6 on the next page).

Figure 4

More Teens Going to College
(Percent of 19-year-old high school
graduates enrolled in college)

Percent
80
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1980 1990 1998

Source: U.S. Census Bureau, “Single Grade of
Enrollment and High School Graduation Status
for People 3 Years Old and Over, by Age,”
School Enrollment—Social and Economic
Characteristics of Students, various years.

Figure 5

Women Catch Up with and Surpass Men

(Percent of female college students over percent of male college
students, 19-year-old high school graduates)
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Source: U.S. Census Bureau, “Single Grade of Enroliment and High School
Graduation Status for People 3 Years Old and Over, by Age,” School
Enrollment—Social and Economic Characteristics of Students, various years.
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Higher Education, Higher Participation

Figure 6
Baby Boomers Keep Learning

(Percent of baby boom age cohort with at least some

college education)

1983
(25-29)

1988
(30-34)

1993
(35-39)

1998
(40-44)
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Source: U.S. Census Bureau, Educational Attainment in the United States,

various years.
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Figure 7
The Economic Return on Education Expands

(Growth in average income by education, 1977-1997)
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Source: U.S. Census Bureau, Mean Earnings of Workers 18-Years-Old and Over,

by Educational Attainment, Race, Hispanic Origin, and Sex: 1975 to 1998,

Table A-3.

Those with Some College
Increasing as Well

Thebaby boomgenerationmarkedly increased
the share of peoplewho have attended college
but haven't earned a bachelor’s degree. This
fast-growing group—those with “some col-
legeor anassociate sdegree’ —isanimportant
oneto addressfor businessesthat want toreach
the broad spectrum of consumers. Even one
year of college education typically results in
much higher earnings for people and changes
their key consumer behavior patterns, such as
how they gather and use information at work
and at home. If businessesareto market to this
group effectively, they must know whether
they behavemorelikehigh school graduatesor
collegegraduates. Our research hasshownthat
consumerswho have had some college educa-
tionarelikely togather moreinformation, tobe
more analytical in utilizing that information to
make purchasing decisions, andtovalueinfor-
mationthey haveactively pursuedthemselves.
In other words, they act morelike collegethan
high school graduates.

The Income Premium
of Education Expands

In the past two decades, the spread in income
across education levels has grown dramati-
cally (see Figure 7). In that time, the average
earnings for someone without a high school
degree fell by 10% in real terms, while the
average earnings for someone with a high
school diploma remained almost constant.
Average earningsfor someonewith acollege
degree, however, increased by 12%, and for
someone with an advanced degree, by more
than 30%.

Not only arethe premiumspai d to employ-
ees with more education increasing, the job
market is growing more quickly in the very

2001 Ten-Year Forecast ¢
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Higher Education, Higher Participation

areasthat require education. According to the
Bureau of Labor Statistics, “all of the [occu-
pational] categoriesrequiring at | east an asso-
ciatedegree are projected to have faster-than-
average employment growth from 1998 to
2008. All the categoriesrequiring less educa-
tion and training are expected to grow more
dowly than average.”

Most felt that college plays an important role
not only in short-term job opportunities but
aso for long-term prospects, a shift away
from the paradigm of “working your way up
the ladder.”

“The market demands [a college degree]. Before, you
This doesn’'t mean that jobs requiring less

education aregoing away. Many of thes ower-
growing occupationswill actually create more
total jobs in the next ten years because their
basdlineis larger. Theseinclude jobsin retail
trade, business services, health services, and
some nonteaching, honadministrative jobs in

could get a good job with a high school [education].
Now you need a college degree, a master’s, or even a

Ph.D. The future market is going to be asking for that.”

—~Female patrticipant in a focus group conducted by
Public Agenda, May 2000

education—jabs that typically require only a
high school education and on-the-job training.
Still, the fastest-growing jobs and the jobs
with the highest and fastest-growing salaries
require a college education. We expect that
the distribution of jobs across educational
levels will continue to shift toward those re-
quiring more education, and that the young
will continue to respond to the strong eco-
nomic incentives for attending college.

Perception of the Value and
Necessity of Education Grows

The U.S. population sees education asavery
important determinant of future job success.
Inaseriesof focus groupsfacilitated by Pub-
lic Agenda, an independent public opinion
research organization, 77% of respondents
said that a college degree is more important
today than ten yearsago, and 87% agreed that
acollege education today isasimportant asa
high school diploma used to be.
Furthermore, in a survey also conducted
by Public Agenda, respondents felt that a
college degree is the single most important
determinant of success in today’s economy.

Parents especially are strongly convinced
of the value of education for their children.
More than 60% of parents surveyed felt that
college was “absolutely necessary” for their
children, while only 35% felt it was “helpful
but not necessary.” The value put on educa
tionisparticularly stronginminority families.
When asked for the single most important
determinant of success in the world, 65% of
Hispanic high school parents and 47% of
African-American high school parents said a
college education, while only 33% of white
high school parents did.

The Public Agendasurvey also looked into
whether peoplefelt that the United Statescould
ever reach asaturation point for college gradu-
aes. In 1993, a survey the firm conducted
found that 54% agreed that too many people
were going to college (instead of trade schools
or other aternativestocollege). Butthecoming
of the New Economy changed that, and by
1999, 76% felt that the United States “could
never have too many college graduates.”

2001 Ten-Year Forecast ¢
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Figure 8

More High School Graduates ...

(Percent of population with a high school diploma, 20 years
and older)
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Source: U.S. Census Bureau, Educational Attainment in the United States,
various years.

Figure 9
... and More People with Some College Education

(Percent of population with at least some college, 20 years and

older)
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Source: U.S. Census Bureau, Educational Attainment in the United States,
various years.

Given such data gathered in a variety of
formats, it appears that the U.S. population
continuesto believein thevalue of education.
This sentiment is strongest in minority popu-
lations, which have typically had the lowest
educational attainment ratesand are likely to
have seen the disadvantage of low attainment
firsthand. This suggests that people will con-
tinue to invest in their education, and the
education of their children, which is good
news for the U.S. economy.

THE FORECAST:
EDUCATIONAL ATTAINMENT
STILL ON THE RISE

he U.S. population is more educated than

ever. The younger generations continue
to graduate from high school and attend col-
lege at consistently higher rates than their
predecessors did. This trend has produced a
significantly more educated population asthe
younger generations replace the older, less-
educated ones (see Figures 8 and 9).

High School

Intheyounger generation, however, theUnited
States may be reaching a saturation point for
high school graduates. Therate of increase has
slowed over time, and the high school gradua
tion rate for people 25 to 29 is leveling off at
just under 90%. According to the Census Bu-
reall, the increases each year were not statisti-
cally significant from 1995 through 1999.
Thepercentage of high school graduatesas
awhole in the general population islikely to
continue to increase until it reaches the level
of the younger population. When the baby
boom generation—whose members were the
firsttoattend and graduatefromhigh school in
suchhighproportions—iselderly, wearelikely
to seethesameleveling off of theincreasesin
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the general population aswe currently seein
the younger generations (see Figure 10).

If the United Statesisindeed approaching
a saturation point for high school graduates,
this implies that at least 10% of the adult
population will continue to have less than a
high school degree. Whether this population
is a short-term or permanent fixture in the
United States depends partly on the composi-
tion of the group.

We would expect a good portion of this
group to be adults with disabilities, since a
study by the Census Bureau found that only
74% of adults with disabilities have a high
school degree. Recent immigrantsfrom coun-
tries without a strong, established education
system would make up a good share of this
group as well. Indeed, the Census Bureau
estimates that while almost 85% of the total
adult population has at least a high school
degree, only 65% of the foreign-born popula-
tiondoes(thoughthesi zeof thisgroup changes
over time with the overal rate of immigra-
tion). Given these numbers, the composition
and magnitude of thisundereducated groupis
not likely to change significantly in the next
ten years, and thus the percentage of these
groups receiving high school diplomasis not
likely to change significantly either.

College

College attendance in the younger genera-
tions continuesto rise. Following a period of
stagnancy inthe 1980s, thegrowth ratepicked
upsignificantly intheearly 1990s, andthrough-
out the rest of the decade.

It isn’t just the young who are going to
college; the baby boomers are going back to
school later inlife. Together, thesetrends are
driving up thetotal educational attainment of
the population. We expect that by 2005, 52%

of theadult population will have at east some
collegetraining, and by 2010, about 54% (see
Figure 11). In the next decade, thetotal num-
ber of peoplewith at least some college expe-
rience will increase 20%, from 99 million to
119 million people.

Figure 10

Share of High School Graduates Will Creep Upward

(Percent of population with a high school diploma, 20 years and
older, 1980-2010)
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Source: Institute for the Future; U.S. Census Bureau, Educational Attainment in the
United States, various years.

Figure 11

More than Half Will Have Gone to College

(Percent of population with at least some college, 20 years and
older, 1980-2010)
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Source: Institute for the Future; U.S. Census Bureau, Educational Attainment in the
United States, various years.
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Higher Education, Higher Participation

IMPLICATIONS

A more educated population will haveim-
portantimplicationsfor theU.S. economy
in general and for the workforces and custom-
ersof U.S. companiesin particular.

Workforce:
More Skilled, More Mobile

A more educated workforce is necessary to
continue the United States' transition to a
knowledge-based economy. The continuing
successof U.S. companiesin selling products
with higher value-added qualities in the glo-
bal marketplace depends on just such an edu-
cated labor force, which can design, package,
sell, and service products around the world.
The ability to compete in the increasingly
competitive market depends on the growth of
specialized knowledge.

Higher educational attainment is a good
sign this growth will continue. It will also
mean that workers of the future are likely to:

» Bemoreflexibleand adaptable. Aneducated
workforce is a more flexible and adaptable
workforce. Anindividual with astrong educa-
tion knows how to learn and can succeed in
many different jobs. This expands both the
labor pool available to the company and an
individual’s value and opportunity within a
company. A strong education also giveswork-
ers more options outsi de the company, or even
outsidetheir current career paths, and the con-
fidence to pursue such opportunities.

» Be harder to entice and keep. While the
flexibility and adaptability of well-educated
employees give companies access to a larger
group of potential workersfor any given posi-
tion, thesetraitsalsoincreasetheburdenonthe
companies of convincing recruits to come on

board and current employeesto stay. With low
unemployment rates, the U.S. economy is al-
ready experiencing a labor crunch. A strong
educational background may also alow an
individual to grow and adapt to changing work
environmentsand responsi bilitieswithinapar-
ticular company, perhaps opening doors for a
series of career positions at the same firm.

» Experience reduced college premiums.
Whilethereislikely tobeacontinuing squeeze
on the number of employeeswith highly spe-
cialized skills (such as super programmers or
nuclear scientists), the rapid expansion of the
college-educated populationislikely tosdowly
ease the size of the income premiums that
college education currently draws. When the
education of the workforce catches up with
the knowledge economy, workers suited for
work in the knowledge economy won't be as
hard to come by. Thiswill make it easier for
companies to hang on to their workers.

Consumers:
More Information Savvy,
Harder to Please

More highly educated consumers will have
importantimpactsontheway businessesmeet
their needsinthemarketplace. Moreeducated
consumers are likely to be:

« More critical when making purchasing
decisions. Expect themore educated consum-
ersto bemorecritical and careful about mak-
ing purchasing decisions. They will use the
information-gathering skills gained in school
and their greater access to technology to col-
lect and analyze product and serviceinforma-
tion before making a decision. For their part,
companies must work to make these types of
information readily available through a vari-
ety of traditional and electronic channels.
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» More demanding. Well-educated consum-
ers will demand more from the companies
they do business with, and they will be better
informed and moreknowledgeableabout how
to find the products they want, at the best
price. Further, they will demand more ser-
vices tailored to their individual needs. As a
result, companieswill nolonger beabletorely
on traditional mass marketing to reach their
better-educated customers. More often, they
will have to turn to the personalized market-
ing strategies enabled by the Internet and new
database technologies that gather, store, and
analyze purchasing behavior.

» Wealthier and sawier seniors. The cult of
youth will be joined in consumer markets by
the cult of seniors. With the aging of the baby
boomers, the education levels as well as the
income levels of the retiree population will
increase dramatically. Companies across the
board will haveto takeinto account thislarge
and influential group of senior consumersin
their marketing strategies.

—Harriet Greenwood Ragozin
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Household Income Spreads
Up and Out

The baby boom generation has pushed the dispersion of household income
dramatically upward for three reasons—the boomers are significantly more
educated than their predecessors, more baby boom women have entered the
workforce than women of previous generations, and many baby boomers
have formed dual-income families. As a result, the dominant middle
class has shrunk, the lower-income groups have remained flat, and

the upper-income group has grown tremendously.
Because the baby boomers will continue to move through
their peak earning years until they begin retiring in
2010, this upward shift in income will continue for
at least the next decade. After 2010, the baby
boomers will begin to retire, which will result
in a dramatic increase in the elderly
population, a decrease in the age
and experience of the working
population, and a mod-
erating of changes in

income distribution.
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BACKGROUND

nthepast 30years, thebusinesscyclesinthe

United Stateshave becomemoremoderate,
with shorter, milder recessions and longer,
more gradual recoveries. The current expan-
sion, for example, began in 1991 and contin-
ued through that entire decade, the longest
expansionary period ever.

During the last two expansions, house-
hold income growth hastended to lag behind
the growth of the economy as a whole; it
wasn't until three years after the troughs of
the recessions that household income grew.
Infact, the slower household income growth
may have played an important role in deter-
mining the length of the last two business
cycles by making the expansions more mod-
erate and controlled.

Asaresult, median household income has
grown slowly and cyclically, following the
business cycles but lagging dlightly behind.
These cycles of income growth have length-
ened sincethe 1970sand early 1980s, when a
full cyclelasted about five or six years. Since
the mid-1980s, recoveries and declines in
median household income have been more
gradual, but more prolonged. Over thisperiod,
income has increased overall, however, as
shown by the trend line on the graph
(see Figure 12).

While the rise in median income paints a
picture of a slowly improving standard of
living, it doesn’t show the most dramatic and
significant changes occurring in the past 30
years. Indeed, groups above and below the
median are changing in such a way that the
median hasn’t been dramatically affected.

Figure 12
Slow and Steady
(Household median income, in 1999 dollars)
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Note: Shaded areas indicate recession years.

Source: U.S. Census Bureau, Money Income in the United States, 1999.
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As a case in point, the mean income of
households below the median was essen- Figure 13

tially flat from 1969 to 1996, increasing only Movin’ On Up

3.9%. In the same time frame. however. the (Household income distribution, in 1999 dollars)
mean income of households above the me-

dian grew 30%. The result is a much wider Declining shares in low income groups

spectrum of incomes—in other words, the Percent
rich are getting richer. 30
. . L H 1970
A comparison of theincomedistributionin 11999
1970 with that of 1999 underscores this dis- 20
tinct shift. The share of households earning
morethan $75,000 (in 1999 dollars) rosefrom
10% to almost 23% during that time (see 10 —
Figure 13).
Why has the income distribution changed
so dramatically and what does it mean for < $15K $15K_$35K $35K_$50K
businesses and consumers?
Increasing shares in high income groups
THE DRIVERS Percent
aby boomers are responsible for much | 3° B 170

that has happened in the economy (and ] 1999
society atlarge) inthepast 30years. Itwasthis
group that spurred the trend toward higher
educational attainment for both men and
women, for example, whichled directly toan 10 —
increase of women in the labor force and the
corresponding rise in the number of dual-
incomehouseholds. Furthermore,inthe1990s,
baby boomers began to enter their peak
earning years, 45 to 54. All of these factors
contributed to the large growth in the upper
income levelsin the past 30 years.

20

$50K-$75K $75K-$100K $100K+

Source: U.S. Census Bureau, Money Income in the United States, 1999.

A Highly Educated Population

As shown in the “Higher Education, Higher
Participation” article, earning potentia is
closely linked to education. Thus, achangein
the distribution of educational attainment is
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Figure 14
Women'’s Participation Rates Way Up
(Percent of women in the labor market)
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Source: U.S. Statistical Abstract, 1999

likely todriveachangeinincomedistribution
aswell. Thebaby boom generation shifted the
distribution of educational attainment upward
by attending high school, college, and gradu-
ate school at unprecedented high rates.
Meanwhile, at the same time the boomers
were going to college in greater numbers, the
U.S. economy began moving fromamanufac-
turing-based economy to a knowledge-based
economy. Naturally, thelabor market required
more and more knowledge workers. Indeed,
thefastest net job growth in the United States
in the last decade has been in those occupa-
tionsrequiring anassociate’ sdegreeor higher.
As demands for educated workers increased,
the returns on education increased dramati-
cally aswell. For example, the average earn-
ings for someone with an advanced degree
increased by 30% in real termsbetween 1977

and 1997, while the average earnings for
someone with ahigh school degree remained
virtually unchanged. The combination of a
more educated workforce and an increasing
return on education contributed to therisein
the higher-incomecategories. The population
earning less than the median istypically less
educated and did not benefit from theincreas-
ing returns, and thus remained at relatively
low income levels.

In the next ten years, the overall educa
tional attainment of the population will con-
tinue to increase, as discussed in the “Higher
Education, Higher Participation” article. Ina
knowledge-based economy like the United
States, a more educated population is a
wealthier population, onthewhole. However,
a fair amount of the increase in educational
attainment in the coming decade will occur in
the elderly population, as younger, more-

16
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educated cohorts replace the older, less-edu-
cated population at the top end of the labor
spectrum. Thus, the effect on the actual
workforce will be dlightly tempered com-
pared to previous decades.

Women in the Workforce

The baby boomers also fueled women's
participation in the labor market, which
resulted in more dual-income households. In
1970, 43% of women worked outside the
home; by 1998, that number increased to 60%
(see Figure 14). During that time, the mean
earnings for women also increased.

While overall income for women is still
considerably less than for men, the rise in
dual-income househol dsdrovethe expanding
incomedistribution. Between 1970 and 1998,
the median income for households in which
the wife participated in the paid labor force
increased by 32%; the medianincomegrowth
for households in which the wife did not was
1% (see Figure 15). In 1998, 74% of house-
holds earning more than $50,000 a year had
two or more earners.

Inthenext decade, weexpect acontinuation
of these trends, asthose in the younger half of
the baby boom enter their primeworking years
before their older counterparts begin to retire.

Figure 15
Dual-Income Households Dominate

(Median income for households by wife’s labor force participation, in 1997 dollars)
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Source: U.S. Census Bureau, Measuring 50 Years of Economic Change, 1997; Money Income in the United States,

1998 and 1999.

2001 Ten-Year Forecast ¢

Institute for the Future

17



Household Income Spreads Up and Out

Figure 16
Earnings Peak in the Late 40s and Early 50s
(Median household income by age of householder, in 1999 dollars)
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Source: U.S. Census Bureau, Money Income in the United States, 1999.

Baby Boomers Enter and Expand
Their Prime Earning Years

The high birth rates that created the baby
boom span 20 years. The older half of the
baby boomers turned 45 during the 1990s;
those in the second half of this significant
population will turn 45 in the coming decade.
Thelate 40s are asignificant period during a
person’ s career. For women in particular, the
40s mark atime of high labor force participa-
tion, as they are no longer in their prime
fertility years. In general, a person’s peak
earning years are between the ages of 45 and
54. After 55, labor force participation
traditionally begins to wane and median
income begins to fall, and earnings drop off
sharply after 65, the traditional age of retire-
ment (see Figure 16).

In addition to seeing the younger baby
boomers entering their late 40s over the next
decade, we may also witness an increase in
the median earnings of 55- to 64-year-olds.
Well-educated, knowledge-based workers
tend to work longer and at higher wages than
less-educated, manufacturingand other lower-
wage workers; in the next decade, look for
more55-to64-year-oldsinhigh-incomehouse-
holds asthe share of older knowledgeworkers
in the workforce increases dramatically.

In the late 1990s, when many of the older
baby boomers were in their prime earning
years, incomes grew quickly. We expect that
in the next decade, the second half of this
generation, along with those members of the
first half who stay inthe workforce, will fuel
asimilar growth.
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THE FORECAST

he Bureau of Labor Statistics foresees a

decade of moderateeconomic growthand
a strong healthy economy, with average an-
nual GDP growing at 2.4%. The Bureau of
Labor Statistics estimates that nominal per-
sonal incomewill grow at 4.5% annually from
1998t02008, andthegrowthrate of consumer
demand will match that of GDP.

Growth by Income Level

Tocapturethechangesintheincomedistribu-
tion in the next ten years, we looked at the
changesoccurring inthe past 30 yearsand the
pace of these changes. Based on these histori-
cal patterns and the underlying growth in
personal income, we forecast the percentage
of householdsin each of five income catego-
ries (quintiles). Although the percentage of
peopleineach of thequintilesvariesfromyear
toyear withtheoverall economiccycles, there
are distinct growth trends in certain catego-
ries. Our forecasts are based on the trends
underlying the cyclical variation.

Asshown in Figure 17, the lower quintile
islikely to decline only dightly, the next two
quintilesarelikely todeclinemorerapidly, the
next quintileislikely to declineonly slightly,
andtheupper quintileislikely togrow signifi-
cantly. In other words, the trend toward a
flatter, wider distribution of income s likely
to continue in the next decade, with the per-
centage of households earning more than
$75,000 almost catching up to the largest
quintile, those earning $15,000 to $34,999.

Figure 17
Flatter and Wider
(Household dispersion in five income categories, in 1999 dollars)
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Source: Institute for the Future; U.S. Census Bureau, Money Income in the
United States, 1999.
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Figure 18

The Middle Shrinks, the High End Grows

(Households in the two most dynamic income categories,
in 1999 dollars)
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Source: Institute for the Future; U.S. Census Bureau, Money Income in the
United States, 1999.

Thetwo most dynamic changesin income
distribution remain the decline of the lower-
middle groups and the rapid expansion of the
highest income category (see Figure 18).

IMPLICATIONS

n the next decade, the second half of the

baby boomers will move into their peak
earning years. For employers, this means a
large supply of experienced, highly educated
knowledge workers at the high end of the
spectrum. This group will be supported by a
series of relatively small cohorts until the
bulge of the echo boom (the children of the
baby boom) enterstheworkforce near theend
of the decade.

In the meantime, there may be a dearth of
low- and mid-level experienced workers. As
we move past 2010 and the baby boomers
begin to retire, the younger, smaller cohorts
will move into their peak earning years. At
that point, we can expect a reduction in the
number of experienced managersand profes-
sionals, and abulgeintheyounger, lessexpe-
rienced age groups (the echo boom). We may
even seeareturnto hierarchical organizations
as companies readapt to a newly bottom-
heavy labor force.

As for consumers, a flatter, wider, more
top-heavy distribution of incomemakesmass-
marketing morechallenging and suggeststhat
targeted marketing campaigns may be more

20
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successful. Dual-income families are likely
to continue to dominate the upper-income
levels, and because of this, look for growing
demand for time-saving products and ser-
vices. Furthermore, with the baby boomers
aging, look for a population of wealthier,
more active elders, many of whom will con-

tinue working well past 65. This powerful,
influential group will mean that youth alone
will no longer rule consumer markets. Com-
panieswill haveto continueto meet the needs
of the generation that defined the world
economy inthelatter half of the century, even
as they age—the baby boomers.

—Harriet Greenwood Ragozin
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Lady of the House:
The Evolving Role of Women

The most important unit for making purchasing decisions
has always been the household. This hasn’t changed over
the years. But the ways decisions are made within the household
are changing, and the key to this change is the evolving
role of women.

The National Marriage Project at Rutgers, the state university

of New Jersey, observes that “women are historically seen as the

normsettersin
marital rela-
well as the
cultural tradi-
riage. Thus,
tudes and ex-

marriage are

courtship and
tionships as
bearers of the
tions of mar-
women’s atti-
pectations for

an important

measure of overall social confidence in the institution and an
indication of which way the marital situation is going.” Because
marriage has traditionally been the foundation on which most
households are built, women’s attitudes toward marriage
have a tremendous impact on the composition and dynamics

of the household.
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Figure 19
Age of First Marriage Is Increasing for Both Men and Women
(Median age at first marriage)
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Today, women are seeking more equal
positionsin the household and the labor mar-
ket—and getting them. As a result, women
are spending more time on education and
careers. Thistrend is influencing their deci-
sions on family life: Women are marrying
later, having children later, and choosing to
liveinsettingsother thanthetraditional house-
hold. All of these choices are changing the
dynamics of households tremendously, and
consumer purchasing patterns along with
them. It is important for businesses to track
the personal decisions women are making
today in order to know where householdsare
headed tomorrow.

WoMEN’s CHOICES ARE
CHANGING SOCIETY

U nlike their counterparts in earlier gen-
erations, women today are making
choicesthat affect their professional aswell as
their personal lives—and society aswe know
it. There are several concrete indicators of
women'’s evolving roles:

« Women are postponing their first marriage.
* Women are having children later.

« Highly educated women are more likely to
forgo having children.

* More mothers are working.

Women Are Postponing Their
First Marriage

Women are getting married for the first time
at alater age. Inthe past 20 years, the median
age of women at their first marriage has
increased by morethan four years, from 20.8
years old in 1970 to 25 in 1998 (see Figure
19). Whilethe key driver of this change may
be women'’s desire for education and a start

24
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on their career, men are postponing mar-
riage as well. For men, the age of first
marriage hasincreased by about threeand a
half years, from 23.2 years old in 1970 to
26.7 in 1998. This suggests that men are
following the lead of women.

Although the increase in age might seem
small, the impact on household formation
and childbearing is enormous. And thetrend
isn't reversing itself any time soon. The me-
dian age at marriage is rising each year, and
we expect these changes to continue.

Women Are Having Children Later

For the past couple of decades, women have
beenhaving childrenlaterintheirlives. Infact,
in the last decade, the percentage of women
having their first child between 20 and 24
declined, whereas the percentage of women
having their first child between 30 and 34, or
35 and 39, increased (see Figure 20).

When women postponetheir first child in
suchlarge numbers, the average age of moth-
ers having children in general (not necessar-
ily their first) islikely to go up aswell. Data
show that the percentage of women having
children between 30 and 39isindeedincreas-
ing, while the percentage of women having
children between 20 and 29 is declining.

More Educated Women Are More
Likely to Forgo Children

Women are postponing marriage and the age
at which they have children in large part to
continuetheir education. |ndeed, womenwith
the highest level s of education are putting of f
having children the longest—or are not hav-
ingchildrenat all. Women between 25 and 34
and between 35 and 44 are much morelikely
not to have children if they have an advanced
collegedegree(seeFigure21). Amongwomen

Figure 20
Women Are Postponing Their First Child
(First-child birth rates by age of mother)
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Figure 21

Women with Higher Education Are More Likely to Be Childless
(Percent of childless women between 35 and 44, by educational
attainment, 1995)
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HistoricaL PerspecTiVE: BIRTH RATES AND ““THE PiLL™”

B etween 1970 and 1975, just after
the introduction of “the pill,” birth
rates for women of all ages declined.
Beginning in 1975, the overall decline
stopped and the birth rates started to
show different patterns for women of
different ages. This is especially obvious
for two age groups: women between 30
and 34 and women between 15 and 19.
From 1975 on, the birth rates of women
between 30 and 34 have been increas-
ing continuously, whereas birth rates for
women between 15 and 19 continued to
go down, except for the period between
1988 and 1993, in which they increased
(see Figure 22).

The birth rates for women between 20
and 24 and for women between 25 and
29 show exactly the same pattern until
recently: The birth rates for women be-

Figure 22
U.S. Birth Rates Down
(Birth rates by age of the mother)

tween 20 and 24 seem to have stayed the
same whereas those for women between
25 and 29 have gone down slightly. For a
long period, the rates have been circling
around the same value.

So, clearly, birth rate data support other
indicators—women are putting off having
children, many until well into their 30s. This
postponement will have large impacts on
when and how households spend money. If
couples are well into their careers before
they have children, for example, they may
be ready to spend on big-ticket items earlier
than previous generations. Likewise, when
they finally do have children, they may not
have to scrimp and save in the same way
that they might have at a younger age, and
thus may be open to buying more premium
goods and services for their family.
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between 35 and 44 with postgraduate experi-
ence, 32% don’'t have children.

More Mothers Are Working

Not only are women better educated and
morein control of family choicestoday, they
areal so paying moreattentiontotheir profes-
sional lives. Today, more and more women
take their careersinto account when making
decisions about building afamily.

In the past 40 years, women's overall
participationrateintheworkforce hasalmost
doubled, from 35% in the mid-1950s to 60%
in 1998. The growth rate was rapid from the
mid-1960sto 1990, when women were mak-
ing up for lost time and the better educated
baby boomersenteredthemarketplace. Since
then, theparticipationgrowth ratehasslowed
considerably, but continues to increase.

Morestriking thanthefact that the overall
participation rate is going up is the fact that
more women are going back into the labor
force sooner after having a baby (see Figure
23). The need to maintain a household in-
come and standard of living to which their
family has grown accustomed, as well asto
foster career opportunities, has pushed more
mothers back into the labor force quickly.
The share of women in the labor force with
infants(i.e., children under 12 monthsold) is
now approaching the participation rate of
womenoverall. Andthisshareisstill increas-
ing. So, not only are women postponing
having children, but once they have them,
they are also much more likely to maintain
their role in the workforce. This trend sug-
gests that businesses ought to look into the
special needs of these types of dual-income
families and learn to accommodate them,
both as providers of goods and services and
as employers.

Figure 23

Mothers Back in the Labor Force Soon After Childbirth

(Percent of women with infants in the labor force)
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MAssACHUSETTS Is SET APART IN
RATIO oF OLDER MOTHERS

At first it seemed that it might be
a statistical blip. But no, public
health officials said today, it is a
definite and striking trend: Massa-
chusetts, they believe, has become
the first state where more babies are
born to women over the age of 30
than under it. Reasons for this include
the fact the overall population is
older and education levels are higher

than the general average.
—From The New York Times,
June 21, 2000
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Key DRIVERS

What is behind the evolving role of
women in the household and the
labor force? Higher education levels and the
attractivenessof thelabor market arethe most
important drivers influencing the changes.

First, the flourishing economy needs and
rewards skilled labor—women are finding
exciting, well-paying jobs because such op-
portunities are abundant in one of the most
successful economies of all time. Prosperity
has also made it easier for a much larger
number of women to get advanced degrees.
With prosperity, however, comerising expec-
tations for the good life. The greater need for
incometo afford theattributesof middle-class
living impels many womentojoinand stay in
the labor force, even when they have young
children at home.

There is at least one other trend behind
women'’s choices regarding family and the
household. Today, there is a much broader
social acceptance of aternative life patterns.
Women are no longer expected to simply
becomewivesand mothersat an early ageand
to assume a support role to their husbands at
the risk of being ostracized if they don't.
Social acceptance of a wider variety of
lifestyles allows and encourages women to
participate in a wider variety of educational
and workplace experiences before and while
they are married, and to chooseto live aone,
with a partner, a spouse, or with or without
children. Although not yet entirely universal,
it has become more socialy acceptable for
women to take control of their own destinies
and to take advantage of the opportunity to
findtheir own senseof balanceintheir profes-
sional and private lives rather than to merely
follow the dictates of outmoded traditions.

ForecasT

any of the basic social changesinspir-

ing the evolution of women’'s roles
wereinitiated between 1965 and 1980. Weare
still working through the changes begun in
this period, though further changes continue
gradually (see the article “The Social
Revolution Lives On”).

The median age of women at their first
marriage will continue to increase slowly,
following the continuing growth in women’'s
educational attainment and workforce oppor-
tunities. By 2010, the median age at first
marriage will be about 26 years old, up from
today’s 25.

The age at which women have their first
childwill follow the sametrend. The percent-
age of women having their first child between
20 and 24 will continueto decline at the same
pace asit has been. By 2010, this percentage
will be 47%, down from 51% today. The
percentage of women having their first child
between 30 and 34, however, will keep in-
creasing. In 2010, this percentage will be
about 31%, upfrom 26%. Of course, therewill
be limits on this growth—a certain age at
which women will have no choice but to start
afamily if they want one—but by 2010, this
point won't be reached.

Theworkforceparticipationrateof women
will also keep increasing, but at a slower
pace. Our forecast, based on the projections
of the Department of Labor, isthat women’s
participationintheworkforcewill jumpfrom
today’ s60%t0 62% by 2010. Theeconomics
of young couples trying to buy a house,
furniture, and cars, combined with the career
aspirations of women, will push a greater
share of younger women with very young
children to an even higher rate of participa-
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tioninthelabor force. Thisforecast isbased
on the fact that such participation rates for
young married women and single women
are increasing faster than the overall rate.
Our forecast isthat the workforce participa-
tion rate for mothers with young children
will be 65% in 2010, up from 59% in 2000,
actually passing the overall participation
rate for women. All in all, women will ac-

ing on grooming, clothes, travel, and enter-
tainment for these dynami c twentysomething
households. Look, too, for more childless
householdsfor couplesintheir 30sand 40s—
which are likely to spend more on housing,
entertainment, restaurants, fine arts, invest-
ments, and so on.

count for an increasing share of the labor Women are taking control of their own lives, which

market—48%in 2010, up from 46%in 2000.
Though these numbers may not be shock-

often means choosing a career as well as a family, and

arranging their private lives around that career.

ingly different, the impacts of these changes
will be tremendous. The longer-term effects
of women’s career and family choices are
very importanttowatchfor thenext tenyears.

WHy SHouLb BusiNesses CARE?

he more educated women are, the more

they will choose a variety of different
paths. Women aretaking control of their own
lives, which often meanschoosing acareer as
well as afamily, and arranging their private
lives around that career. As aresult, women
are marrying later, having children later or
not at all, and going back to work more
quickly oncethey do have children. All these
choices have impacts on household dynam-
ics, whichinturn have countlessimplications
for businesses.

Different Composition of Households
Means Different Spending Patterns

If households are the center of purchasing
decisions, the changing role for women will
affect awide range of these household deci-
sions. Morewomen intheir 20sliving alone,
for example, will mean much higher spend-
ing in these households on personal rather
than family products. Look for more spend-

Looking still further, agrowing number of
households having children later will mean
that some of the discretionary income that
peopleintheir 50sused to spend on consumer
goods and services will be going to college
education and other aspectsof their children’s
upkeep. Businesses would do well to under-
stand and meet the needs of these families
charting new territory.

As the number of people putting off or
forgoing marriage altogether rises, more
people will live aone in one-person house-
holds or with roommates. How these house-
holds share their living expenses may change
radically, with someitemsbeing shared and a
growing number of decisions being made by
the individuals. Businesses ought to be pre-
pared to meet the needs of these consumers
oneby one. Singleservingsinthefood depart-
ment, smaller portionsof househol d products,
including paper goods, and health and life
insurance packages designed for singles will
all goalongway toward earning theloyalty of
consumers who are on their own.
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The more educated and workplace-savvy
womenwill haveadifferent roleinthe house-
hold. Not only are many women more finan-
cialy savvy because of their contribution to
family incomes, they are actively participat-
ing in many more household decisions, and
getting more involved in major purchasing
decisions, such as for cars and vacations. In
addition, more than ever before, women are
managing the finances of the household. This
places them at the forefront of insurance and
investment decisions, heretofore largely the
domain of the* man of thehouse.” Companies
in these fields will need to provide informa
tion on a broad range of financia topics, but
will also need to focuson theparticular issues
that are of particular interest to women, such
as financial planning related to divorce and
single parenthood.

Time Management:
A Growth Industry

The fact that both men and women are work-
ing will result in the growing importance of
timemanagement services, including services
such aschild care, shopping, concierges, gro-
cery delivery, cooking, and so on. Tradition-
ally, women have spent large blocks of time
managing the routine tasks of the household.
Although many women are now working, the
tasks of household management, especially
withregardtochildren, still fall tothemfor the
most part—or don’t get doneat all. Thismight
changeinthelongterm, but it will surely take
time. Meanwhile, womenwill need helpman-
aging their overburdened schedules, both at
home and at work. For businesses, there are
€normous opportunitiesto support womenin
managing their time. Businesses should think
about the following:

 Time-saving productsand serviceslikeeasy
meals, one-stop shopping, and services that
assume the burdens of planning, preparing,
cleaning, and upkeep, such asthose described
in“TheFutureof Agents’ and the“ Customer
Relationships’ articles.

 Trusted services for taking care of chil-
dren, including baby sitters, nannies, and
perhaps“kidtaxis’ togetthemtotheir myriad
activities.

» Servicesthat facilitate joint decision mak-

ing in households with two strong points
of view.

WOMEN As EMPLOYEES

ecause the workforce increasingly con-
sists of women, and a growing share of
women are doing value-added knowledge
work, itisimportant to maintaintheloyalty of
these valuable female employees. Women
have different expectations about their work
environment than do men. For women—who
areusually responsiblefor managing kidsand
ahousehold in addition to work—it isimpor-
tant to have flexibility. Organizations will
haveto reconsider how flexible they arewith
respect to arrangements like part-time work,
telework, time schedules, maternity leaves,
andfull-time, on-sitechild careor other forms
of child-care assistance. Ultimately, compa-
nies will have to rethink their benefits pack-
ages to keep women on board.
Flexiblehoursand benefitsarejust thefirst
step. Womenwill changetheworkplaceinal
sorts of ways that are only just beginning to
appear. Sinceresearch hasshown that women
prefer tolivecloseto their work, for example,
companies will have to think about where
they locate their facilities. Telecommuting is
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one answer, of course, and so is setting up
neighborhood branch offices, perhapsin the
form of timeshares, closer to where their
employeeslive.

Because many women have communica-
tion and leadership styles that differ from
those of their male coworkers, thevery nature
of the workplace is likely to change as well,
especialy as women move into upper man-
agement, shifting from the traditionally male
command-and-control hierarchy to a more
cooperativenetwork style. Women, withtheir
myriad life roles as worker, spouse, mother,
and caregiver, will seek more flexibility and
responsibility in the workplace.

Meanwhile, for the household, businesses
will haveto imagine arange of new opportu-

nities, by thinking about what it means for
children to have two working parents, for
example. They will also need to think about
the implications of women having children
later in their lives. Parents dealing with
more active householdslater in life may need
new types of health and medical services,
for example.

CONCLUSION

T heroleof womenischanging, andthishas
tremendous implications for every con-
sumer-oriented business and employer.
Companiesthat don’t take these fundamental
changes into account risk falling way behind
the curve.

—Aurelia Klooster hof
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The Social Revolution Lives On

Between 1965 and 1980, a time of revolution, the baby
boomers came of age in the United States, bringing with
them vast social changes—a larger population, higher
education, higher incomes, and broader civil rights for
minorities and women, to name just a few. Atthe heart of this
revolution was the notion that personal rights and choices
are of paramount importance and that such rights and

choices are to be respected and even protected by society.
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The elevation of persona choice trans-
formed U.S. society both for the better—
broader civil rightsfor many, morewomenin
theworkforce, moretol eranceof differences—
andfor theworse—higher divorcerates, more
children born out of wedlock, the greed and
excess of the 1980s. Today’s households—
society’s basic decision-making units—are
still assimilating these changes. In particular,
greater longevity, broader social acceptance
of awider variety of lifestyles, and the aging
of the baby boomers are transforming
basic household characteristics, such as size
and composition.

CHANGES DRIVEN BY THE
BaBy BoOMERS

everal important indicators suggest that

householdsare still working through the
social changes of the 1960s and 1970s, in
terms of number, size, and composition.

The Number of Households
Is Growing

More than anything, the baby boom is syn-
onymous with population growth, and as the
baby boomers entered their adult years, the
number of households began to increase. In-
deed, the number of householdsin the United
States has been rising rapidly since 1965,
though the pace of change has slowed re-
cently. Between 1965 and 1980, the growth
rate increased at an annua rate of 2.3%;
since 1980, the growth rate has been 1.3%
(see Figure 24).

Household Size Is Declining

Whilethenumber of householdshasincreased,
the size of households has declined. Aswith
the number of households, the largest change
took place between 1965 and 1980, during
which time the average household size de-
clined 16%, from 3.29t0 2.76. Sincethen, the

Figure 24

Number of Households in the United States Is Steadily Growing
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size has decreased by 5% (see Figure 25). In
1998, the average household size was 2.62.

One- and Two-Person Households
Are on the Rise

Along with population growth, another key
reason for both the growth in the number of
households and their decline in size is the
increase in the number of one-person house-
holds in the United States. Not only has the
absolute number of one-person households
increased, but their rel ativeshareof all house-
holdshasincreased aswell (see Figure 26 on
page 36). The most dramatic increase in the
percentage of one-person households took
place between 1965 and 1980; such house-
holds grew from 13% of the total in 1960 to
23% in 1980. Since then, the percentage of
one-person householdshascontinuedtogrow,
but at a slower rate, reaching 26% of the
householdsin 1998.

Theexplanation: Baby boomersweremore
likely to moveintoindependent quartersear-
lier than people in the previous generation
did; they tended to marry later; and they
divorced and separated at amuch higher rate.
But perhapstheprimary component of growth
in one-person households is the aging of
society. Everyoneisliving longer thesedays,
but women generaly live longer than men.
For exampl e, intheUnited States, theratio of
men per 100 women age64to 74is82; inthe
population 85 and older, the ratio is 49 men
per 100 women. As aresult, more and more
widowed women are living alone.

With the increase in the number of child-
less women, 32% of women between 35 and
44, and the increasing longevity of married
couples, the percentage of two-person house-

holds has also increased, though not as dra-
matically as that of one-person households.
Thepercentageof two-personhouseholdsgrew
from 28%in 1960 to 31%in 1980 and 32%in
1998. At the other end of the spectrum, the
share of households with five or more people
declined dramaticaly, from 23% in 1960 to
13% in 1980. In 1998, only 10% of all house-
holds consisted of five or more people.

Household Composition Is Changing

The composition of households has changed
in other ways as well, most notably:

» Fewer married coupleswith children. The
percentage of married couples with children
has fallen dramatically. The largest change
took place between 1970 and 1985 asthelast
of theboomersleft their parents’ households.
In 1970, 40% of the households consisted of

Figure 25

The Largest Decline in Household Size Took Place
Between 1965 and 1980

(Average number of people in a household)
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Source: U.S. Census Bureau
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married couples with children, whereas in
1985, only 28% did. By 1998, only one-
fourth of households consisted of a married
couple with children (see Figure 27).

» Nonfamilyhouseholdsincreasing. Theper-
centage of nonfamily householdshasrisen as
well. Thisisaphenomenon closely related to
the postponement of marriage, the higher
divorce rates, and the increasing number of
very oldsinglepeople. Theshareof nonfamily
householdsgrew from 15%in 1960to0 26%in
1980, to 31% in 1998.

« Moresingles. Therewasalargedropinthe
percentage of married people (in the popula-
tion15and older)—from69%in 1960t0 61%
in 1980. Inthe same period, the percentage of

never-married people jumped from 25% to
30%. Sincethe 1990s, the pace of change has
been slower. In 1998, 58% of the population
15 and ol der was married and 31% had never
been married.

* More unmarried couples. Meanwhile, the
share of unmarried couples is growing very
rapidly. Thisreatively new form of household
increased from 0.5 million couplesin 1970 to
4.2 million in 1998. Although this form of
living is not radically different from that of
married couplesinconsumption patterns, there
aresignificantimplicationsaffectingareassuch
asthelega status of property, benefit digibil-
ity, and the rights and responsibilities relative
to children if the unmarried couple separates
(see Figure 28).

Figure 26

The Percentage of One-Person Households Is Increasing
(Percent of household type as a share of total households)
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WHAT Is DRIVING
HouseHoLpD CHANGES?

H ouseholds are changing for two ssimple
reasons: people are living longer
and society is accepting a wider variety
of lifestyles.

People Live Longer

An important factor changing the composi-
tion of households is that people are living
longer. Better health care and healthier
lifestyles have increased longevity tremen-
dously (life expectancy increased from 70.8
yearsin 1970 to 76.4 yearsin 2000). Asthe
baby boomers enter their 60s over the next
decade, the population as a whole will grow
increasingly older. The gradual increase in
longevity will increase the total number of
househol ds, especially thenumber of married
couples without children and the number of
one-person households.

Broader Acceptance of a
Variety of Lifestyles

Another forcedriving thesechangesin house-
hold compositionisthe broader social accep-
tance of awider variety of lifestyles. Some of
the changing mores include living longer
alone or with roommates, postponing mar-
riage, postponing children, and ending mar-
riages more often.

These changes give more control to the
individual over key life decisions at almost
every important stage of life. People are no
longer making decisions based on questions
such as, “What does my family or society
expect of me?’ but more often based on
questionslike, “What isbest for me now? Do
| want to get married? Do | want to finish my

Figure 27
Married with Children Is Losing Popularity
(Percent of household type as a share of total households)
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Figure 28
Growing Number of Unmarried Couples
(Number of unmarried couples, in millions)
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education first? Do we realy want to get
married or can we just live together? Is the
marriage working for both of us?’ Such a
shiftinthelocusof decisionmakingisneither
good nor badinitself, but it doescontributeto
agrowing fragmentation of the marketplace.

ForecasT

hangesin household composition were

initiated by the revolutionary socia
changes that took place between 1965 and
1980. The baby boomers, reaching their 20s
in that period, were the trendsetters for these
changes, setting up independent households,
living alone longer, marrying and having
childrenlater, and separating whenthingsdid
not work out. Although change still contin-
ues, recent datasuggest that whilethe current
generation of young people accepts the
changes of the boomers, they will extend
these changes only slowly for the next ten
years. Our forecast is based on Census Bu-
reau projections.

Growing Number of Households
and Shrinking Household Size

The population as well as the humber of
householdswill continueto grow slowly. The
total population estimate for 2010 is 300
million (upfrom279millionin 1998), andthe
total number of households will be 115 mil-
lion. The average household size will keep
declining at thesamerateasduringthepast 15
years: 0.1% to 0.2% per year. In 2010, the
average household size will be 2.53 people.

Increasing Nonfamily Households

The percentage of nonfamily househol dswill
continue to increase over the next ten years,
and the percentage of married couples with
children will continue to decrease. The fore-

cast for 2010 is that only 20% of the house-
holds will consist of married couples with
children, while 32% will consist of groups of
nonfamily members. The number of one-
personhousehol dswill increaseto about 27%.

Changing Age Structure

Because of the aging population, alarge por-
tion of one-person households will be older
peopleliving by themselves. Figure 29 shows
theexpected agestructureof thepopulationin
2000 and 2010. Every group over 50 years of
age will increase dramatically as the baby
boomers move into retirement and the popu-
lation of the very old increases.

WHy SHouLb BusiNesses CARE?

or businesses, the changing household

means a fragmenting market, which in
turn means a change in strategy. Companies
will have to work harder for their customers.
They will nolonger beableto create products
and services that appeal to the mass market
aone, but will have to find ways to reach
smaller sectors.

One-Person Households Mean
Fragmented Markets

The change in household composition, espe-
cially the growing number of one-person
househol ds or nonfamily households, hasbig
implications for business. One of the most
obvious is the growing demand for housing,
which also increases the demand for al the
things that go along with a house: furniture,
appliances, bank accounts, credit cards,
and insurance.

However, many young people who are
not married share an apartment with room-
mates, and thus pool agood number of these
household purchases. Still, most of these
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Figure 29
Changing Age Structure of the Population
(Number of people per age group, in millions)
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peoplelivetheir own lives. They have other
needsand living habitsthan peoplelivingin
afamily, and much of their purchasing be-
havior is likely to follow different, more
individualized patterns. There will be some
shared expenses for housing, furniture, and
homemaintenancein nonfamily households,
but many purchasing decisions, such as
clothes, food, entertainment, travel, and
transportation, will be done separately.

One significant difference for people liv-
ing aloneisthat they will tend to live more of
their lives outside the home. They are more
likely totravel, and they will conduct more of
their daily routine activities, such as meals
and entertainment, outside the house.

Increasing Age of Population Means
a New Silver Market

Older peopleon their own have needsdiffer-
ent from those of younger people with fami-
lies, including a more active community life
and easi er accessto shopsand entertainment.
They may have very different patterns of
vacations and travel, for example. They are
likely to travel for a much longer time and
wishtobepart of moreorganized, lessstrenu-
ous tours. This cohort can influence compa-

nies offering a wide range of goods and
services, from housing—including how a
houseisdesigned and whereitislocated—to
important services such as cleaners, drop-in
health care professionals, cooks, and pet
walkers, with whom they may form long-
term relationships.

Growing Number of Unmarried
Couples Means Complex Finances

Thegrowing popul arity of unmarried couples
living together will have businessimpactsas
well. The spending patterns of these couples
are likely to be similar to those of married
couples for many services and big-ticket
items. Butinthelong run, unmarried couples
are more likely to be less stable, more
adaptable to change, and have fewer
children, and thus would be less in need of
structure and the entire children’ smarket for
clothing, toys, education, child care, sports
teams, lessons, and so forth. They may aso
have more complex financial arrangements
(e.g., separate bank accounts, insurancepoli-
cies, pensions, and investments). And there
may be more complex legal wrangling when
these couples break up, unless care is taken
with aninitial contract.

40
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CONCLUSION:
MARKET FRAGMENTATION PAVES THE
WAY FOR INNOVATIVE MARKETING

The revolutionary changes in household
composition were initiated in the 1960s
and 1970s. The basic forces put into play
then—qgreater independence in choosing
lifestylesand morevaried patternsof living—
are ill in play today. We continue to see
smaller sharesof thepopul ationdivided among
alarger number of living arrangements. This
fragments the market and makes it harder to
find the key segment indicators, such as age
and lifestyle, that have been so important in
the past in developing products and services
and buildinglong-termrel ationshipswith cus-
tomers. Peoplenolonger simply marry young
and settle down, nor do they enter a limited
and quiet retirement period.

Thediversity of householdsisthe founda-
tionfor themore complex society inwhichwe
live. Such diversity makes the business of
selling, advertising, brand building, and main-
taining customer relationships much more
challenginganddifficult. Thisrangeof house-
holds al so makes these tasks more rewarding
for those companiesthat can respond quickly
to this more adaptable and flexible society.
Companies moving to interactive and one-to-
one marketing are positioned well to
succeed with these more diverse households.
The ability to offer the diverse households a
range of choice that meetstheir needswill be
of key importance.

—Aurelia Klooster hof
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Diversity in 2010—
The Multicultural New Consumer

M ention “new consumers”
and many readers will think of
affluent, well-educated, techno-
logically sophisticated, and ...
white consumers. And by and large,
this impression tends to be true. At
least it used to be. In 1997, IFTF house-
hold surveys found that 87% of new con-
sumers in the United States were white.
In the next decade, however, we will see a
shift in the makeup of new consumers to include
increasing numbers of racial and ethnic minori-
ties. Entire groups of people—traditionally not mar-
keted to and not used to being in the driver’s seat—will
for the first time gain a measure of control in the
marketplace. What will this mean for the markets in

general and businesses in particular?
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BroaDp DrivErs oF CHANGE

S ix drivers are changing the racial and
ethnic makeup of the new consumer
segment:

e The United States population is becoming
more diverse.

» Thewhite population is aging rapidly.

» Whitesliveinthe heartland and the suburbs;
other demographicgroupslivein coastd cities.

» More peopleare getting acollege education.

e Theincomes of racial and ethnic minority
groups are rising.

» Thedigital dividebetweenwhitesand other
groups is narrowing.

The Population of the United States
Is Growing More Diverse

The most important driver changing the
makeup of new consumers is simply the in-
creasing diversity of the U.S. population. The
populationboomamong Hispanicsand Asians/
Pacific Islanders from 1980 to 2000 and the
steady state of the black population, com-
bined with the lower fertility rates of whites,
are creating an increasingly multicultural so-
ciety. The share of thetotal populationthatis
white is falling, while the share of the total
population that is black, Hispanic, or Asian/
Pacific Idander is rising (see Table 1). The
fastest-growing racial or ethnic groups are
Hispanicsand Asiang/Pacificldanders, which
are each expected to grow by approximately
25% in the next decade.

Table 1
America Is Becoming Increasingly Diverse
(Percent of population, by race/ethnicity)

1980 1990
White 83 76
Black 12 12
Hispanic (any race) 6
Asian/Pacific Islander 1 3
Native American <1 <1

2000 2010
72 67
12 13
12 15

4 5
<1 <1l

Note: All groups are non-Hispanic unless labeled otherwise; 1980 census estimates for whites, blacks, Asians/Pacific

Islanders, and Native Americans include Hispanics.

Source: U.S. Census Bureau (middle series estimates).
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Whites Are Growing Older

Much has been made of the aging American
popul ation—~hy 2010, the leading edge of the
baby boom will have reached retirement age,
andtherewill bemoreelderly Americansthan
ever before. What analysts sometimesignore,
however, is that this trend applies predomi-
nantly towhites; other racial and ethnicgroups
arelikely to bemuch younger asawhole. The
median age of blacksand Hispanicsisalready
lower than that of whites, for example, and
age differences will only become more dra-
matic in the next decade (see Table 2). Ac-
cording to Census Bureau estimates, in 2010,
thelargest cohort of whitenon-Hispanicswill
be people age 50 to 59, whereas the largest
cohort of blacks, Hispanics, and Asians/Pa-
cific Islanders (together referred to in this
articleas*” peopleof color”) will be people 10
or younger (see Figure 30).

Table 2

Dramatic Differences in Median Ages of
U.S. Racial/Ethnic Groups in 2010
(Median age in 2010 by race/ethnicity)

White 41.1
Asian/Pacific Islander 34.1
Black 325
Hispanic 27.6

Note: All groups are non-Hispanic unless labeled
otherwise.

Source: U.S. Census Bureau (middle series estimates).

Figure 30
Age Differences by Race/Ethnicity

(Estimated percentage of racial/ethnic group in 2010, by age)
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Whites Live in the Heartland;
Other Groups Live in Coastal Cities

Certain parts of the country are likely to be
more affected by the growing diversity than
others. Historic patterns of immigration—
Asiansin the West and Hispanicsin the South
and Southwest—have resulted in concentra-
tions of ethnic groupsin particular states. For
example, according to Census Bureau esti-
mates, in 1999 only four states—California,
New Y ork, Florida, and Texas—were hometo
48% of all American people of color. The
Census Bureau estimates that this figure will
top 50% by 2010. Since these are also four of
themost prosperousstatesinthe United States,
any changeinthemakeup of thenew consumer
inthesestateswill haveasignificantimpact on
the U.S. economy at large.

College Education Is
More Widespread

The United Statesis quickly becoming anation
of highly educated citizens—in 1999, half of
Americans 25 and older had at |east some col-
lege education, like the new consumers. And
this college-educated population is more di-
verse than it was in the past. Indeed, the racial
group with the highest level of educational
attainmentintheUnited StatesisAsians/Pacific
Idlanders, not whites. In 1997, 85% of Asiang/
Pacific Idanders had at least a high school
diploma, while 42% had a college degree, as
compared to 83% and 25% for whites.
Furthermore, educational parity isgrowing
between blacks and whites. According to the
Census Bureau, the number of blacksenrolled
incollegegrew 50%from 1988t01998. Ethnic
and racial differences in educational attain-
ment will continueto decreaseinthedecadeto
come, as younger individuals in each group
achieve more equivalent levels of schooling.

For example, among young adults age 25 to
29, the high school completion gap between
blacks and whites was only 4% (93% for
whitesand 89% for blacks), while about 64%
of whites of that age and 54% of blackshad at
least some college education.

Hispanics have lower educational attain-
ment rates, however, in part because of the
larger number of recent immigrants in this
group. Today, about 62% of all Hispanics age
25t0 29 haveahighschool diploma, whileonly
31% have at | east some college education. But
thesegapsgrow narrower asimmigrantsspend
more time in the United States. And because
today’s Hispanic teens outnumber Hispanic
senior citizens by a 2-to-1 ratio (while the
opposite ratio holds for whites), the Hispanic
shareof college-educated citizenswill increase
dramatically inthenext decade(seeFigure31).
All of these factors suggest that increasing
numbers of ethnic minoritieswill have at least
one year of college—a prime re-quirement for
achieving new consumer status.

Incomes Rising Across the Board

One of the most important indicators of the
new consumer is rising income levels. Indi-
vidual income on the whole has grown an
average of 21% since 1980, reflecting the
ongoing economic prosperity of the United
States. Indeed, the share of households with
more than $50,000 in annua income—the
level we' veusedtodefinethenew consumer—
reached 41% in 1999.

Ethnic and racial minority groups are be-
ginning to attain theserising incomesaswell.
Infact, theaverageindividual incomegrowth
rate of blacks (32%) between 1980 and 1997
outstripped the national norm. And the in-
come gap between white non-Hispanics and
blacks (27%) will stand at its lowest ever in
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2010, down from 42% in 1980—a drop of
36%! Thiscan beattributed to factorssuch as
increased black participationin higher educa-
tion, affirmative action and equal opportunity
employment programs, and decreasing racial
discrimination. Unlike blacks and white non-
Hispanics, Hispanics have experienced much
slower growth of averageincomes, only 13%.
At this slow pace of growth, the income gap
between Hispanics and white non-Hispanics
will actually increase to 51% in 2010, from
41% in 1980.

Even though the average incomes of His-
panics are growing more slowly than those of
other groups, they are growing. Households
earning $50,000 or more do include Hispan-
ics. The growth of people earning more than
$50,000 among blacksand Hispanicsover the
last two decades has dramatically outpaced
that of whites by two- to threefold. These
numbers aso trandate to strong improve-
mentsin the proportion of blacksand Hispan-
ics with an annua household income of
$50,000 or more (see Table 3). Even after
adding in the large numbers of low-income
Hispanic immigrants, the percentage of all
Hispanics who made $50,000 or more in an-
nual household income grew by more than
60%from 1990t0 1998. Clearly, thesegroups
will be making sizable inroads into new con-
sumer territory in the decade to come.

The Digital Divide Narrows

U.S. computer penetrationand I nternet access
have rocketed in the past six years. These
numbers don’t tell the whole story, however.
Anaysts have noted a “digital divide’—a
difference in computer and Internet access
between Asians and whites on the one hand
and blacks and Hispanics on the other. The
Department of Commerce “digital divide”

Figure 31

Americans with Some College Education Will Look More
Nationally Representative

(Percent of racial/ethnic group among individuals with at least one
year of college)
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Note: Figures are for adults 18 years and older; 2010 estimates assume 15- to 19-
year-olds of each racial/ethnic group attend college at a rate equal to today’s 20- to
29-year-olds of each group.

Source: U.S. Census Bureau; Institute for the Future estimates.

Table 3

Share of Blacks and Hispanics Increase Among

Wealthiest Consumers

(Percent of households with at least $50,000 annual household
income, by race)

1980 1990 2000 2010
Hispanic 3 4 6 8
Black 5 6 7 9
White non-Hispanic 90 87 84 80

Note: All numbers in thousands and calculated in 1998 CPI-U adjusted dollars, based
on assumptions of 3.9%, 5.6%, and 1.9% compound annual growth rates, respec-
tively. Numbers may not add to 100%; Asians/Pacific Islanders and Native Americans
not included due to incomplete census data.

Source: Institute for the Future; U.S. Census Bureau.
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studies show Asian and white households as
themost likely to own apersonal computer (at
66% and 56% respectively), with blacks and
Hispanicsapproximately one-half aslikely (at
33% and 34% respectively) (see Table 4).
Unfortunately, the differences between these
groups have been growing.

The effects of the digital divide are tied
closgly to income, however—the divide is
smallest for the highest income groups (i.e.,
households that earn $75,000 or more annu-
ally). Withthegrowing numbersof blacksand
Hispanics entering this high-income bracket,
the divide will narrow substantially in the
coming decade. This gap will also become

smaller with the government’s efforts to re-
ducethedigital divide by providing grantsto
state, local, andtribal governmentstoincrease
the use of informationtechnology inrural and
underserved areas. Private companies have
also pledged to provide information technol-
ogy, access, and training to low-income and
rural areas. In the next decade, moreover,
I nternet companieswill seek toprovidebroader
content in order to attract larger and broader
audiences at lower income levels. Local or
community news, more extensive job listings
(including listings for unskilled labor), and
jobtrainingandeducationwill al beattractive
topics for lower-income users.

Table 4
The Digital Divide Over Time

(Percent of households with computer and Internet access, by race/ethnicity)

Computer Penetration

1994 2000
Asian/Pacific Islander n/a 66
White 27 56
Hispanic 12 34
Black 10 33

Internet Access

1997 2000
n/a 57
21 46
24
24

Source: National Telecommunications and Information Administration; U.S. Department of Commerce.
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New Consumers IN 2010

espite ongoing economic and social in- Figure 32 ,
People of Color Make Up an Increasing

equities for racial and ethnic minority Share of New Consumers

groups, unprecedented numbers of people of (Percent of new consumers who are black,
color will achieve new consumer statusin the Asian, or Hispanic)
next decade. Based on IFTF estimates, amost
20% of new consumerswill befromracial and
ethnicminority groupsby 2010 (seeFigure32).

Are there any issues businesses need to 20
consider in marketing to these new consumers
of color? Although IFTF household surveys
haveidentified only asmall sample of the new 10
consumers of color, even limited data suggest
that these consumersmay bedifferent fromthe
whitenew consumersinsevera importantways.

Percent
25
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Ethnic Marketing Renaissance

Source: Institute for the Future/Princeton Survey
Clusters of |arge well-to-do groups, such as Research Associates, U.S. Household Surveys.

Chinese-American communitiesin San Fran-
cisco and greater Los Angeles, or Mexican-
American communitiesin San Diego and L os
Angeles, will gain renewed attention from
businesses. These groupshavebeenknownto
marketers for a long time; however, their
rising income levels will make them more
attractive to businesses, which will use
increasingly sophisticated marketing tech-
niques to reach them. Many such undertak-
ings aready are in place, especially on the
Internet. Indeed, the last few years have seen
the rise of ethnic-specific shopping portals
that also serve as community contact points.
For example, BlackPlanet.com, Netnoir, and
BlackV oices.comoffer news, career opportu-
nities, online chatsand community discussion
boards, spiritual andlifestyleinformation, and
information on African and black history and
culture—in addition to Afro-centric and gen-
eral shopping. Today’s companies aready
realize that these are potentially high-growth
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ventures—America Online has a 19.9% eg-
uity stakein Netnoir, for example.

And this is only the beginning. Look for
these sites to be used as one—but hardly the
only—source of information by new consum-
ers of color. Blacks and Hispanics indicate
stronger interestinreceivinginformationabout
new products and services; in a 1999 U.S.
consumer survey sponsored by IBM, 18% of

If the mix of companies doesn’t include some owned by
members of the ethnic group itself, or if the traditional
companies don’t have a strong cross-section of minority

employees, credibility and authenticity will be lost.

blacks and 21% of Hispanics indicated they
were“very” interested in receiving thisinfor-
mation, as opposed to 9% of whites. Ascom-
panies learn more about the people of these
cultures at their different life stages, the for-
mat and content of their ethnically targeted
material will become more sophisticated.

For exampl e, thefirst ethnic onlinegrocers
directed toward particular ethnic groups in
particular cities have been developed, such as
MexGrocer.com, EthnicGrocer.com, and
IndiaGroceryNet.com. MexGrocer, for ex-
ample, focuses on San Diego—area Mexican
Americans. In arecent interview for CNET,
MexGrocer CEO Ignacio Hernandez stated,
“Wewant to cater to those second-generation
Mexicans that were educated in the United
Statesbut who learned the culture of Mexican
foodfromtheir parents. They don’t know how
to get the food or make the recipes.”

In general, thisis a smart move, targeting
not only later generations that want to main-

tain family traditions but also recent immi-
grants and interracial families, which are
booming in states like California. However,
scalability and ensuring the freshness of im-
ported foods are still serious obstacles. Such
small businessesaretemptingtargetsfor more
established onlinegrocers, which arelikely to
move quickly to compete with these ethnic
online grocery deliverers or to buy them to
extendtheir reachintothesepotentially lucra
tive markets. Larger online grocers will have
better pricesand awider delivery range; how-
ever, new consumersof color who arelooking
for an “authentic” cultural experience and
culture-sensitive customer service may till
be attracted to the smaller ethnic online gro-
cers. Infact, theability to providean authentic
cultural fed to aproduct or servicewill bean
obstacle to large companies using targeted
marketing to retain these customers. Compa-
nieswill need to commit resourcesto achieve
cultural competence. It takes very few re-
sources to market tortillas, but considerably
more to market the proper ingredients for a
Mexican-American new consumer to make
theregional styleof sopapillasthat her mother
used to make.

There are other challenges for businesses
trying to reach the new consumers of color.
Although targeted advertisements that accu-
rately identify particul ar ethnic groupswill be
quite appealing (“They finally recognize that
weexist!), they will not be convincing if the
makeup of the companiesthemselvesdoesn’t
change as well. For example, if the mix of
companies doesn’t include some owned by
members of the ethnic group itself, or if the
traditional companies don't have a strong
cross-section of minority employees, cred-
ibility and authenticity will be lost.
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Privacy and Cultural Co-optation

In particular, targeted ethnic advertisements
may strike awrong chord if they appear to be
co-opting cultural phenomenainordertomake
white-owned companies richer. Many black
communities have become sensitive to prob-
lems of cultural appropriation and the result-
ing demise of black-owned businesses. The
misuse of information about black individu-
als—for example, that by scientists to pro-
mote theories of racia inferiority—has also
led to blacks' reluctance to provide informa-
tion to companies or institutions. For ex-
ample, IBM’s 1999 consumer survey on pri-
vacy found that 88% of blacks, asopposed to
74% of whitesand 74% of Hispanics, reported
being “very concerned” about the possible
misuse of their persona information. When
considering the possible misuse of personal
information on theInternet, blacks (80%) and
Hispanics(85%) weremorelikely thanwhites
(70%) to report being very concerned.

Y et recent evidence suggests that blacks
and Hispanics are less likely than whites to
take active steps to protect their online and
offline privacy. For example, in IBM’s sur-
vey, fewer black and Hispani c respondents (at
46% each) than whites (60%) reported that
they had ever asked a company to remove
their name and address from amarketing list.
Blacks and Hispanics also were less con-
cerned about being ableto opt out of market-
ing materials; only 61% of blacksand 79% of
Hispanics, asopposed to 85% of whites, felt it
was “absolutely” or “very important” that
companies give consumers the choice not to
have their name and address given to other
companies for marketing purposes. But ex-
pect thesemorerel axed attitudesabout opting
out to disappear as more consumers of color

begin to experience the marketing overload
directed at new consumers.

Like white new consumers, new consum-
ers of color will recognize the value of their
persona information and will likely be will-
ingtoexchangeitfor benefitstothemselvesor
their larger community or ethnic group. Re-
cently, the Census Bureau appealed to this
sensibility by hiring hip-hop artists for radio
advertisements encouraging blacks (histori-
cally underrepresented in censusestimates) to
complete Census 2000 questionnaires. The
ads stressed the need for blacks to provide
their personal information in order for black
communitiesto get their fair share of govern-
ment resources. Such strategies seem a good
bet for local or state organizations, and for
nonprofit organizations as well.

The Increasing Financial Clout of
New Consumers of Color

Historically, Hispanic and black consumers
have participated in a more narrow range of
financial services than whites. For example,
Federal Reserve Board figuresfrom 1999 (as
analyzed by J. D. Powers) found that only
about 3% of Hispanic households have bro-
kerage accounts, compared to 29% of non-
Hispanic households. Reasons for this gap
may includethehistorical reluctanceof finan-
cial services companies to pursue these mar-
kets, or even the understandable caution of
newly prosperousindividual swho don’t want
to risk their children’ s inheritance.
Investment patterns in these groups have
startedto change, however, ascompaniessuch
as Merrill Lynch, Charles Schwab, and
Citigroup Inc. have recently begun aggres-
sively recruiting Hispanic, Asian, and black
investors. For example, Charles Schwab now
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Table 5
Electronic Bills and Statements Are Appealing to New Consumers
of Color

Whites People of Color
Mean number of different
financial accounts 6.08 4.42
Percent of each group
who indicated interest in
electronic bill presentment 34 52
Percent of each group who
said they felt comfortable with
receiving electronic statements 38 55

Note: Whites may include Hispanics; people of color include blacks and Asians.

Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Household Surveys.

offers Spanish-, Chinese-, and Korean-
language Web sites for their U.S. investors,
where customers can receive in-depth expla-
nationsabout investment tool s, strategies, and
terms, plus summaries of Schwab products
and services. Customers can also send re-
quests over the Web for brochures in their
native language concerning specific topics
such as retirement or education planning. In
thepasttwoyears, CharlesSchwaba soopened
Chinese-language officesin six locations, in-
cluding San Francisco, LosAngeles, and New
Y ork City. These efforts have met with some
success, as Schwab now reports that Asian
investors are its fastest-growing ethnic mar-
ket. Other companies, such as Citigroup, are
also accelerating their mortgage-related
lendings to consumers of color, having in-
creased their lendingsto blacksand Hispanics
by more than 600% from 1997 to 1999.

Although these efforts will undoubtedly
lead to more investing by these groups, ook
for new consumersof color to remain particu-
larly attracted to financial products and ser-
vicesthat match their traditional waysof mea-
suring wealth—such as real estate—and that
can be used asafamily legacy. Some of these
investment trends, however, are likely to
changeoncenew consumersof color embrace
electronic forms of tracking their financial
accounts. As shown in Table 5, white new
consumers have morefinancial accountsthan
new consumers of color, but new consumers
of color show a strong interest in using the
latest technology tools to track their money.
The next logical step would be to use these
toolsto invest that money.
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MurticuLturaL NEw CONSUMERS IN
2010: IMPLICATIONS FOR BUSINESSES

he new consumer group will grow in-
creasingly multicultural over the next de-
cade. As it does so, the multicultural cadre
will share many characteristics with today’s
new consumers. Multicultural new consum-
ers will be prosperous, well educated, and
trained in academic processes for gathering
and analyzing information. They will also
have large amounts of discretionary income,
accessto information technology, and expec-
tations of controlling their financial future.
Asaresult, by 2010, ethnic or racia gaps
in the most select consumer groups of the
United States will look smaller than ever;
however, new consumers of color aso have
several unique characteristicsthat businesses
will have to address.
Implications for businesses include:

» New consumers of color have many inter-
ests similar to those of white new consum-
ers—but are underserved. Although new
consumers of color will act like white new
consumers in many respects, they will also
exhibit important differences. For example,
new consumers of color, like many members
of their ethnic groups, are underserved in
important products and services. New con-
sumers of color will reduce some of these
ethnic gaps—for example, by more aggres-
sively investing and using online financial
tools to monitor their financial progress. To
create opportunities to reach new consumers
of color, businesses should look for other
places where peopl e of color are underserved
and create culturally specific marketing pro-
grams targeted to affluent consumers.

» Besendtivetoissuesof cultural co-optation.
The long and painful struggle against racial
discrimination is likely to make new consum-
ers particularly concerned about possible
issues of cultural co-optation. Businesses will
haveto be aware of theseissueswhen creating
their marketplacestrategies. Oneapproachwill
befor companiesto partner with local, ethnic-
run businesses rather than to compete with or
co-opt them. Companieswith aworkforcethat
representsthe spectrum of the American popu-
lation and a strong record in supporting civil
liberties and socia progress are likely to do
well. The loyalty earned by agood employer—
employee relationship is likely to make the
company’s first multicultural employees the
company’s first multicultural customers, pav-
ing the way to reach othersin the culture. And
finally, prioritizing diversity shows that the
company is serious about reaching out to new
consumersof colorinagenuineway, notjustto
take their money.

« Theworkforcewill take sometimeto adjust.
“Attributional ambiguity” is the term used by
social psychologists Jennifer Crocker and
BrendaM gjor to describetheuncertainty of not
knowing how much race playsarolein every-
day outcomes (“Did | not get that promotion
because | didn’t deserve it, or because I'm
black?'). Employees of color, more experi-
enced in working in multicultural environ-
ments, may be old hands a managing the
unpleasant feelings of attributional ambiguity.
White employees will have less experience
withthosesituations(“ Doesmy new colleague
avoid mebecausel’ mwhiteandshe’ sAsian...
or isit something about me?’), and may need
timetodevel op copingtechniques. Inthemean-
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time, businesses ought to be prepared for more
discrimination complaints and lawsuits, sub-
stantial numbers of which will be filed by
whites. Smart companieswill invest evenmore
broadly in diversity training.

 Look to the geographic concentrations of
thegroupsyou’ remar keting to. New consum-
ersof color will be concentrated in the coastal
cities of four important states. California,
Texas, Florida, and New York. Obvioudly,
any companies interested in tapping the
multicultural new consumer market will need
to target these states. Successful retailers can
take a page from financial service providers
books by opening stores in wealthy ethnic
neighborhoods that feature bilingual sales-
people (supported by multilingual customer-
service call centers, of course) and culture-
and age-appropriate products and services.
Thebest storeswill givethe" authentic” expe-
rience desired by many new consumers of
color. Targeted Web sites will allow new
consumers of color outside these neighbor-
hoods to still connect.

» Think targeted marketing. Recent IFTF re-
search suggests that many companies are
moving from a mass-marketing approach for
reaching their best consumers to a more tar-
geted, personalized approach enabled by
increasingly sophisticated database and com-
munications technologies. This will be no
different for new consumers of color—
indeed, it couldvery well beatest casefor how
well thisapproach canwork. Businessesshould
consider culturally appropriate presentation
of productsand servicesasjust onemorepiece
of targeted marketing—but one that will re-
guire more resources to meet the “ authentic-

ity” requirement. At the same time, busi-
nesses should not lose sight of the fact that a
digital divide till exists between whites and
some of these other groups. Businesses will
have to reach some of the new consumers of
color the old-fashioned way, by growing their
bricks-and-mortar presence in traditional
minority neighborhoods.

« Market to the life stages. Asthey do now,
businesses will have to market to the life
stages most critical to new consumers. For
white new consumers, it’ sthe baby boomers
who are in their prime earning years and
about to retire. For new consumers of color,
who are generally younger and have more
children, it's the families with children that
are most important. Some of them will be
second- or third-generation Americans who
will want alittle helpinraising children who
aremulticultural and multilingual rather than
completely assimilated. Businesseswill have
to design multilingual family-friendly prod-
uctsand servicesto easetheburden of raising
such families.

« Createavalueexchangewith consumersof
color. Similar to their more traditional coun-
terparts, new consumersof color will learnthe
value of their own personal information and
expect some value in return, either for them-
selves or their larger communities. State,
county, and city agencies can stress the ben-
efitsthat providing personal information will
create for ethnic communities. Successful
companies may want to form partnerships
with charitable organizations that target eth-
nic communities, in order to create a similar
value proposition.

—l eah Spalding
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The North Atlantic
Echoes the U.S. Market

|n other articles in this Forecast, we explore the key demo-
graphic trends within the U.S. population: rapidly rising educa-
tional attainment, dramatically increasing household income,
and high use of new information-rich technologies such as the
Internet. Not coincidentally, these trends characterize the new
consumers—that group of sophisticated, demanding, relatively
affluent consumers who are greatly influencing the U.S. market-
place. Indeed, the demands of the new consumers for custom-
ized products and individualized service are fragmenting the
market into smaller and smaller segments. Other trends contrib-
uting to this ongoing market fragmentation include the chang-
ing composition of U.S. households and the increasing diversity

of the U.S. population.
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That coversthe United States, and though
the country’s economy is an important one,
it's not the only one. Are other economies
undergoing similar changes, placesin which
companiessuccessful inthe United Statescan
find symmetries?Wedon't havefar tolook to
find likely candidates—the U.S. trading part-
nersin the North Atlantic, including Canada,
France, Germany, the Nordic countries, the
United Kingdom, and so forth, are similar
enough to warrant comparison. Indeed, it is
instructivetotrack thekey demographictrends
of these countries in relation to those of the
United States.

What we' vefoundisthat many of thesame
basic trendsweidentified in the United States
hold true for these other devel oped countries
as well. The following five are especially
important, because each contributes to the
increasing fragmentation of the marketplace:

« Education levelsarerising.
 Income inequalities are increasing.
e The PC ownership gap is narrowing.

« Alternative households are growing in
acceptance and number.

« Populations are becoming more diverse.

DEFINING THE
NoRrTtH ATLANTIC MARKET:
Key DEMOGRAPHIC SIMILARITIES

ofindamarket about thesizeof theUnited
States, welookedtothelargest, weal thiest
countries of Northern Europe and to Canada.
We call this group “the Other North Atlantic
countries’ (see Figure 33).
As a group, the Other North Atlantic
countries are similar to the United States in
total population, and the numbers of house-

Figure 33
The Other North Atlantic Countries
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Source: Institute for the Future
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holdsinboth regionswill grow at similar rates
through 2010. Furthermore, the Other North
Atlantic countries account for a total GDP
relatively close to that of the United States,
and they have acomparable standard of living
(see Table 6).

Key INTERNATIONAL TRENDS

We compare the United States and
Other North Atlantic countries on
several key indicators: educational attainment,
householdincome, andthepresenceof aPCin
the household. Other important demographic
characteristics also demonstrate fundamental
similarities and differences between the two
markets, including household composition
and diversity.

Rising Levels of Education

TheOther North Atlantic countrieslag behind
the United Statesin educational attainment at
the collegelevel. The share of the adult popu-
lation (25 to 64) with acollege degreeis 13%
inthe Other North Atlantic countries, half the
share of adults with college degrees in the
United States (27%) (see Figure 34).

The data include the older generations—
generations whose members may not have
had the means or opportunities to attend col-
lege in the large numbers the youth of today
do. But even if welook at the younger crowd,
therate of college enrollment istwice ashigh
inthe United States asit isin the Other North
Atlantic countries. Total U.S. college enroll-
ment is equivalent to 80% of the 20- to 24-
year-old population. The corresponding num-
ber in the Other North Atlantic countries is

Table 6
United States and Other North Atlantic Countries—Similar
Base Demographics

United States Other North Atlantic

Total population 275,000,000 273,000,000
Total GDP $8,351 $6,695
(in billions of U.S. $)

GDP per capita at PPP $30,600 $22,209*

*Weighted average

Source: Institute for the Future; World Bank World Development Reports,
2000 and 2001.

Figure 34
United States Leads in College Grads
(Percent of population 25 to 64 with a college degree)
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Note: For the sake of comparison, we utilize the following six
countries combined as a proxy for the Other North Atlantic
countries as described above: Canada, France, Germany, the
Netherlands, Sweden, and the United Kingdom. These six
countries account for 84% of the population of the Other North
Atlantic nations, as well as 81% of total Other North Atlantic GDP.

Source: Organisation for Economic Co-operation and Development
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Figure 35
College Enroliment Is Half the Rate in the Other North
Atlantic Countries

(Equivalent percent of 20- to 24-year-olds enrolled in college)
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Source: Institute for the Future; World Bank Development Report, 1999;

Deutsche Statistisches Bundesamt, Statistisches Jahrbuch, 1997.

half the U.S. rate, or 40% (see Figure 35).
(Note: Since many college students are either
younger than 20 or older than 24, the ratios
appear to bevery high. Theactual ratefor 19-
year-olds enrolled in full-time academic col-
lege programs is 58% in the United States.)
There are two primary reasons why the
college educational attainment rateistwice as
high in the United States as it is in the Other
NorthAtlanticcountries. First, thecollegeboom
started 20 years earlier in the United States,
whenthestateuniversity systemswerebuilt up
after World War 11 asaresult of the Gl Bill and
thebaby boom. Thestatesystemsprovidedand
continue to grant college access for qualified
high school graduates at a subsidized cost.
Second, the European secondary education
system is more demanding than that of the
United States, with the last year of secondary

Table 7
Gap in College Enrollment Is Closing, Slowly
(Annual percentage rate of increase)

1965-1985 1985-1995
United States 1.9 1.2
Other North Atlantic 4.4 1.6

Source: Institute for the Future; World Bank Development Reports.

school being much more like the first year of
college in the United States. This means that
European“highschool” graduatesactudly have
more education than U.S. high school gradu-
ates—the equivaent of “some college” in the
United States—making college perhaps less
atractive and less necessary.

The Other North Atlantic countries, how-
ever, are now closing this gap. Between 1965
and 1985, enrollment increased at an annual
rate of 1.9% inthe United States. |nthe Other

North Atlantic countries, the rate was more
thantwiceasfast, at 4.4% (see Table 7). This
large increase was the result of the Other
North Atlantic baby boomersheading for col-
legein droves.

Increaseshaved owed downinbothregions
sincethe mid-1980s, but therate of increasein
the Other North Atlantic countriesis still one-
third faster than that in the United States.
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Common characteristics drive increased
educational attainment in al of these coun-
tries. Driversinclude expanding educational
opportunities, increasing economic rewards
for advanced education, global competition
for high-tech products and jobs, increasing
numbers of working women, and individual
and family recognition of the social rewards
of education. Jobs that require strong educa-
tional backgrounds, in particular those in
global business, informationtechnology, and
business services, are better paying, and thus
more attractive.

Increasing educational attainment isakey
characteristic of mature middle-class con-
sumer societies. Consumers recognize that
education is a valuable asset, and as such,
parents do all they can to get the best educa-
tionfor their children (and for themselves, as
adults) that they can afford. Thistrend isone
of the most important factors behind therise
of aglobal middle class.

Forecast

Levels of overall college educational attain-
ment will continue to increase across the
North Atlantic. Y oung people finish college
each year at a dightly higher rate than the
previous year. More important, college
completion rates by today’s youth are dra-
matically higher thanthose of today’ sseniors
when they were young. Asthe younger gen-
erationsreplacetheolder ones, overall attain-
mentwill increase. Itisworthnotingagain, as
we did in the “Higher Education, Higher
Participation” article, that the aging baby
boomerswill increase the educational attain-
ment rate for people older than 55 in the next
ten years. Accordingly, increases will occur
at both ends of the age spectrum.

Over the next decade, both the United
States and the Other North Atlantic countries
will continue to experience agradual growth
in the share of adult populationswith at least
a college degree. The gap between the two
regions will slowly narrow (see Figure 36).

Figure 36
The Education Gap Will Narrow, Slowly

(Percent of total population age 25 to 64 with a college degree)
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Source: Institute for the Future; Organisation for Economic Co-operation and
Development, Education at a Glance Reports, 1991 and 1999; World

Bank Development Reports.
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Increasing Household
Income Inequality

HouseholdincomepatternsintheOther North
Atlantic countriesarebroadly similar tothose
in the United States—with declines in the
share of the population in the lowest income
groups and rapid increasesin those in higher
incomegroups. However, thedistribution gap
is less extreme in the Other North Atlantic
countries. Germany providesagood example.

Theexpansion of theupper-incomegroups
in the United States is much stronger than in
the upper-income groups in Germany
(seeFigure 37), whichindicatesamuch more
rapid increase in income inequality in the
United States than in Germany. This pattern
holds true across Northern Europe. What is
thereasonfor thisdifference? With larger and
more rapidly growing upper-income groups,
the opportunity for commercial innovationis

higher in the United States. There exist ex-
panded roles for entrepreneurial activity and
thus more opportunities to amass larger
amountsof money beyondtherateof atypical
career pathanditsincremental salary increases.

Forecast

These trends in income distribution can be
traced back even further in time. A similar
pattern developed in the 1980s, when higher-
income groups were growing at a faster rate
than lower-income groups were shrinking.
Over the next ten years, this trend will be
reinforced because well-educated baby
boomers—many of whom live in dual-
income households—will be reaching their
years of peak earnings. Until they begin
retiring en masse in 2010, incomes will con-
tinue to increase at this rapid pace.

Figure 37
Growth in High-Income Households Is Strong
(Average annual change in share of population with given levels of constant
[1998] income in local currency, 1993—-1998)

United States, in dollars
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Source: Institute for the Future; U.S. Census Bureau; U.S. Statistical Abstract; Deutsche Statistisches Bundesamt, Statistisches Jarbuch.
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Narrowing PC Ownership Gap

The penetration of PCs into households has
been rapid in the North Atlantic since 1990.
Penetration rates remain somewhat higher in
North America(theUnited Statesand Canada)
than in the rest of the North Atlantic. (In the
areaof technology penetration, Canadamore
closely resembles the United States, rather
than the Other North Atlantic countries.)
Thegap betweenthetwo regions, however, is
narrowing and will continue to do so in the
future (see Figure 38).

Alternative Households Flourish

New consumersintheNorth Atlanticarelikely
tobefoundinagreater variety of households.
(For more on the changing composition of
households, seethe article“ The Social Revo-
lution Lives On.”) Traditional households—
married coupleswith children—still compose
asignificant portion of householdsintheNorth
Atlantic, but they are steadily decreasing asa
percentage of the total. Other types of house-
holds—married couples without children,
single-parent households, one-person house-
holds, and unmarried couples—are slowly re-
placing traditional households.

Figure 38
PC Gap Narrows
(Percent of households with a PC)
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Source: Institute for the Future, International Household Surveys.
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Figure 39

Traditional Households Decreasing in Share

(Percent of total households that include a married couple
with children)
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Source: Institute for the Future; statistical abstracts of France, Germany,
the Netherlands, the United Kingdom, and the United States.

Figure 40

Similar Rates of Households Consisting of Married Couples
Without Children

(Percent of total households that include a married couple
without children)

Percent
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Source: Institute for the Future; statistical abstracts of France, Germany,
the Netherlands, the United Kingdom, and the United States.

Asinthe United States, the share of tradi-
tional households is decreasing in the Other
North Atlantic countries. Between 1980 and
2000, the share of traditional family house-
holds fell by about 20% across the North
Atlantic (see Figure 39).

The number of households consisting of a
married couple without children has been
relatively stableover thepast two decades. On
both sides of the North Atlantic, more people
aremarryingdightly laterinlife, whichmeans
there are fewer young married couples. Al-
though older couples are living longer, their
increasing numbers do not offset the declines
at the other end of the age spectrum in the
United States, where we see fewer early mar-
riages, and thus a slight decrease in the total
number of households consisting of amarried
couplewithout children (seeFigure40). How-
ever, there has been a small increase in the
Other North Atlantic countriesin their share
of such households, largely becausethe popu-
lations in these countries are older overal.
Increasing numbers of older couples living
alone and living longer result in a slight in-
creasein thetotal number of households con-
sisting of amarried couple without children.

The share of single-parent households
increased by 25% in the United States and by
28% in the Other North Atlantic countries
between 1980 and 2000. Today, thereareabout
10 million single-parent householdsin each of
the regions, which contribute to the variety of
alternative households across the regions.

One-person households account for the
largest share of aternative householdsinthe
United States and the Other North Atlantic
countries. Theprimary component of growth
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in one-person households is the aging of
society. Thepopulation of theNorth Atlantic
is growing older, but women generally live
longer than men. For example, in the United
States, the ratio of men per 100 women age
65t0 74is82; for those 85 and ol der, theratio
is 49 men per 100 women (see Figure 41).
The result of thisimbalance is most often a
widowed woman living alone. As the popu-
lationson both sidesof theNorth Atlantic get
older overall and live longer, this trend will
continueto be the primary factor driving the
increase in one-person households.

A second force driving the decrease in
traditional households is the growing prefer-
ence of young people for living alone, espe-
cialyinparticular countries. AmongtheOther
North Atlantic countries, Sweden stands out.
In 1997, 40% of Swedes—many of them
younger than 24—lived alone, the North
Atlantic’ s highest rate. Other Northern Euro-
pean countries are close behind: In France,
Germany, the Netherlands, and the United
Kingdom, almost onein three householdsisa
one-person household, while the U.S. rate is
lower, at about one in four households
(see Figure 42).

Not only are more single people living
alone, but more couples are living together
without being married. Such couples in
Sweden, for example, grew from 11%to 17%
as a percentage of all families between 1975
and 1990. In Canada, common law couples
rose from 5% to almost 9% of all households
between 1985 and 1995. In the United States,
cohabiting, unmarried couples grew from
2% to amost 5% of households between
1980 and 1998.

Figure 41
More Women than Men in the United States
(Number of men per 100 women by age, 1999)
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Source: U.S. Census Bureau, The Older Population in the United States,
March 1999.

Figure 42
One-Person Households on the Rise
(Percent of total households)
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Source: Institute for the Future; census data from France, Germany, the Netherlands,

the United Kingdom, and the United States.
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Forecast

Today, traditional families make up a large,
though steadily falling, share of households.
In 2010, the share of households that will be
traditional ones may fall to aslow as23% in
the United States and 27% in the Other North
Atlantic countries, very low levels by histori-
cal standards. Thevast mgjority of households
inthe North Atlantic, then, would be aterna-
tive households, including married couples
without children, singleparents, singlepeople,
and unmarried couples. Thus, new consumers
intheNorth Atlanticwill belivinginagreater
variety of household settings and, as aresult,
will be having a greater variety of consumer
desires and needs.

Growing Diversity

It isdifficult to compare population diversity
across the North Atlantic countries—finding
acommon definition is problematic. Butitis
worth trying, because growing diversity is
often cited as an important factor in creating
an increasingly global economy.

In the United States, diversity is usually
measured in terms of race or ethnicity. In the
European Union, diversity is most often
measured by birthplace. Countries in Europe
count the number of “foreigners’ among their
populations. (The roughly equivaent term in
the United States is “foreign-born,” and these
people are often recategorized by race or
ethnicity.) But regardless of the measurement
employed, the populations of the Other North

Atlantic countriesarebecoming morediverse,
aspeoplemoveacross European bordersmore
easily, refugeesseek peaceand assi stance, and
many immigrants from across the world seek
employment in developed nations.

Immigration isthusone of thekey drivers
of changesin population diversity. Through-
out the 1980s and particularly in the early
1990s, immigration accelerated in many of
the Other North Atlantic countries. The in-
crease peaked in 1993, and in the following
years, decreasesin theinflowsof immigrants
were seen in countries such as France, Ger-
many, and the United Kingdom. Since 1997,
however, thistrend hasbeenreversedinsome
countries. Immigration flows currently are
increasing in France, the Netherlands, Nor-
way, and Sweden—with many immigrants
attracted to the booming economies of the
Nordic countries. The reversal is not wide-
spread, however. The downward trend con-
tinuesin Germany, for example.

Theseimmigration trends are resulting in
increasing levels of population diversity,
measured in the share of the total population
that is foreign-born. The average figure for
foreign-born people across the Other North
Atlantic countries is the same as it isin the
United States, 10% of the total population
(see Figure 43). However, the percentagein
some countries is above this average. For
example, Switzerland’ sshareof foreign-born
population was 19% in 1997, and Canada's
stood at 17% in 1996 (see Table 8).
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Forecast

Asshown above, compounded annual ratesof
change in the number of foreign-born as a
share of total population should continue to
increase, but at a decreasing rate, putting the
compounded annual rate at 1.5% across the
North Atlantic (see Table 9 on page 66).

Thepercentageof foreign-borninall North
Atlantic countries is expected to rise in the
coming decade. However, the high annual
compounded growth ratesin levels of diver-
sity of the 1980s and early 1990s have slowed
toamoremoderatepace. Thismoderategrowth
rate should continue during thefirst decade of
the 21st century.

What will drivecontinued growthindiver-
sity?In Canada, relaxed immigration policies
will continue to facilitate the rise of immi-
grants, including wealthier business immi-
grants (see text box on page 67). By 2010,
about one in five Canadian residents will be
foreign-born. Also, theincreasingly openim-
migration policy within the European Union
will change demographic patterns, boosting
levels of population diversity throughout the
15 member states. Finally, intractable ethnic
conflicts in Africa, the Middle East, and the
Baltic region will continue to driveimmigra-
tion to the North Atlantic as families seek
refuge from international political violence.

Figure 43
Diversity Rates on the Rise
(Foreigners or foreign-born as percentage of total population)

Percent
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H 1980
10 [ 2000

8 —|

United States Other North Atlantic

Source: Organisation for Economic Co-operation and Development, Trends in
International Migration, 1999.

Table 8
Share of Foreign-Born Varies in Other North Atlantic Countries
(Foreigners or foreign-born as percentage of total population, 1997)

Switzerland 19
Canada 17*
Sweden 11
France 9
Germany 9
Norway 4
United Kingdom 4

*Canada data is for 1996.

Source: Organisation for Economic Co-operation and Development, Trends in
International Migration, 1999.
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Table 9

Foreign-Born Populations Will Continue to Expand,

But More Slowly

(Compounded annual rates of change in numbers of foreigners
as a share of total population)

1980-1990 1990-2000 2000-2010

United States 2.6 2.3 1.5
Other North Atlantic 2.9 1.9 1.5

Source: Institute for the Future; statistical abstracts of France, Germany,
the Netherlands, Sweden, and the United States.

Figure 44

New Consumers Will Increase in Number on Both Sides

of the Atlantic

(Percent of adults 25 and older who are new consumers, in 2010)
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Source: Institute for the Future

New ConNsuMers ExPAND AcCROSS
THE NORTH ATLANTIC

G iven the parallel arcs of demographic
trends in the United States and the

Other North Atlantic countries, it isclear that
the new consumer is not just an American
phenomenon. Indeed, the number of new
consumers across the North Atlantic has
grown significantly in the last two decades.
By 2010, weexpect the share of new consum-
ersto be 45% of the population in Northern
Europe and 54% in North America (see
Figure 44).

Using existing and emerging technolo-
gies, new consumers on both sides of the
Atlantic will continue to do everything they
can to make consumption faster and easier.
Tomeet thesedemands, companiesarebring-
ing products, processes, capital, innovations,
and ideas across borders. In this way, new
consumers have become sovereign trans-
national, supranational agentsinfluencingthe
economies of every country in the North
Atlantic—and the rest of the world.

Because the new consumer is likely to
play an increasingly significant role in con-
sumer spending throughout the North Atlan-
tic, it behooves companies to tap into this
increasingly largeand lucrativemarket. Mar-
keting strategiesthat reach the new consum-
ers in the United States, for example, are
likely tobesuccessful intheNorth Atlantic—
with sensitivity to cultural differenceswithin
and between countries, of course. Such strat-
egies may provide awider range of choices,
such as customized products or service com-
ponents embedded in products. Indeed, with
the growth of the new consumer and increas-
ing population diversity levels, national bor-
ders are falling, at least economically.
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In the next decade, the new consumer will
continue to transcend national sovereignty
with purchasing power, and thuslead theway
to amore truly global economy.

IMPLICATIONS:
LooK FOR SIMILARITIES AND
PARTNER ON DIFFERENCES

everal of the most important demo-

graphic and social trends in the United
States also exist across the North Atlantic.
Large multinational corporations must not
only besensitivetothedifferenceswithinand
betweencountries(e.g., cultural or class-based
distinctions), but they must also recognize
that there are similar trends or characteristics
shared by many countries across the devel-
oped world. Strategies might include:

 Addressing market fragmentation. AsU.S.
companies learn to reach the growing num-
ber of consumer segmentsintheUnited States
by means of one-to-one and interactive
marketing, they ought to apply similar
strategies to similar consumer segments in
countries outside the United States.

 Findinginternational partners. U.S.-based
multinational corporations need to under-
stand the characteristics of other countries
consumers that are similar to those in the
United States. They should partner withcom-
panies in the countries in question to obtain
expertise on the characteristics of local
cultures they know little about.

“’BusINESS”’ IMMIGRATION SoARs IN CANADA

C anada’s policy of entrepreneurial and business immigration
has facilitated an increase in diversity levels there. As

explained by the government’s Citizenship and Immigration in
Canada department: “Canada welcomes business immigrants
who have the ability and resources to invest in or establish
businesses in Canada. During 1998, business immigrants in-
vested more than $437 million in Canada. Business immigrants,
who represent nearly 8% of total immigrants, include investors,
entrepreneurs and self-employed immigrants.” As a result of these
self-sustaining and money-generating immigrants, Canada has
one of the largest foreign populations in the West. Canada’s
business immigrants have brought with them a level of investment
and income for themselves and for Canada as a whole.

Source: www.cic.gc.ca/english/immigr/ibusiness-e.html
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e Tapping into common ethnic pockets.
Because the popul ations of the United States
and the Other North Atlantic countries are
growing morediverse, it might work for U.S.
companiesand organi zations, for example, to
reach out to groups of immigrants that the
United Stateshasin commonwith other coun-
tries. In this way, they won't be reinventing
the wheel each time.

 Traveling by Net. Onthe Internet, physical
cultural barriers tend to fall away, enabling
corporationsand other organizationstoreach
people they might not otherwise be able to
access. Corporations should establish alocal
online presence as soon as possible.
Cultural or legal barriers may exist, around
theissuesof privacy and commercial law, but
businesses can work with the authorities in
order to find acceptable win-win solutions.
—Mark Massoud
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New Consumers:
Using More Information More Effectively

The American consumer market is growing increasingly
fragmented along the lines of sociodemographics. Clearly
defined groups are arising based on education, income, and
technology use, and each group has a slightly different
approach to using information to make purchasing decisions.
Perhaps most important for businesses is the rapidly expand-
ing group we call the “new consumers”—that group set apart
from traditional consumers by higher levels of education,

larger incomes, and greater access to technology.
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Indeed, we have found that the key demo-
graphic characteristics that define the new
consumer affect the way people gather,
process, and analyze information about prod-
ucts and services. For consumers, these char-
acteristics also determine the relative impor-
tance of different types of information. The
way businesses respond to how consumers
use this information—that is, the way busi-
nesses conduct their business—customer rela-
tionships—will be the key to differentiating
themselvesfromtheir competitorsinthe 21st-
century marketplace.

Sincethe new consumer group—defined as
people who have some college education, live
inahousehold with at |east $50,000 of income,
and have regular access to a PC—is growing
about five times as fast as the general popula
tion and accountsfor nearly half of all adultsin
the United States, any changesin the way new
consumers use information will be especidly
critical for businesses (see Figure 45).

Figure 45

Rapid Growth of New Consumers

(Percent of all adults)
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Source: Institute for the Future

In our long-term study, we have found that
new consumers exhibit the following charac-
teristics:

» They are heavy users of information.

 They regard information they actively pur-
sue as more important than information they
receive passively.

 They liketheir information gathering to be
interactive.

» They experiment more with new products.

 They useinformationasan agent of change.

ABOUT THE SURVEY DATA

T hedatacited herewasgathered in aseries
of surveys of the U.S. adult population
conducted by IFTF over the past four years.
These surveys focus on how consumers use
information to make purchasing decisions.
Since we have found high correlations of
behaviors across groups defined by income,
education, and technology access, we use
proxiesof incomeand education almost inter-
changeably in exploring the attitude and be-
havior changes of new consumers.

UsING INFORMATION
MORE INTENSIVELY

n making decisions about what to buy, new

consumersusemoreinformation than other
consumers. They prefer information tailored
to their needs. They like a wide range of
choice. Andthey findinformationthey pursue
actively more useful than other typesof infor-
mation. New consumers see information asa
powerful tool for making smart purchasesand
improving their lives.
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New Consumers Search
for More Information Figure 46

New Consumers Use Information Channels More Frequently

New consumers are heavy users of informa- (Percent of each group that ... )

tion. Our studies show that consumers with
higher levels of education or income gather
information from a greater variety of chan-
nels, including both traditional media and < High school
emerging channels such as the Internet and
mobiledevices. And new consumersusemore
of these channels more frequently than tradi- Some college
tional consumers do. By definition, they are
much more likely to go online on a regular
basis, for example, but they are also much Postgraduate
more likely to use avariety of new and older
communications channelsmorefrequently as
well—to listen to the radio, to read a daily
newspaper, or to read books regularly (see
Figure 46).
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.
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Figure 47

New Consumers Have the Most Contacts

(Consumers’ recollection of the number of discrete commercial
communications received each month by mail, Web visits,
telephone, or store inquiries, by education)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Household Survey, 1999.

Figure 48

Information Searching Increases with Income

(Percent that searches for information in four or more channels
before making a major purchasing decision, by income)
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Percent

Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Household Survey, 1999.

Because many of these channels—news-
papersand magazines, radio, Web sites, stores,
mail, and catalogs—provide ads or other
product or service information, new consum-
ers are likely to be inundated with myriad
advertising messages. Indeed, thisisthe case.
New consumers get many more discrete mes-
sages from businesses each month than other
consumers (see Figure 47).

New consumers put this information to
good use. They consult commercia informa-
tion from a greater variety of channels, espe-
cialy for magjor purchases. Our surveysindi-
cate that new consumers are about twice as
likely as other consumers to gather informa-
tion from at least four different channels be-
fore they make major buying decisions (see
Figure 48).

74 2001 Ten-Year Forecast ¢ Institute for the Future



New Consumers: Using More Information More Effectively

New Consumers Initiate Contact for
Information

New consumersaren’ tjust passivereceptorsof
information; they go out and look for informa-
tion themselves. In addition, they aso put
much more credencein information for which
they initiate the inquiry. When we asked con-
sumersabout their most important information
sources when they want to buy something, a
much higher portion of new consumersidenti-
fied sourcesthey initiated (e.g., by examining
magazinearticlescomparing products, by tele-
phoning for particular information, or
by conducting a Web search) rather than ads
they received in a more passive format (e.g.,
seeingaTV or newspaper ad, coming acrossan
iteminthe store, or receiving atel ephone soli-
citation or an ad in the mail) (see Figure 49).

New Consumers Like Information
That Is Personal and Interactive

More useful even than information new con-
sumers gather themselvesisinformation they
findinaninteractivesetting, such astalkingto
a salesperson in a showroom or on the phone
(the traditional ways), or exchanging infor-
mation by e-mail or online chat. Inthefuture,
these interactions may include using interac-
tive TV and radio to get answers that are
tailored to their most important questions.
Indeed, new consumers are much morelikely
to say that information they have gathered in
an interactive format—where their questions
areresponded toimmediatel y—ismuchmore
valuable than any other type in making their
final decision (see Figure50). Thisis particu-
larly true as they reach the final stages of a
decision, where a critical bit of information
may push them one way or another.

Figure 49

New Consumers Find Information They Ask for Valuable
(Percent who find that the information they ask for is the most
useful in making their final purchasing decision, by education)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Household Survey, 1999.

Figure 50

New Consumers Are Much More Likely to Prefer Information

to Be Interactive

(Percent who prefer information to be personalized, by education)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Household Survey, 1999.
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Figure 51

New Consumers Prefer Information that Allows Product
Comparisons

(Percent who find information gathered from sources that allow
perusal of multiple products most useful)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1999.

Figure 52
Educated More Likely to Try New Products
(Percent who say they try a new brand on a typical grocery

shopping trip)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.

New Consumers Look for
Comparisons

New consumers aso prefer information that
allows them to make product comparisons.
When asked which wasthe most val uabletype
of information they received before making a
purchasing decision, new consumerswerefour
orfivetimesmorelikely toidentify sourcesthat
allowed themto comparetwo or moreproducts
at the same time (see Figure 51).

New Consumers Experiment

New consumers are more likely than other
consumersto usetheir greater accesstoinfor-
mation to experiment with new products, es-
pecially with itemsfor daily use. In atypical
visit to a grocery store, for example, people
withhigher levelsof educationaremorelikely
totry new brandsor products (see Figure 52).

Information Is a Change Agent for
New Consumers

The responses of new consumers to our sur-
veysclearly suggest that they useinformation
to make important decisions. One of the most
obvious examples of thisisin their selection
of new products. When they decideto switch
brands of food products, for example, new
consumersare much morelikely to utilizethe
nutritional information on the product to help
determine their decision (see Figure 53).

New consumers don’t just use any type of
information—they seemto prefer very sophis-
ticated sources, especialy in matters of impor-
tance. When making choicesabout health care,
for example, new consumers—especially those
withthehighest level sof education—aremuch
more likely than other consumers to identify
medica referencebooksor medical journalsas
thebest sources of information (asidefromthe
doctors) (see Figure 54).
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THE FORECAST

he ways new consumers use and value

information are very dynamic—they are
congtantly evolving and changing from year to
year, especialy as new consumers experiment
and increase their use of the new channels of
communication. Thismakesforecastingdifficult;
nonetheless, we can offer basic observations
about thelikely evolution of thebehavior of new
consumersin the next decade.

First, some background. The amount busi-
nesses are spending on communicating with
consumers has been growing rapidly in the
last few years, and businesses seem commit-
ted to continuing to increase spending on
customer communications as a share of total
spending. Digital formats have dramatically
increased the number of channels businesses
have at their disposal and the number of mes-
sages they can send through these channels.
Asaresult, consumers are getting exposed to
more and more commercial information.
Y ou’ d think that at some point the number of
messageswouldreach saturationpoint. There's
a parallel trend, however, preventing such
saturation. New consumershavebecomemuch
more directly involved in deciding what type
of information is useful to them in the pur-
chasing process. The more choice they have,
the more they likeit, aslong asthey can find
relevance in the choices. Indeed, they are
beginning to settle for no less.

Whileno consumersact thesameway each
time they buy something, we have clear evi-
dence that asincome and education rise new
consumersare more likely to use product and
serviceinformationinwaysthat increasetheir
choice, control, convenience, and accessibil-
ity to the products and services they want.

Figure 53

Information Is an Agent of Change

(Percent of new consumers who “almost always look at
nutritional information before trying a new brand”)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.
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Figure 54
New Consumers Prefer Sophisticated Information

(Percent who prefer “medical reference books and journals”

as best sources)
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Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.
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We also know that the number of new
consumers will grow very rapidly in the
future. We have madethe simpleassumption
that the population will continue to include
people with some of the same sociodemo-
graphic characteristics as new consumers—
and they will tend to use commercial infor-
mation in ways similar to today’s new
consumers. Thismeansthat thetotal number
of people acting like today’ s new consumer
will grow dramatically inthecoming decade.
Indeed, soon the “new consumer” will sim-
ply be the “consumer.”

Today’s new consumers are also likely to
learnfrom experienceinthemarketplace, and
to continue to look for new ways to use the
types of information most valuable to them.
We expect them to continue experimenting
withinformation to find waystouseitintheir
best interests.

Our best forecast, then, is that:

» The number of new consumers will grow
dramatically, reaching almost 55% of thetotal
adult population in 2010.

* More new consumers will find ways to
increase their use of commercial information
in their own interests.

* New consumers will use new channels to
find what they want, new technologiesto help
them find these things more quickly and effi-
ciently, and emerging agents, electronic and
human, to help them sort through more of the
information even more quickly.

» More new consumers will demand better
information beforethey commit to apurchase
or aservice relationship.

We have seen only thetip of theiceberg of
the new consumer phenomenon. In years to
come, therewill be more people and agreater
share of the population who act the way new
consumers act today.

WHAT DoEes It MeaN?

T he new consumer phenomenon iswith us
tostay. What doesit meanthat anincreas-
ing share of peoplewill useinformationinan
increasingly sophisticated way tofurther their
own interests? In more and more of their
commercia decisions, new consumers will:

» Use more information from a greater vari-
ety of sources for decisions about products.
These sources will include traditiona chan-
nelslike television and newspapers, leading-
edge technologies like the Internet and both
interactive TV and radio, and text-based re-
sponses transmitted to mobile devices.

 Valueinformation morewhenthey takethe
initiative to gather it. In other words, new
consumers are more likely to value informa-
tion they ask for and lesslikely to be suscep-
tible to mass-marketing strategies that they
passively receive through traditional media.

 Prefer information sources that can give
them a direct and immediate response to in-
quiries. These sources will range from the
salesperson on the showroom floor to cus-
tomer-service representatives on the phone,
chat rooms; interactiveWeb sites, andinterac-
tiveTV.

» Express a strong preference for compari-
son data. New consumers will use the ana-
Iytical skills they picked up in college to
interpret the data of the different products
they are considering. Confident in their own
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analytical abilities, they won’'t want to be
told what to buy; more often, they’ || want to
figureit out for themselves.

» Experiment with new products and ser-
vices. New consumers never will be fully
satisfied; they aways will be looking for
products and servicesthat are of higher qual-
ity and more cost-effective.

» View information as atool that can better
theirlives, andincreasingly prefer better, more
sophisticated information. The effective use
and understanding of information creates
knowledge, and knowledge is power for the
new consumers—power in the marketplace
and power to take control of their own lives.

Remember, however, that the group of
new consumersisnot monolithic—they don’t
act one way al the time. What our analysis
suggestsisthat the higher thelevelsof educa-
tion and income, the greater the likelihood
that“ new consumer” behaviorswill bebrought
to bear on some aspect of the purchasing
cycle. Consumers may act this way only for
certain items, or at certain times—perhaps
only when buying new items, for example.
What isclear, however, isthat businesseswill
encounter anincreasing number of consumers
who will use information as a key tool in
achieving their own goals.

As aresult, any businesses that deal with
consumersonaregular basisneed totakeinto
account the varied behaviors of this new
information-savvy consumer. They need to
be able to respond efficiently and effectively
to this thirst for information and interaction,
evenif in many casesconsumersdon’t ask for
it specifically (thoughthesesophisticated con-
sumersincreasingly will know what to ask for

and how to ask for it). Companies need to be
abletoprovidehigh-quality informationwhen
and where the consumer wantsiit, in at least
some of the following ways.

« Traditional print media. Magazines, news-
papers, brochures, catalogs, and direct mail
are till the most effective channels for pre-
senting detailed, “introductory” information
that consumerscangothrough at their leisure.

What is clear, however, is that businesses will encounter
an increasing number of consumers who will use

information as a key tool in achieving their own goals.

« Real-time contact. Mobile consumers are
demanding more options for real-time infor-
mation, such as stock updates, sports scores,
travel schedules, and restaurant reviews, de-
livered to cellular phones, pagers, and PDAS.
There’ sno reason that such channelscan’t be
used for passing along product informationin
real time.

« Interactiveinformation. Giving consumers
theability tointeract withaliveperson, whether
in astore, on the phone, through e-mail, or by
onlinechat, will beacritical means of getting
information to consumers when they most
need it—at the point when they are about to
make their decision.

* Tailored offerings. Because of their afflu-
ence and education, new consumers are likely
to be highly self-confident. They will know
what they want, and they won't want to be
treated just like everyone else. In response,
businesses will need to learn the individual
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preferences of each consumer—what channels
they prefer, when they access those channels,
and what types of products and services are
relevant at a particular time. In practice, busi-
nesses will haveto invest in database technol -
ogy, vary the channels they use, differentiate
the content of their messages, tail or responses
toindividual needsandpreferences, spendmore
timeininteractions, and alow room to experi-
ment. This ability to target and individualize
information will be critical to success. If com-
panies can’t do it on their own, they will have
to partner with third parties such as electronic
agents and buyers’ publications.

The key for businesses trying to woo the
new consumers will be to meet them where
they live; that is, they must respect the
sophistication of the new consumersand give
them the opportunity to browse, shop, and
experiment at will. Without pushing in-
formation on new consumers in the form of
mass marketing, businesses must have any
and all typesof information availableto them
at any time they want it. To accomplish this,
businesses must establish open, adaptable
business models, with a customer-service
apparatus that is nimble and knowledgeable.
To treat the new consumers as just another
part of the traditional mass market will be to
alienate a highly desirable—and affluent—
share of the marketplace.

—Gregory Schmid
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Customer Relationships:
The Evolution of the Value Exchange

The consumer marketplace is coming full circle—from the corner
store of yesteryear to the industrialized mass market, and now
back to the high-tech version of the corner store, enabled by the
Internet and database technologies. It’s not that companies are
shrinking. Rather, large corporations and dot-com start-ups alike
are striving to create the feel of the corner store, where successful
storekeepers knew their customers by name, remembered stand-
ing orders and preferences by heart, and kept a running tab for
their best customers on good faith. Indeed, in those days the
quality and depth—the value exchange—of these customer
relationships could make or break a local business. It is these

relationships that today’s companies are trying to emulate.
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At the heart of the value exchange in the
business—consumer relationship is informa-
tion. The customer |ets the shopkeeper know
what she wants both directly, by telling him,
and indirectly, by past behaviors and pur-
chases. To keep the customer coming back,
the shopkeeper makes sure she gets what she
wants with a minimum of fuss, and also lets
her know about other things that might be
useful. She pays him for the goods—and the
service; that is, good information. The value
exchange goes both ways.

In the 21st century, of course, it’s not that
simple. Consumers are busier and more dis-
tracted than ever. Women, especially, who
makemost of the househol d buying decisions,
are managing more activities at work and at
home, placing themselves under greater time
pressures and stress. At the same time, they
areinundated with ahost of information from
a myriad of channels, old and new—news-
papers, radio, broadcast and cable TV, direct
mail, and thelnternet. Armed with suchinfor-
mation, consumers are taking control of the
marketplace. But they also face information
overload, and it becomesharder and harder to
distinguish good information from bad.

To deal with the pressures of information
overload, consumers are developing coping
strategies—toolkits of helpful technologies,
trusted resources, and social networks that
help them sort through the reams of informa-
tionthey requireto meet the complex needsof
modern households. Increasingly important
tools in the toolkit are personalized relation-
shipswith providers of goods and services—
inother words, thetraditional customer—store-
keeper relationship. When the customerstrust
the providersto give them good information,
they can cut through a mass of extraneous

noise, thereby simplifying the shopping
experience—as well astheir lives.

Thechallengefor businesses—whichface
their own problems competing for the atten-
tion of these overloaded consumersin arap-
idly expanding global economy, where any-
body with alaptop and aserver can get astart-
up going, and companies from al over the
world are crossing borders—isto become an
instrumental part of that toolkit. Businesses
must earn consumers' trust and become their
partners in negotiating the demands of the
information age. Theonly way to dothisisby
enhancing the value exchange of the busi-
ness—consumer relationship. Already, weare
seeing new technol ogy-enabled, information-
based relationships emerging all along an
increasingly diverse spectrum of business-to-
consumer interactions.

BusiNEsSES NEED DEepER CUSTOMER
RELATIONSHIPS TO SURVIVE

The availability of more information
through more channelsand an increasing
diversity of choicesin products and services
have shifted control in the marketplace to
consumers. Consumers can now access a-
most anything they want to know about a
business, from product specs to corporate
earnings, ssimply by logging onto the Internet
or picking up the latest business magazine.
Businesses, for their part, are struggling to
learn how to leverage the transactional data
consumersleave behind and to persuadethem
to provide even more personal datavoluntar-
ily. Winning a consumer’s trust is essential,
since, to makeinroads in the New Economy,
businesses must rely on the quality of infor-
mation customers are willing to give out.
Ultimately, consumers hold the big sticks—
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their trust and loyalty. If companiescan’'t earn
that trust and loyalty, consumerswon’t share
personal information. If businesses don’t get
that personal information, they’'ve lost an
important tool for retaining good customers.

Unfortunately, thedeclinein customer loy-
alty iswell documented in the business press.
Most estimates maintain that consumer-ori-
ented companiestoday canexpecttolosenearly
50% of their customersevery fiveyears. In his
book The Loyalty Effect, Frederick Reichheld
argues that such an erosion of loyalty results
in decreased corporate performance, shrink-
ing margins, and smaller profits. Moreover,
decreased loyalty trandlates into decreasing
customer satisfaction, which has also been
well documented in the business press. Ac-
cordingtotheUniversity of Michigan’ SAmeri-
can Customer Satisfaction Index, overall cus-
tomer satisfaction is down in every sector of
theeconomy sincetheindex began measuring
itin 1994 (see Table 10).

Astrust and satisfaction decrease, so does
consumer retention, which hitsthecompanies
where it hurts—at the bottom line. Analysts
arguethat a5% increasein customer retention
can increase profits by as much as 85% in
financial services organizations and 30% in
retail organizations. Reichheld maintainsthat
incremental increases in customer retention
can have significant impacts on acompany’s
margins. Heassertsthat acompany, if it holds
on to and retains an additional 5% of its
customers each year, can dramatically in-
creasethetotal profits generated over thelife
of a typical customer relationship. For ex-
ample, Reichheld estimates that publishers
can increase the tota lifetime profits of a
customer by 85% by increasing customer re-
tention by a mere 5% (see Figure 55).

Table 10
Decreasing Customer Satisfaction Across Many Consumer-
Oriented Industries

Percent

1994 2000 Change
Airlines 72 63 -12.5
Banks 74 68 -8.1
Stores 77 72 -6.5
Hotels 75 72 -4.0
Personal computers 78 74 -5.1

Source: University of Michigan, American Customer Satisfaction Index, Industry
Scores, 1994-2000.

Figure 55

Impact of a 5% Increase in Retention Rate on Customer Net
Present Value

(Percentage increase in customer net present value, by industry)

Advertising
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Source: Frederick Reichheld. The Loyalty Effect. Boston, Massachusetts: Harvard
Business School Press, 1996.
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How can businesses work to forestall this
decreasing loyalty, retain their customers, and
keep uptheir revenues? By makingit harder for
customersto leave—that is, by improving and
deepening thebusi ness-consumer relationship.

THE BAsis OF A RELATIONSHIP BETWEEN
BusINESSES AND CONSUMERS

titscore, abusiness—consumer relation-
ship is like any other relationship. To
understand how to build customer relation-
ships, then, it is important to understand the
dynamics of relationship building in general.

Boiled downtoitsessence, arelationshipis
amutual exchange of benefits. People choose
relationshipsasthey might along-terminvest-
ment—to maximizereturnand minimizel osses.
Under theseterms, arelationshipisn’t entered
intoonceandfor all. Peoplecontinually assess
the status of arelationship by measuring their
returns and |l osses, comparing them with alter-
natives, and eval uating the potential downside
if the relationship should end—by shopping
around, in other words.

For personal relationships, thisworksat an
intrinsic level. The more intrinsic rewards
another person provides(e.g., attraction, love,
or companionship) and the fewer the costs
(e.0., timeand effort, compromises, or giving
up other opportunities to continue the rela-
tionship), the more likely the relationship is
to endure. Another way tolook at it isthat the
greater investment a person makes in the
relationship (e.g., emotions, money, or time),
the more unlikely it isthat he or she will end
the relationship.

The business—consumer relationship has
much the same dynamics, but therewardsare
more extrinsic. Indeed, the traditional rela-
tionship between businesses and consumers
rests on the exchange of money for goodsand
services. While this monetary exchange is
still at the heart of commercial relationships,
of course, the nature of today’s business-
consumer valueexchangeisgrowingfar more
complex. On one hand, fragmenting commu-
nicationchannels, anytime-anyplacesa esand
transactions, and a vast number of choicesin
the marketplace are making it more difficult
than ever for businesses to communicate ef-
fectively with consumers. On the other hand,
sophisticated consumersexpect amuch higher
quality of goods and services adapted to their
individual needs.

Inthe New Economy, with itsinnumerable
possihilitiesfor business-consumer exchanges,
it is no longer enough to rely on the simple
exchange of money for goods and services to
maintain consumer loyaty and to keep the
relationship going. What can keep abusiness—
consumer rel ationship going for thelong term?
Information. High-quality information.

Information has emerged as the newest
formof currency incontinually evolving busi-
ness-to-consumer exchanges (see Figure 56).
Businesses need information from their cus-
tomers to sell products and services effec-
tively, to differentiate themselves from com-
petitors, and to provide added value. Custom-
ersneedinformationabout busi nessestomake
the best purchases and to managetheir house-
holdsmore efficiently. Themoreinformation
thetwo partiesexchange on an ongoing basis,
the more opportunity they have to deepen
their relationship—to make it last.
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How ReLATIONSHIPS ARE BuiLt
AND MAINTAINED

any businesses are trying to establish

long-term customer relationshipsasa
meansof improving performanceandincreas-
ing profitability. However, such rel ationships
are not forged in a vacuum. Businesses must
understand their position within the network
of relationships—both commercia and so-
cial—their customers maintain with a wide
range of other businesses, organizations, and
individuals. This network is made up of a
variety of interdependent relationshipsat dif-
ferent stages along a spectrum, ranging from
informal encounterstolong-termassociations,
all of which fulfill particular needs.

Understanding the Spectrum
of Relationships

One popular psychological framework for
understanding relationships is Bernard
Murstein’s Stimulus-Value-Role Theory.
Murstein suggests that rel ationships progress

through three stages—stimulus, value, and
role—with each stage characterized by in-
creasing trust and an increasing intensity of
interactions (i.e.,, more interactions lead to
more devel oped relationships).

Figure 57, on page 86, illustrates the types
of relationshipsal ong the spectrum, fromran-
dom encountersto lifelong relationshipswith
spouses, family, and close friends.

Withinthisframework, Mursteindescribes
three different outcomesat each of the stages:
attraction, attachment, and commitment. In
thefirst stage, external stimuli, such asphysi-
cal appearance, attract two people to each
other. In the second stage, the basis for the
relationship shifts from external to internal
attributes, such as shared values and beliefs.
Once the two parties realize they share these
attributes, they form an attachment to one
another. The third stage emphasizes the im-
portance of relationship roles. Commitment
or loyalty is predicated on the successful,
ongoing performance of arole or afunction

Figure 56

The Evolution of the Business-to-Consumer Relationship Exchange

Barter

Source: Institute for the Future
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within the relationship. For example, a man
might consider a good friend to be someone
who stands by him in difficult situations. If
that friend fail sto stand by him, he hasnot met
the relationship’s expectations and, in most
cases, will no longer enjoy the same level of
friendship. As people move up the scale of
relationships, they invest more of themselves
and derive more value from the exchange.
Although this model was designed to de-
scribe persona relationships, it is useful for
understanding business—consumer relation-

shipsaswell. Wehaveidentifiedfivestagesof
business-to-consumer interactionsthat can be
superimposed onMurstein’ srelationship map
(see Table 11). At each stage, businesses and
consumershavetheopportunity to deepenthe
relationship by investing more of themselves
intherelationshi p—giving out moreinforma-
tion—thereby increasing the value exchange
and moving up the scale.

We have mapped these categories onto
Murstein’ srelationship stagesto help clarify
the function of business-to-consumer inter-

Figure 57
Spectrum of Personal Relationships

Stimulus Value

Role

A

Trust

 Casual acquaintances

« First encounters

« Coworkers, neighbors,
community organizations

* Spouse/partner,

. family, close friends
* Friends

Number of interactions

Source: Institute for the Future
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Table 11

The Five Stages of Business-to-Consumer Relationships

Type of Relationship

Interaction

Relationship Value

Mass Customer
Examples:

« Bank of America
« Coca-Cola

* Levi's

« Procter & Gamble

Initial contact based on mass adver-
tising, broadcast media, brand
awareness campaigns, and so on.

A simple exchange of money for goods
and services, with no promise of
continuation. For example, buying soda
or toothpaste.

Customer Profile-based
Example:
« Bass Hotels

(Holiday Inn)

Profile developed based on demo-
graphic information collected from or
provided by the customer (e.g.,
address, or income).

Exchange of money for goods and
services that match needs associated
with particular customer demographic
profiles. For example, a broker sending
marketing materials to households above
a certain income.

Targeted and Relevant
Examples:

« Coolsavings.com

« Respond.com

Targeted and relevant information
provided in response to individual
customer data (e.g., transaction data,
store visits, or response to advertise-
ment) or personal information pro-
vided by the customer (e.g., prefer-
ences or likes and dislikes).

Exchange of information for improved
customer value derived from relevant
information received when and where
needed. For example, grocery delivery
services reminding a client to buy
margarine because he is about to run out.

Customized Product and
Service Relationships
Examples:

* American Airlines

« Dell

« Yahoo!

Targeted and customized products
and services tailored to individual
needs and specifications provided
by the customer (i.e., mass
customization).

Exchange of information for increased
customer value derived from goods and
services tailored to individual needs. For
example, designing a car from scratch.

Comprehensive Information
Examples:

* American Express
 Concierge services

High level of personalized service
that responds to individual con-
sumer needs across multiple pur-
chase categories, providing a range
of product choices tailored to indi-
vidual needs.

Exchange of information for increased
customer value derived from personalized
service that can fulfill individual needs
across multiple categories of purchases.
For example, a personal assistance
service that reminds a man about his
wife’s birthday, then researches and buys
the perfect present and makes reservations
at the best restaurant in town.

Source: Institute for the Future
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actions in the relationship-building process
(see Figure 58).

Scaling the Relationship Spectrum

We don’t mean to imply that all companies
should strive to take al their relationships
with consumerstothelevel of comprehensive
information relationships. That simply
wouldn’t be cost-effective, since each step up
the scale becomes more expensive in its re-
quirements for individualized, hands-on ser-
vices. In fact, for many commodity prod-
ucts—soft drinks, toothpaste, or garbage
bags—the mass-market approach is still the
most cost-effective. What we do suggest is
that companies are aready engaged in some
form of relationship with their customers.
Thus, thismap can beuseful for two purposes:
(2) to help determine the type of relationship
that makes sense for particular products or
services; and (2) to sketch out away of taking
opportunities to deepen those relationships.

Asthe New Economy shifts more power into
the hands of the consumers, companies will
do well to learn how to earn the trust and
commitment of their customers by under-
standing thecompl exitiesof rel ationship build-
ing at each level.

Attracting the Mass Customer

Just asin the realm of personal relationships,
wherefirst impressions determine whether or
not a relationship between two individuals
getspast thefirst “hello,” thefirst impression
businesses make on consumers is likely to
determine whether or not they will become
paying customers. Advertising, promotions,
brand-awarenessmessages, and soforth serve
to shape consumers’ first perceptions about a
company, product, or service.

Many companies find that thereis along
way between that first contact with consum-
ers, evenif itisfavorable, and retaining them
asloyal customers. Consumer product firms

Figure 58

Spectrum of Business-to-Consumer Relationships

Stimulus Value

Role

A

Trust

« Customer profile-based

* Mass customer

» Customized

« Targeted and relevant

» Comprehensive

Number of interactions

Source: Institute for the Future
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like Coca-Cola and Procter & Gamble, and
clothingmanufacturerslikeL evi’s, havewrit-
ten the book on building brand loyalty in the
mass market. They do so by continually rein-
forcing their brand rel ationship with the con-
sumer by being the most attractive product at
the point of purchase.

Product manufacturers like Coca-Cola go
wheretheir customersare, soinadditiontothe
usua places like grocery stores and restau-
rants, Coca-Colapositions vending machines

Thus, if acompany’s objectiveisto build
loyal relationships, investing money in at-
tracting just any customer with a discount or
promotion can prove to be costly. A better
approach is to go after a smaller group of
targeted, qualified leads that will find real
value in the company’s product or service.
Many companiesareusingtechnol ogy tobuild
detailed customer profiles in order to target

anywhere someone might get thirsty—train
stations, amusement parks, and parking ga-
rages. Similarly, consumer bankslikeBank of
America are placing ATMs in more acces-
sible locations, such as grocery stores, malls,
and restaurants. This approach reinforcesthe
mass customer relationship by literally being

“The only reason | bought the stuff—it was free!
Twenty-five dollars off your first purchase and $20 off
your other purchase. | wouldn’t have bought it if it
wasn’t free. [Will you go back to them?] If they give me
something for free, sure. [Would you go back and pay

for the vitamins?] Their prices were pretty good. But |

there for the consumer—attracting the cus-
tomer at the place and time they are most
likely to need or want the product.

Building a Customer Profile

Asmany companiesarefindingout, attracting
customerstolook at their productsor services
and earning their loyalty are not the same
thing. Enticing new customerswith attractive
discounts and promotions, for example, does
not create loyalty in and of itself, as many
onlinecompanieshavelearnedtotheir regret.
In focus groups with online shoppers, many
consumers reported that they were willing to
try out a new online service because of an
attractive promotional offer, but most also
noted that they did not return to make another
purchase unless similar discounts were of-
fered again. In one of our focus groups, one
consumer indicated that he was unlikely to
buy vitamins online unless there was a huge
financial incentive, since he had no real need
for the product (see quote).

didn’t even need them.”

—Single male new consumer, early 30s

product and serviceofferingsmoreeffectively.
Databases and tracking technologies on the
Internet allow companies to track individual
consumers’ transactions and behaviors, for
example, and to identify groups of consumers
likely to beinterested in a particular offer.
Indeed, many companies are beginning to
realize that they can reduce advertising costs
and improve response rates significantly by
targeting the right customers. Bass Hotels &
Resorts (owners of international chains such
as Holiday Inn and Inter-Continental hotels)
collects detailed information about response
rates to its promotions. By sending promo-
tional deal sto only thoseconsumerswho have
responded in the past, the company has re-
duced itsmailing costs by 50% and increased
response rates by 20%. These customer pro-
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file—based relationships take advantage of
information about consumers to attract the
customerswho will find the most valuein the
company’s products and services.

Providing Targeted and
Relevant Offerings

In order to deepen arelationship—to take the
next step in devel oping trust and loyalty—the
parties must establish a foundation of shared

“| think | would like [the grocery delivery service] to
give me a trial offer, you know, before | had to commit
to anything—so that they would know my schedule ...
that | didn’t get home until 7:00 and | left the house at
8:00. I'd have to get used to it. | would want it on a trial
basis without anybody getting annoyed because you
didn’t do this or you didn’t do that—maybe 30 days....
And then you could work out the kinks in it, and then
you could both have a good relationship. You could get

what you need, when you needed it.”
—Divorced female new consumer, late 50s

values. In personal relationships, individuals
seek out other people, groups, and communi-
tieswith similar interests, such as sports, hob-
bies, or finearts, or thosewho liveinthe same
neighborhood or work for the sameemployer.

This is the critical “getting to know you”
stage, whereinteractionsrevolvearoundinfor-
mation exchanges that allow people to under-
stand what the others want out of the relation-

ship—their values, needs, preferences, and so
on. Similarly, for businesses to successfully
reachthispointintheir customer relationships,
they must engagein aninteractive exchange of
information with their customers. One con-
sumer commented in our focus groups that in
order for ahomegrocery delivery servicetobe
really valuable, the service needed to spend
time getting to know her. In turn, the grocery
service provider would gain accessto valuable
informati onabout her serviceneeds, her sched-
ule, and product preferences (see quote).

Other companies offer valuable benefits
in exchangefor aconsumer’ spersonal infor-
mation, especialy on the Internet. Compa-
nieslikeCool savings.com and Respond.com
areleveragingtheinteractivity of thelnternet
to engage consumers in a dialogue about
their preferences.

Coolsavings offers consumers valuable
information and discounts based on a
consumer’ sstated interestsand needs. When-
ever a consumer is interested in making a
purchase, she can go to Coolsavings for a
coupon or promotiona information in ex-
change for information about her interests.
Likewise, Respond provides atailored shop-
ping service to consumers willing to share
their needs and preferences with them. In
exchange, Respond providesalist of compa-
niesthat offer the desired product.

Most consumers maintain humerous tar-
geted and relevant relationships with a vari-
ety of different businesses for different as-
pects of life (e.g., financial, professional, or
familial). However, the depth and breadth of
relationships can vary significantly at this
stage and do not necessarily imply extended
loyalty to any one person or provider.
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Customizing for Enhanced Value

Companies that can engage customersin an
information exchange and utilize that infor-
mation to respond with products and services
tailored to their specificationswill moveeven
further up therelationship scale. For instance,
many consumersget information from avari-
ety of newsproviders. Online portalscustom-
ize information and news to the user’ s inter-
ests, suchasY ahoo! doesthroughMyY ahoo!.
Other news services like CNN and the Wall

Other companies are following suit. In our
focusgroups, onewoman described how Ama-
zon has been successful at winning her repeat
business by providing valuable information
that responds to her interests (see quote).

These customized relationships are begin-
ning to establish that level of trust that is
becoming all-important for success in the
New Economy.

Street Journal gather stories based on users “Well, | have my favorite authors. And with

preferences and e-mail their subscribers tar-
geted and relevant headlines every day.
Airlinefrequent-flier programs are another
example of how acompany can build custom-
ized relationships by trandating information
about the customer intoincreased valuefor the
customer. Trackinginformationabout frequent

Amazon.com | am on some kind of deal where every
time the author that | like comes up with a new book,
they e-mail me and let me know.... Which is kind of
neat. So | have gone back to [Amazon] a couple of times

because of that.”
—Married female new consumer, late 40s

fliersallowscompanieslike AmericanAirlines
and United to accommodate the preferences of
their most valuablecustomersby offeringthem
their preferred seating and meals, as well as
priority for upgrades. M oreover, these compa-
nies can offer amuch more customized experi-
ence by tracking information like whether or
not a customer puts his eye shadesonto goto
deeporif acustomeristall and needsextraleg
room. Product manufacturersare al so organiz-
ing to respond to the needs of individual con-
sumerswith customized products. For instance,
Dell allows customers to customize their PC
configurations to their individual specifica
tions. Similarly, Acumins produces vitamins
formulated for the specific health needs of
individual consumers. And the day is coming
when consumers will be able to design their
own cars from scratch.

Investing in Customer Information to
Meet (and Exceed) Expectations
To reach the top of the business—consumer
relationship scale, both parties must continu-
alyfulfill theexpectationsof therolesthey’ve
set up for each other. For the company, this
meansanticipating and meetingthecustomer’s
needs and expectations. For the customer, it
means consistently returning to the company
asaloyal customer. Thistype of relationship
can't exist without the fulfillment of these
mutual obligations. If either sidefailstofulfill
the expectations of therole, then therelation-
ship dlips back down the scale. For example,
if the company leaves the consumer in the
lurch, or the consumersgo to other companies
even oncethey get thehighest level of service
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from the first company, then the relationship
is damaged.

At this ultimate stage of the business-con-
sumer relationship, companies can leverage
their deep knowledge of a consumer built up
through ongoing interactions. This base of in-
formation allowscompaniesto respondto con-
sumers with a high level of personalized ser-
vice to meet adiverse set of consumer needs.

There are many ongoing experiments in
developing relationship-focused business
models to serve this profitable and exclusive
niche. Several companiesareoffering“agent”
services, both electronic and human, which
play the role of “personal assistant.” Essen-
tially, they help time-starved consumerstake
care of errands and chores they can’t seemto
fitintotheir busy schedules. Many credit card
companies like American Express and First
Union offer their most valuable customers a
concierge servicethat can gather information
or get any product from anywhere in the
world. Moreover, businesses like Charles
Schwab and 3Com are offering their employ-
eesconciergeservicesasabenefit, inrecogni-
tion of the increasingly delicate home-work
balancetoday’ sknowledgeworkersarestrug-
gling to maintain. Circles.com and VIPdesk,
for example, can help with everything from
householdchores(e.g., cleaning, grocery shop-
ping, or dry-cleaning) to event planning (e.g.,
obtaining tickets to a concert or planning an
anniversary dinner). (For more information
about these services, see the article, “The
Future of Agents.”)

For other companies, reaching the pinnacle
of therelationship scalemeansleveragingvalu-
able customer information about preferences
and needs to expand the scope of their current
services, becoming an invaluable resource

across categories. Companies like Nordstrom
arewell positioned to build on their reputation
for high-touch customer serviceandto provide
anexpandedarray of product and serviceoffer-
ings to their loya customers. For instance,
Nordstrom’s personal shoppers can become
the agents for customers, providing diverse
services other than shopping, like travel and
event planning. Similarly, online players like
Amazon and Webvan areforging partnerships
with a network of other product and service
providers in order to expand their offerings
frombooksand groceries, respectively, toelec-
tronics, toys, and so forth.

THe Forecast For 2010

B uilding, maintaining, and deepening cus-
tomer relationships—that is, moving up
the relationship scale—requires substantial
investment. A critical factor in moving up the
scale is developing the right balance of cost-
saving technology solutions and high-value,
high-cost personal service. Although the
I nternet has opened up many moreoptionsfor
providing consumers access to services at
incredible cost savings, it has not completely
eliminated the need for human interaction,
especialy for services. The human compo-
nent of the business—consumer relationshipis
becomingincreasingly rareascompaniessave
money by reserving it for only top-tier cus-
tomers. Y et providing more personalized ser-
vices at al levels is becoming increasingly
important to companies concerned about cus-
tomer loyalty and retention.

To illustrate the investment and trade-
offs associated with implementing customer-
focusedrel ationship-building strategies, weuse
the case of a brokerage firm to forecast the
transformationinserviceofferingsandtoiden-
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tify necessary investments and trade-offs re-
quired to generateincreased valuefor custom-
ersin 2010, and to increase overal customer
retention. For instance, asourceof asignificant
customer annoyanceistheautomated call cen-
ter, which many companieshaveimplemented
to reducetheir call center expenses. Likewise,
Web access that is not linked to a readily
accessible help desk to resolve issues, and that
does not provide prompt responses to e-mail
inquiries, can be a source of growing frustra-
tionfor consumers, eventhoughit savesmoney
for the company. Figure 59 highlights key
investmentsintechnol ogy and humanresources

to support more personalized services for
high-value customers and to support relation-
ship-building activities with potential high-
value customers.

IMPLICATIONS

B usinesses that hope to build good cus-
tomer relationships, or to improve exist-
ing ones, will do well to consider the follow-
ing points:

» New relationship opportunities abound. As
communication and sal eschannel s continueto
proliferate, the traditional notions of business-

Figure 59
Investments and Trade-Offs

2000

Branch office

* 50% branch employees
have a college degree

* 200 branch offices

» 10 account representatives

¢ 1 rep: 50 customers

 Cost per transaction $35

» Serves 100,000

Call centers:

* 25% call center employees
have a college degree

« 50 customer service reps

 Cost per transaction $13

» Serves 175,000 customers

Automated Call Center:
» Cost per transaction $1
¢ Serves 525,000 customers

Web sites

« Transaction focused

« Cost per transaction is $1
¢ Serves 550,000 customers

Source: Institute for the Future

More people get
personlized service

Reduce customer pain

Cost tradeoff between
enhanced customer
service and technology
savings

2010

Branch office

* 75% branch employees
have a college degree

150 branch offices

» 20 account representatives

e 1 rep: 50 customers

« Cost per transaction $45

» Serves 150,000

Investment costs
associated with work-
force upgrade to deliver
high-value service

Call centers:

* 50% call center employees
have a college degree

» 75 customer service reps

« Cost per transaction $15

» Serves 250,000 customers

Automated Call Center:
« Cost per transaction $.75
e Serves 300,000 customers

Web sites
» Customer/transaction focused
 Allows real-time interaction
and customer service
 Cost per transaction is $3.25
¢ Serves 650,000 customers

Leverage interactive
media to increase scale
of personalized service
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to-consumer rel ationshi pswill giveway tonew
opportunitiesto define the value exchange be-
tween businesses and consumers. Each com-
pany must identify itsuniquevalue proposition
to deepen relationships with customers and to
keep them from going elsewhere.

* Informationiscurrency. Thevalueof infor-
mation increases as companies and consum-
ers climb the relationship scale. Innovative
companies are just beginning to explore the
potential role information will play in build-
ing anew wave of trusting customer relation-
ships. Successful companies will utilize
information to deliver personalized services,
products, and further information tailored to
individual customer needs.

» Consumer expectationsof servicearerising.
There are enough options in the marketplace
that most consumers know what good service
is. New playersarecreating new marketscater-
ing to specialized needs, raising the bar of
consumer expectations ever higher. The ben-
efitsof investingincustomer-relationship strat-
egieswill remain elusive if companies cannot
develop the right mix of human and el ectronic
customer service to meet their demands.

» Don't neglect potential high-value custom-
ers. Although there are many examples of
businesses focusing their efforts on building
relationshipsat different stagesalongthescale,
thereareno companiesservicingthefull range
of possible customer relationships. Today,
companiesthat are ableto identify their most
valuable customers must invest significant
resourcesin deepeningthesehighly profitable
relationships. However, for most companies
this means cutting back on services to other
customers, many of which could be future
high-value customers. Inorder to takeadvan-
tage of future growth opportunities, compa-
nies must identify a wider spectrum of
customers with whom to build and deepen
relationships. The key challenge for compa-
niesisto build adiversified portfolio of cus-
tomer relationships; that is, relationships all
along the scale, based on the nature of their
products and services.

* Relationshipsareabout valuecreation. The
rel ationship paradigmrepresentsafundamen-
tal shift in focus away from profit generation
through mass-market activities to value cre-
ation by building a relationship with indi-
vidual consumers. But don’t think these com-
panies are giving up on profits. Rather, they
believe that if they get the relationship value
exchange right, profits will follow.

—liz Casals
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The Future of Agents:
From Task Management to Life Management

V7i Agentll

is a popular buzzword in
the business world these
days—we see or hear
agents mentioned just
about everywhere. There
are old-fashioned agents
like the insurance or travel
agent. There are new-style
agents—some electronic,
some human. There are
autonomous agents, intel-
ligent agents, and mobile
agents. Then there’s the
paragon of agents, the
“trusted agent” that nearly
every company, behe-
moth or start-up, now

aspires to become.
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Until fairly recently, these agents have had
onething in common. They have been prima-
rily task-management agents—they have
helped people perform particular, well-delin-
eated tasks, like finding the best price for a
vacation package to Cozumel, or finding an
insurance policy that’ sright for them. But life
is getting more complicated for many con-
sumers, with the growing multitude of tasks
they areasked to perform at work and at home,
the changing composition of the household,
and the tremendous amount of information
they receivethrough al channels, from news-
papers to wireless Internet connections. A
busy household can use dozens of task-
managing agents. Unfortunately, managing
all theseagentscan easily becomejust another
part of the problem, another stress in an
already stressful life.

What truly busy households need are not
hordes of agents assisting them with indi-
vidual tasks, but afew trusted agentswho can
take over whole domains of household activi-
ties—say, finance or heath—or help them
withany number of rol esthey takeonthrough-
out their busy days, like that of a parent, a
daughter, an employer, or a citizen. Perhaps
best described as “life-management agents,”
these agents can help manage an entire
range of much more complicated task do-
mains and identities for a household or an
individual, freeing them up for more value-
added activities.

DriviNG FORCES

any factors will drive the market for

life-management agents in the
coming decade. Chief among them are the
crazy pace of life in the information age and
the changing gender roles and composition of
the household.

Running a household in the information
ageisalready becoming more stressful dueto
theincreasedinformation processingrequired
to make even the simplest decisions. At the
sametime, an increasing number of jobshave
become “knowledge work” jobs, with more
stressors, such as increased information-
processing requirementsat work and blurring
work—home boundaries, thanks to high tech-
nology; since knowledge work can be done
anywherethere’ sacomputer and aphoneline,
workers must continually negotiate and rene-
gotiate the boundaries between work and per-
sonal life. Workersareworking longer hours,
and bringing more work home with them,
making it trickier to maintain a good work—
life balance.

The evolving gender roles of the past few
decadesare contributing to households' com-
plexity. While women who work outside the
home have become the norm (from 36% in
1955t060%in 1998), no clear ruleabout how
to divide household tasks in dual-income
househol ds has emerged—many households
struggle mightily to negotiate the daily
alocation of such tasks (even if in the end
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women still bear more of the burden of the
“second shift”). For women in the workforce
with children—a population that is growing,
asthelabor participation rate of mothers was
71% in 1998—this negotiation is even more
of astruggle, as there are even more tasks to
negotiate. Thiscontinual negotiationof tasks—
with increasingly fuzzy guidance from tradi-
tional social roles—constituteswork initself,
addingtothestressof househol d management
for couples (see Figure 60). We don’t expect
the clarity of household rolesto improve sub-
stantially over the next decade.

Not only have gender roles continued to
evolve, but the composition of the household
itself has also grown more diverse in the past
few decades, as high divorce rates, immigra-
tion, thelarge baby-boomer sandwich genera-

tion, and new norms for relationships have
created more blended families, more groups
of single, unrelated people living together,
more domestic partnerships, and more ex-
tended families under the same roof. Like
househol dswith evolving gender roles, these
househol dsal so need to negotiate tasksand a
more diverse set of purchasing preferences
without much guidancefromtraditional norms
and roles.

For many of these households, thereis a
real time crunch felt, mostly due to the frag-
mentation of time into smaller segments as
home and work activities are increasingly
mixed up throughout the day. But even for
households that don’t feel time pressed, the
stresses of household management are in-
creasing. Astraditional temporal and physi-

Figure 60

Today’s Householders Are Stressed—Especially Women

(Percent who feel “always rushed”)

Men

Married men

Women

Married women

Total population =29
T

0 10

30 40 50

Percent

Source: Institute for the Future/Princeton Survey Research Associates,

U.S. Brands Survey, 1998.
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Figure 61

New Consumer Households Are Under Stress

(Percent of ... households that “feel under great stress” several
days a week or more)

New consumer

Traditional consumer

0 10 20 30 40
Percent

Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.

cal boundaries between home and work have
erodedinthe24/7 global networked economy,
people are called on to shift more frequently
between their multiple roles and domains of
activity throughout the day and night. As a
result, many househol dsarefacingmorestress
because they have to juggle so much, in two
main areas.

 Rolejuggling. Shifting gearsfromonerole
to another (e.g., parent, employee, neighbor,
or friend) continually, around the clock.

e Domain juggling. Coping with major
issues in multiple life domains (e.g., hedlth,
career, finance, leisure, marriage, and hous-
ing) all at once.

Both role juggling and domain juggling
reguire mental concentration and emotional
energy. Some people manage to cope with
them well, but even resource-rich “new
consumer” households report stress (see
Figure 61).

Thus, managing the household is becom-
ing, for many, a very complex enterprise.
Most task-management agents today focus
on relieving some of the time crunch for
consumers—but these types of agents are
reaching the limits of their effectiveness.

TAsk-MANAGEMENT AGENTS:
HirmiNe THE TAsk CEILING

T raditional agents, suchasinsuranceagents,
tax agents, and travel agents, help con-
sumers manage the tasksinvolved in interact-
ingwithlargebureaucratic organizations, such
asinsurance companies, the IRS, and airlines,
to name a few. As the information age
progresses, however, purchasing choices and
information involving such tasks have multi-
plied, and sophisticated new consumers have
more options for dealing with these institu-
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tions more directly and more effectively on
their own. Infact, many consumersarebecom-
ing responsiblefor their own purchasing deci-
sions and relationships with such companies,
leavingtraditional agentsoutinthecold. Mean-
while, new typesof e ectronicand humantask-
managing agents have emerged to fill the gap
by offering to manage the information-filter-
ing tasks needed to make a“rational” product
purchase (i.e., shopping agents), rather than
the tasks of interacting with bureaucracies.
Theincreasing complexity of consumer deci-
sion making in the information age has given
al companies (including agents) the opportu-
nity to develop new levels of relationships
with their customers, focused around the ex-
change and filtering of information.

Recent Innovations of
Task-Management Agents

As the relatively wealthy and sophisticated
new consumers have grown as a percentage
of the population over time (they will be 54%
of households by 2010), households have
increasingly turned to household empl oyees,
including nannies, gardeners, and maid ser-
vices, to alocate someof thetasksof aroleor
adomain. Furthermore, many traditional re-
tailers have tried to become task-manage-
ment agentsfor consumers by providing new
time-saving services; for example, the per-
sonal shopping servicesnow offered by high-
end department stores such as Nordstrom.
The explosion of e-commerce has boosted
direct-to-consumer shopping of all types, in-
cluding new household delivery serviceslike
grocery delivery (e.g., Webvan and Peapod),
portalslike Y ahoo! and Excite, and commu-
nity-growing e-tailers like Amazon. These
companieshel p consumerswith many house-

hold purchasing tasks online by filtering in-
formation and prices based on consumers
stated or inferred preferences.

Recently, task-management agents have
taken the notion one step further, with the
emergenceof moreholistic task-management
agents. They call themselves “concierge ser-
vices.” Modeling hotel concierges, and oper-
ating like across between aninfomediary and
abutler, services like Circles and Quixi can
handle both research tasks for purchases and
otherlast-minutehousehol dlabor needs. These
services provide instant phone or electronic
access to a human task-management agent
who can search for, purchase, and deliver just
about anything a client might need—just in
time, andfor afee. They dosoonanas-needed
basis, gathering only as much information
about the client as needed for the task.

A manwho oncemight havehired achauf-
feur tomaintain hiscar and drivehimaround,
for example, can now call the concierge
when his car needs servicing, and the con-
cierge will arrange to have it picked up and
serviced. If heneedsaridetothe operainthe
meantime, the conciergeservicewill arrange
for alimousineaswell. Conciergeswill also
find clients the best available seats for the
baseball playoffs in their price range, help
themresearchanew refrigerator, find ababy-
sitter for their evening out, or find the perfect
gift for their spouse’s birthday. Businesses
haverecently begun to provide such services
both to their customers (most notably in the
real estate industry, where large agent firms
have begun to provide concierges who will
help with all moving and new-home tasks)
and to their empl oyees (agrowing number of
large companies and New Economy start-
ups across many industries).
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The broad range of tasks concierges take
on does span multiple roles and domainsin a
consumer’s life, but generally stops well
short of fully understanding and managing an
entire domain or role. As aresult, task-man-
agement agents, evenintheform of concierge
services, arereaching thelimits of their effec-
tiveness. The value added for consumers by
purchase-specific information-filtering ser-
vices and concierges is hitting a ceiling be-
cause most people are only willing to engage
inasmall number of such relationshipshbefore
therelationshi psthemsel vesbecometoo much
to handle.

Lire MANAGEMENT:
THE NEexT AGENT FRONTIER

As we note in “ Customer Relationships:
The Evolution of the Value Exchange,”
relationships between companies and their
customers have evolved from simple barter
and monetary exchange to increasingly tar-
geted forms of information exchange. If there
are only so many task-managing agents a
single household can deal with, one possible
next step in the evolution of the value ex-
change for companies—especially agents—
may bewhat amountsto “identity exchange.”

Even with a sophisticated concierge ser-
vice, consumers still haveto keep track of the
myriad of goals that need to be accomplished
in multiple roles and domains. Consumers
must also switch between multiple roles and
domainsduring the day asthey attend to these
different goals—even if it's just to call the
concierge. A simple concierge service allows
consumers to outsource tasks, but not entire
domains or roles.

Consumers need agents that allow them to
belessinvolvedinthe day-to-day management
of their own activities, whilestill maintaining a
sense of continuity and implementing their
own values. This is where life-management
agents are stepping into the breach, offering to
manage entire roles and domains of household
activitiesin exchangefor adeeper understand-
ing of acustomer’sidentity.

Who Will Be in the Market for
Life-Management Agents?

Thelatest wave of task-management agents—
concierge services—has been primarily paid
for by employers trying to retain employees
and increase their productivity in atight job
market. It remainsto beseen how many house-
holdswill want to pay for such servicesthem-
selves. While concierge services save time
and are valuable for just-in-time household
needs and individual decisions, they don't
addressthereal stresses of the new household
management: role and domain juggling.

Agent servicesthat could relievethe strain
of role juggling or domain juggling, or both,
would be valuable to many households. The
key will bepositioningtheselife-management
services correctly, and carefully negotiating
the line between helping out and violating
privacy and security.

The early adopters of the services of life-
management agents (whether purchased di-
rectly or received as a benefit through an
employer or public service agency) arelikely
to come from three groups of people:

« Those who primarily need role manage-

ment. This group includes young echo
boomers without children who are trying to
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juggle many new roles, like employee,
spouse/partner, homeowner, child, or friend.

» Thosewho primarily need domain manage-
ment. Thisgroupincludesolder baby boomers
and seniorswho live aloneand may need help
managing their health, their daily routines,
their finances, their transportation, their en-
tertainment, their education, and their retire-
ment, for themselves and their families.

» Those who need both. Thisgroup includes
working parents with children at home who
experience both role and domain juggling
andall themental clutter and stressthat come
with them.

MAPPING THE TERRITORY

K nowing the market for life-management
agents will not be enough, however.
Understanding the current and future agent
territory isalsoimportant. Wethink thisterri-
tory can be mapped along two dimensions:

« Life understanding. The degree of under-
standing (by means of the exchange of mean-
ingful information) the agent comes to have
about one or more of a client’s roles and
domains. This axis ranges from low under-
standing (agents with limited information,
who understand only a few tasks of asingle
roleor inasingledomain) to deep understand-
ing (agents with detailed information, who
understand nearly everything about one or
more of their clients' roles and domains).

 Service scope. The degree of the particular
rolesor lifedomainsthe agent hel pstheclient
manage. Theaxisrangesfrom anarrow scope
(agents who help their clients with only a

small piece) to abroad scope (agentswho help
their clientswith nearly every aspect of oneor
more of their roles or domains).

Agents are then placed along these dimen-
sions based on the degree to which they
show these characteristics (see Figure 62 on

page 102).

Types of Life-Management Agents

In the upper right hand quadrant of Figure 62
are the most sophisticated agents—the life-
management agents. There are three types of
life-management agents: rol e-focused agents,
domain-focused agents, and cross-role/cross-
domain agents.

Role-Focused Agents

Several of the recent entrants into the life-
management territory arerol e-focused agents.
Babycenter.com, for instance, manages its
clients' parenting role (in arudimentary way)
electronically by e-mailingthemweekly news-
letters tailored to the age of the child.

The newdletters describe how the child
should be progressing, what to expect, and
what the parents should be doing for the child
at that age, and offer linksto its Web site and
other management tools, aswell asto specific
products in their online store.

In the next three to five years, agents are
likely to emerge that manage most aspects of
being a parent with even less legwork for
parents—creating calendars and checklists,
finding nanniesand nursery schools, ordering
diapersand baby food, keeping track of soccer
practices, and soon. Other rol e-focused agents
are likely to include caretaking agents that
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hel p the sandwich generation juggle the care-
taker role with the parent role, household
employer agents that help manage the hiring
and supervision of independent household
serviceproviders, and homeowner agentsthat
help manageall theresponsibilities, risks, and
opportunities that come with owning a home
and being aresident of acity or town.

Domain-Focused Agents

Other recent entrants are domain-focused
agents. WebMD, for exampl e, hel psconsum-
ers manage their entire domain of health ac-
tivities. (It also offers services for physi-
cians.) Asthe Web site explains, “You have
easy accesstothelatest healthnewsand avast
library of medical articles. You can ask ex-

Figure 62
The Agent Territory: Evolutionary Stages

A

Life Management
(Role/domain)

Multiple-task
Management

Life Understanding * General practice doctors

* Oxygen.com, Women.com

* Quicken, Fidelity,
Wells Fargo,
WebMD,
Babycenter.com

» Webvan

* mySimon
Single-task
Management
« Concierge services

« Coldwell Banker
* Expedia
« Nordstrom

« Costco, Wal-Mart « Yahoo!, Excite

* Brands (Levi's, Aetna, etc.)

Service Scope

Source: Institute for the Future
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perts the questions you want answered. Chat
with other peopleany time of theday or night.
Measure your fitness. Find a doctor. Store
your headlth records in a safe, private place.
Welcome to WebMD, aworld of help in one
place.” Eventually, such el ectronicagentsmay
“visit the doctor” for the client—sending her
genetic profile and medical history, along
with the results from her home-health blood-
test device.

Brokerages like Fidelity and banks like
WEells Fargo are also entering the territory of
life-management agents, as their offerings
converge and they attempt to help consumers
manage their entire financial domains.
New entrants like Quicken’s Web site (spon-
sored in part by Fidelity and Morgan Stanley
Dean Witter) are attempting the same thing,
though Quicken is also able to build off its
personal finance management software.
Quicken's site offers customizabl e tools and
services to help consumers manage their in-
vesting, mortgages, insurance, taxes, bank-
ing, and retirement funds, among other things.
Fidelity’s services include an online broker-
age, mutual funds, aretirement investing cen-
ter, online financial planning tools, college
planning, annuities, an insurance center, a
charitablegift fund, apersonal trust, and port-
folio advisory services. Wells Fargo offers
similar types of agent services across the
finance domain.

Cross-Role/Cross-Domain Agents

A few cross-role/cross-domain agents have
also emerged recently, most notably
Oxygen.com and Women.com. These portal
sites are moving beyond the usual portal for-
mat by offering services and tools that help
women manage the multiple roles and do-
mains of their lives. Asthe Women.com site

says, “Women.com offers expert advice, in-
depth information, and unique services and
tools to assist women in every area of their
lives, from health to home, parenting to ca-
reer.” Oxygen.com and its subsites and
Women.com serve primarily in an electronic
format, by providing electronic information
access combined with interactive life-man-
agement tools. Access to live agents through
suchsitesislikely togrow—for theweal thiest
women, and for others if sources of funding
canbefound (likeemployersand advertisers).

THE TRuUST BARRIER

houghlife-management agentssoundlike
adream come true for many busy house-
holds, there are several barriersto their wide-
spread adoption. Themostimportant islack of
trust. Life-management agents require an un-
usualy high level of trust from their clients.
To servewell, alife-management agent must
understand the details of an entire role or
domain of activities. If theclient doesn’t trust
theagent, thearrangement will quickly wither.
Respect for privacy and strong security are
paramount in earning this trust.
Theissuesaround trust vary depending on
what type of life-management agent a com-
pany wants to become. For domain-focused
agents, somedomains, likefood/diet, areeven
more sensitive than othersfor consumers, and
they require higher levels of trust. In other
domains, though, consumers already have
more experiencetrusting their personal infor-
mationand activitiestoorganizations. Interms
of their health, for example, consumers rou-
tinely sharevery personal and sensitiveinfor-
mation with providers in order to receive
quality care. In finance, people trust banks,
brokers, and accountantsto handletheir money
and account information. In contrast, a new
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food/diet management agent would have to
build trust from the ground up, since most
people have little experience trusting players
in that domain with personal information.

Would people therefore trust their doctor
to pick out their groceries or to manage their
diet more than a new player? Our research
indicates that peopl€ strust in acompany or
provider is domain-specific—consumers
don't trust companies much outside of their
established practices. But it is possible to
leveragethat trust acrossdomains. Partnering
or affiliation strategies have the potential to
accomplishthisvery effectively. Doctors, for
example, could usetheir trusted statustorefer
peopl e to particular types of food agents that
meet specific needs—essentialy “prescrib-
ing” some foods for their health benefits.

WEe ve seen theimportance of earning trust
in our work on direct-to-consumer sales. Con-
sumers in our focus groups have stated that
they would have little interest in using auto-
matic replenishment services (like regularly
scheduled grocery delivery) until the service
had earned their trust beyond doubt. Auto-
matic replenishment services require a very
highlevel of trustinthedelivery personandthe
company, since such intimate knowledge of
thehousehol d schedulecould enableadelivery
person to burglarize ahouse or sell that infor-
mationtoathirdparty. Likeinformationonthe
comingsandgoingsof ahousehol d, full knowl-
edge of domain and role activities constitutes
very personal information—therisksare high
if on€’ strust is misplaced.

Establishing Trust

Thus, just as automatic replenishment ser-
vices must hire only the best and most trust-
worthy delivery people, companieshopingto
become life-management agents must hire
good people and spend timeand money train-
ing them to be smart, reliable, customer-
centered, and trustworthy. The very essence
of life-management agents—their ability to
act intelligently on the consumer’s behalf in
dealing with one or more entire roles or life
domains—requires significant knowledge of
the household' s activities. Whether they in-
teract electronically or in person, life-man-
agement agents, like butlers of old, need to
know their clients deeply to be successfully
unobtrusive helpers.

In the coming decade, new electronic se-
curity technology will likely become main-
stream to help overcome the trust barrier
online. But there' sancther problem for those
hoping to become life-management agents.
To establish genuine trust and ensure that
thereisno conflict of interest, the services of
life-management agentswill havetobe"free”
(asinad-revenueonline community models),
paid directly by the consumer, or paid by
employers (as is done now for many con-
cierge services). If their fees are paid by the
companies they do business with on the
consumer’s behalf, in contrast, the potential
conflict of interest will make consumersless
likely totrust themtothelevel neededtomake
the service effective.
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Another way to establishtrustisby lever-
aging brand names. Brandsarepowerful and
easy-to-understandtoolsfor leveragingtrust,
but they’ re not always a sure thing. Compa-
nies with existing powerful product or ser-
vice brands need to think carefully before
attempting to leverage brand loyalty further
to become alife-management agent. It may
not ultimately beintheir best interests, since
becoming an agent by definition means tak-
ing the consumer’s position and brokering
multiplebrands, not just thecompany’ sown.
This risks the dilution of the company’s
existing brands. Moreover, such brand-
intensive companies may not have the expe-
rience to become life-management agents.
Partnering with other companies or brands
with more agenting experience may be
the best strategy for companies with estab-
lished brands trying to break into the life-
management market.

“Bors”’:s CHEAPER
LiFe-MANAGEMENT AGENTS?

question that frequently arises in dis-

cussions of modern agents is whether
automated search technology will provide an
inexpensiveagent for peoplewho can't afford
personal human agents. “Bots’—automatic
shopping programs that act as task-manage-
ment agents, searching the Web for dealsthat
match a consumer’ s specifications—are still
fairly primitive, but are improving. Might
they eventually evolveinto independent life-
management agents?

The answer ismaybe, but they have afew
hurdles to jump before they do. First, al-
though bots can search and compare large
amounts of data, for them to be effective at
helping manage an entire role or domain of

activities, consumers must trust them with
very personal information about their needs
and preferences. Consumers must also trust
themto maketransactionsor procureitemson
their behalf. Until recently, however, trust in

Parinering with other companies or brands with more
agenting experience may be the best strategy for

companies with established brands trying to break

into the life-management market.

Internet security has been fairly low—so far,
many consumers have been unwillingto give
out the amount of information necessary to
make bots work as life-management agents.
There sone other, very important, difficulty.
One thing that separates life-management
agents from task-management agentsistheir
ability to work the socia side of things; it is
likely tobealongtimebeforebotscantakeon
a socia role, such as that of a parent or an
employer, on aclient’s behalf.

Though bots aren’t likely to become free-
standing life-management agents until they
can negotiate the social aspects of the job,
they are aready helpful tools for human
agents and human-assisted agent portals to
usebehind the scenes. Broad househol d shop-
ping agentslikemySimon.comuseintelligent
electronicagents*trained by [their] ownteam
of shopping experts,” asthe service states on
its Web page, to gather information from any
online store and compare it to information
from other stores based on criteriatheir users
specify. They thenissue e-mail “price aerts’
to notify userswhen aproduct becomesavail-
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able at their desired price. Life-manage-
ment agents will need to track even more
complex data and match it with their clients
needsin aholistic way.

Automated programs can also be very
effectivetool sfor hel ping usersmanage some
roles and domains of activities on their own.
This function may appeal to baby boomers
who want to be in control of their lives and
who may be more willing to relinquish some
of that control to an electronic bot than to a
human. Bots will also be appealing and
familiar for the younger generations of con-
sumers who have grown up with computers.
Theseyounger folks—raisedinthemorefluid
and uncertain world of the New Economy—
will be more willing to give up some choice
and control in return for the services of
life-management agents, whether electronic
or human.

FORECAST

hat is the growth potential for life-

management agents in the coming
decade? Asthe“voluntary simplicity” move-
ment of the late 1990s demonstrated, not
everyonewill fed that agentsare the solution
to overly busy lives. But by 2010, we expect
asignificant market will exist for such offer-
ings (see Table 12). We base our initial esti-
mates of the potential need for each type of
agent on three different demographic groups:

e Those who primarily need role manage-
ment. We assume that for most of this group,
the head of household will fall between the
agesof 20and 34 and bebothinthelabor force
and married (juggling many new roles), but
have no children under 18 living at home. In
2000, there were approximately 2.9 million
men and 2.5 million women who werein the

Table 12

Estimated Market for Life-Management (LM) Agent Offerings in 2010

(Millions of people in the United States)

Potentially
Using LM Agents

Role-focused 55
agents

Domain-focused 12.9
agents

Cross-role/ 49.8
cross-domain

agents

Total 67.6

Source: Institute for the Future; U.S. Census Bureau.

Opento Actually
Using LM Agents Needing LM Agents

2.2 0.3
5.2 1.0
19.9 3.4
27.3 4.7
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labor force and married but childless, be-
tweentheagesof 20 and 34—for atotal of 5.4
million people. If labor force participation
ratesremain about the samein 2010, thiswill
rise to about 5.5 million people.

» Those who primarily need domain man-
agement. We assume that for most of this
group, the head of household will be 45 years
old or older, not in the labor force, and living
alone (juggling issues in many life domains
such as health, transportation, and finance).
In 2000, therewereabout 2.4 millionmenand
8.6 million women older than 45 who were
living alone and not in the labor force, for a
total of about 11 million people. If Iabor force
non-partici pationratesremain about thesame
in 2010, this figure will rise to about 12.9
million people.

» Those who need both. We assume that for
most of thisgroup, the head of household will
fall between the ages of 20 and 54, bein the
labor force, and have children living at home
(juggling multiple roles and life domain is-
sues, as children add health, transportation,
and educationissues, anong others). 1N 1998,
there were about 24.9 million fathers with
childrenunder age 18 at homewhowereinthe
labor force in this age group, and about 23.3
million mothers, for a total of about 48.2
million people. If labor force participation
rates remain about the same in 2010, this
number will grow to about 49.8 million.

Within each of these broad groups, we
then estimate the percentage that would be
likely to be open to using alife-management
agent, and the smaller percentage that would
actually decide to use such an agent. We
believe that by 2010, the awareness, accep-

tance, and trust of all such agents will rise,
climbing from perhaps 10% of the population
in 2000 to closer to 40% of the population.
Our previous research on the gap between
consumer attitudes and behaviors, particu-
larly with sophisticated consumers, suggests
that perhaps 20% of those who are open to a
service actually use it. This rate will vary
somewhat by type of agent, however. Most
two-parent familieswill want only one set of
cross-role/cross-domain agents, sowedivide
that group by two before applying the 20%.
Likewisefor some, but not al, childless mar-
ried couples with role-focused agents (we
divide that group by 1.5). The group for do-
main-focused agents remains the same, how-
ever, since members of that group live aone.

STRATEGIC IMPLICATIONS

S uccessful life-management agents will
take a variety of forms. Their funding
structures will vary; some will be free (paid
by advertising), some paid by the consumer,
and others paid by the employer. Their strat-
egies will be different; some will be new
players partnering with existing brandsand a
few will be highly trusted exi sting companies
offering anew agent service. But despite the
variations, to succeed as life-management
agents, they will need to:

e Learn what the job entails. Being a life-
management agent isnot acommodity propo-
sition; rather, itisahighly value-added posi-
tion, requiring high-maintenance, hands-on
services, patience, and the ability to learn
what the client wants acrossthe board and act
onit. Beingalife-management agentisnot for
everybody or every company. Companiesthat
have some previous experience and success
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in high-end services (or partner with those
who do) are likely to be most successful.

* Create high-quality serviceinfrastructures.
Thenameof thegameispeople, people, people.
Hirewd |-educated workersand pay themwell.
They alsohavetobewell-trainedintechnol ogy
and smart on their feet if they are to serve the
clients seamlesdsly. Set up call centers and in-
vest in database access to give human agents
24/7 support and clients 24/7 coverage.

» Leverage electronic “intelligent agent”
sear chingtoolsand other technologies. Given
that being alife-management agent isavery
hands-on position, companies should usethe
latest in el ectronic agent technol ogiesto help
them out where they can. Understanding the
detailsof householdlifethrough ethnographic
research methods, such as in-depth inter-
viewsandfocusgroups, should alsobeahigh
priority, tobeabletoanticipateclients needs
more effectively.

 Partner with trustworthy players. Unlessa
company isbuildingalife-management agency
from scratch, it’slikely that it won't have the
internal expertise to be a life-management
agent. And even if the company is building
from scratch, it's likely that it won't have a
namethat consumerswill recognizeand trust.
One way to earn that trust (in addition to
working hard at thejob and doingit well) isto
partner with other companies that already
have a degree of trust in the marketplace.
Manufacturers and retailers should partner
with established service providers. New
service players should partner with estab-
lished manufacturers and retailers or other
service providers.

* Looktonew consumersand young consurm-
ers for clients. The life-management agent
concept is so new, especially its combination
of hands-on human service and leading-edge
technology, that many traditional consumers
may shy away. Two groups of consumers are
likely candidates to use such a service, how-
ever. Thewell-educated, tech-savvy, relatively
affluent new consumersarelikely to beinter-
ested because their lives are busy and they
have the means, knowledge, and self-assur-
ance to take control by giving up control in
this way. Younger consumers—those who
grew up in the information age—are aso
likely to find such a service useful, because
the concept of negotiating their liveswith the
help of humans and technology will be a
familiar one.

 Providestringent security and privacy mea-
sures. For life-management agents to be suc-
cessful, they need to know many personal
details of the lives of their clients. But their
clientswon'’ t trust them with that information
unlessthey demonstrate absol ute trustworthi-
ness. Such companies should have arigorous
and thorough employee screening and train-
ing process. They should never even think
about selling client information to third par-
ties, even in the case of bankruptcy. And the
el ectroniccomponentsof their servicesshould
have state-of-the-art security so that theinfor-
mation cannot be accessed by anyone except
the client and the agent.

» Develop expertise in understanding and
managing entire roles and life domains. If a
company’ sgoingtobeaclient’ slife-manage-
ment agent for, say, the education domain,
then that company had better know education
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from A to Z; likewise for roles like parent or
caretaker for the elderly. The more the
agent knows, and the better it isableto ditill
that information and use it seamlessly to act
on the client's behalf, the more likely the
service isto succeed.

The emergence and growth of life-man-
agement agents has implications for non-
agent companies as well. Because life-man-
agement agents are likely to partner with
product and services companies to obtain
discountsand other benefitsfor their clients,
manufacturersand retailers should be on the
lookout for successful life-management
agentswithwhichto partner. Therewill also
be increased opportunities for companies
that specializein collecting and understand-
ing in-depth domain and role information,
and for companies that specialize in deep

understandings of the nature of the role jug-
gling and domain juggling that increasingly
typify thelivesof today’ sconsumers. Infact,
in the near term, there will likely be more
opportunitieswith lessrisk for these second-
ary supplier/support companies than for the
life-management agents themselves.
Ultimately, all companieswould dowell to
take on some of the characteristics and con-
sumer-centered attitudes and practicesof life-
management agents. If they can work to un-
derstand their clients’ livesin depth, they will
enjoy greater opportunities for developing a
deeper level of exchangewith individua con-
sumers, moving from information exchange
to identity exchange, and thus retain their
most valuablecustomers—andtheir revenue—
well into the future.
—FElaina Kyrouz
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Out of the Shadows:
Traditional Consumers Gain the Light

For the past five years, IFTF has been tracking new consum-
ers—the relatively well-educated, affluent, and tech-savvy seg-
ment of consumers at the leading edge of the information and
distribution revolutions in the marketplace. This group has given
us clues about how consumers have come to sift, sort, and
analyze the oceans of information now available through a
multitude of new and traditional media, including the Internet,
cable television, broadcast TV, radio, direct mail, and newspa-
pers and magazines. New consumers are also making and
receiving more of their actual purchases through the new
channels. Indeed, their activities and numbers—new consum-
ers grew from less than 25% of all North American households
in the 1980s to more than 45% in the mid-1990s and are
projected to reach 54% by 2010—have transformed the

marketplace forever.
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But what about the other half—the nearly
50% of the population that we can till de-
scribe as“traditional consumers’? Thesetra-
ditional consumers are less sophisticated in
their information-searching strategies than
their new consumer counterparts. They are
less likely to use the new channels both to
search for information and to make their final
purchases. For these reasons, they often
strugglewiththeglut of information available
in the New Economy, and they can be easily
overlooked by companies streaking into the
future without looking back. Though tradi-
tional consumers aren’t the most affluent or
sophisticated shoppers, for the next ten years
and beyond, they will continue to hold a
significant share of the marketplace. Compa-
niesignore them at their peril.

DerINING TRADITIONAL CONSUMERS

y definition, traditional consumers are

everyone who is not a new consumer;
that is, they havelower level sof education (no
college), lower levels of household income
(less than $50,000), and little or no access to
computers. What these traits add up to is
perhaps the most defining characteristic of
all—traditional consumers struggle to pro-
cessthemyriad information availableto them
by the multitude of channels fueling today’s
New Economy. These traditional, struggling
consumersarenot necessarily thosereceiving
the most information. They are smply the
ones|east able to handletheinformation they
do receive.

Like many people put into a position they
don’t know how to negotiate fully, traditional
consumers have devel oped their own mecha-
nismsfor coping. Indeed, wearebeginning to

findthat traditional consumershavestrategies
for dealing with information that are very
different from those of new consumers.
Whereasnew consumersmight find new tools
to help them manage their information over-
load, for exampl e, traditional consumersmay
simply stop engaging in information-search-
ing activitieswhen they reach their limitsand
become overwhelmed. Indeed, traditional
consumers often struggle with the informa-
tion overload and fall back to more comfort-
ablebehaviors, or evento somekind of avoid-
ance activity. The bottom line is, traditional
consumersdothebest they canwithwhat they
have in order to get through the information
clutter, but they are generally not aware of
new strategiesthat might help them, and they
are reluctant to move into the new channels.

Who Are Traditional Consumers?

Whereas new consumersareafairly homoge-
neous group, with similar characteristics and
behaviors, traditional consumersare amix of
subgroups with different characteristics and
behaviors. In general, traditional consumers
include moreracia and ethnic minoritiesand
seniors than do new consumers. It isinstruc-
tiveto explore the characteristics of the more
significant subgroups.

More Minorities Are
Traditional Consumers

A larger proportion of several minorities are
more likely to be traditional consumers than
whites are. Whereas 60% of white consumers
aretraditional consumers, for example, 71% of
blacks and 70% of Hispanics are traditional
consumers(seeFigure63). Thisisasignificant
development, since the proportion of the U.S.
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populationthat isnonwhiteisexpected togrow
in the next decade. Indeed, by 2010, amost
33% of the U.S. population will be nonwhite,
up from 17% in 1980. This growing group of
minority consumers—who make up a good
portionof thetraditional consumers—suggests
that traditional consumerswill continueto play
an important role in tomorrow’ s marketplace.

More Seniors Are
Traditional Consumers

More seniors are traditional consumers than
new consumers, perhaps because the older
generation hashad lessopportunity for higher
educationand, sincemany lived agood part of
their lives before the computer revolution,
they aso have had less exposure to informa-
tion technologies. These two factors mean
that seniors' lifetime incomes have not been
as high as the generations following them.
Add these factors up and it appears that the
older age cohorts tend to be less information
savvy and have lower incomes, and thus fall
into our definition of traditional consumers.
Indeed, in 1998 almost two-thirds of the co-
hort of 55- to 64-year-olds were traditional
consumers, for example, and almost 85% of
those 65 and older were (see Figure 64).

These generations of older people will not
abandon the consumer marketplace any time
soon. Indeed, by 2010, people65and older are
likely to compose 13% of theU.S. popul ation,
a piece of the market that businesses can’t
ignore. It won’t be until 2010 that the first of
the baby boomers will reach senior status,
making this age cohort more affluent and
information savvy. For the next ten years, at
least, seniors will not change their informa-
tion-searching behaviors.

Figure 63
Traditional Consumers Are Racially and Ethnically Diverse
(Percent of racial/ethnic group that are traditional consumers)

Percent
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White Hispanic Black

Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.

Figure 64
Traditional Consumers Are Older
(Percent of age group that are a specific consumer segment group)

Percent
100

B Traditional consumer
80 [ ] New consumer

60

40

20

55-64 65+

Source: Institute for the Future/Princeton Survey Research Associates,
U.S. Brands Survey, 1998.
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How TrADITIONAL CONSUMERS
HANDLE INFORMATION OVERFLOW

hen traditional consumers are con-

fronted with information overload,
they develop their own strategies for cutting
through the clutter to get to the resourcesthey
find helpful. What do they rely on most?

In the last severa years, IFTF has con-
ducted a number of surveys of consumer be-
havior, both at the state and national levels.
One of the most informative has been the
“California State Library Survey on Califor-
nians Information Needs.” Theissue of cop-
ing with theincreasing load of informationis
particularly acute in California, where the
proximity to computing giants and dot-coms
has made the information technology revolu-
tion a common topic of discussion at the
dinner table.

Thehighlightsof thesesurveysshedlighton
the information strategies of traditiona con-
sumers. Since agood portion of Hispanic and
older consumersaretraditiona consumers, we

use respondents from these groupsin this sur-
vey as proxies for traditional consumers, and
respondents with higher incomes ($50,000 to
$75,000) as proxies for new consumers.

Traditional Consumers Are Less
Information Hungry

Onthewhole, traditional consumers seemto
be less hungry for information than new
consumers. They tend to read less, for ex-
ample. About 75% of Hispanics who re-
sponded to the 1995 survey read anewspaper
at least once a week or more, compared to
more than 90% of respondents with higher
incomes (see Table 13). Similarly, only one-
third of Hispanics used the Yellow Pages
weekly, compared to 43% of the higher-
income samplein the survey. And only 51%
of Hispanics subscribed to cable TV, com-
pared to 71% of white consumers. This may
mean that Hispanics have less discretionary
incometo purchaseinformation sources, such
as reading materials and cable television.

Table 13

Traditional Consumers Don’t Read or Access Information as Often

(Percent who ... during the past week)

Read a newspaper

Read a magazine

Had a cable TV subscription
Read a book

Looked up something in the Yellow Pages

Traditional New
Consumers Consumers
77 91
61 72
51 71
45 50
33 43

Note: In this table, Hispanic survey respondents are proxies for traditional consumers; survey respondents who earned

between $50,000 and $75,000 are proxies for new consumers.

Source: Institute for the Future, California State Library Survey on Californians’ Information Needs, 1995.
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Traditional Consumers Engage in
Fewer Information Activities

Sincetraditional consumers' low reading lev-
els might be related to their household’ s lack
of discretionary income, we explored other
routine information activities that don’t
depend as much on discretionary funds. In
particular, we asked consumers whether dur-
ing the past year they needed to speak to
someoneor |ook for information about anum-
ber of typical household activities.
Hispanics' most common information-
searching activities involved learning a new
skill, researching a medical or health issue,
purchasing a large item for the home, and
planning a vacation (see Table 14). But in
comparisonto consumerswithhigherincomes,
fewer Hispanics searched for these types of
information. A total of 46% of higher-income
househol dssought medical information, com-
pared to 34% of Hispanics, for example. And

21% of higher-income householdslooked for
informati on on managing ahousehol d budget,
compared to only 12% of Hispanics. What
this may mean is that Hispanics either may
have felt they needed less information about
these activities, or they didn't realize there
was information on these topics, or didn't
know how to accessit.

Other traditiona consumersdon’t seem to
recognize latent information needs, either.
Consumers older than 65 participated in
considerably fewer information-seeking ac-
tivities, for example, than those with higher
incomes. Their top information-searching ac-
tivity was planning a vacation, but only 25%
of them conducted this activity, compared to
48% of consumerswith higher incomes. Even
searching for information about medical or
health issues, which might be of greater con-
cernfor that age group, rated low. Only 8% of
consumersolder than 65 sought out resources

Table 14

New Consumers Still Lead in Information Searching
(Percent of consumers who needed to speak to someone or look for information about ...)

Learning or updating a skill for your job or your
own personal growth

Purchasing something big for your household

Medical or health education issue

Planning a family vacation or recreational activity

Parenting concerns

Managing your household’s budget or
personal finances

Traditional Consumers

Hispanics 65+
35 10
34 22
34 8
27 25
19 2
12 12

Source: Institute for the Future, California State Library Survey on Californians’ Information Needs, 1995.

New Consumers
Income $50K-$75K

40

50
46
48
16
21
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to find more information on a medical or
health issue, compared to 46% of consumers
with higher incomes.

Not only were Hispanicsand older consum-
ers(our proxiesfor traditional consumers) less
likely to perform as many information activi-
ties in a given year as new consumers, they
werea somorelikely to havedifficulty finding
all theinformation they wanted concerning the
activities they did choose to ask about. For
example, in the case of searching for informa-
tion to update askill or learn anew one, atotal
of 35% of Hispanicsstated that they sought out
information in the past year, and more than

40% of that group said they didn’t receive
enough information (see Table 15).

Californians age 65 and older also had
some difficulty getting all the information
they needed. Older Californians had little
trouble finding information for their top ac-
tivitieslike vacation planning (see Table 16).
But for other, less commonplace activities,
like researching medical issues or updating
skills, they had aharder time finding theright
resources. For these less common tasks, a
higher percentage of seniorsreported needing
more information.

Table 15

Traditional Consumers Don’'t Get Enough Information
(Percent of Hispanics who still needed more information for a specific information activity after
searching for information)

Rank

2 (tie)

2 (tie)

N o o1

Searched for information about ...

Percent Still Needing
More Information

Learning or updating a skill for your job or your own personal growth 42

Purchasing something big for your household, such as a car, TV, furniture, 35

appliance, or computer
Medical or health education issue
Helping a friend or family member through a crisis
Planning a family vacation or recreational activity
Parenting concerns

Managing your household’s budget or personal finances

44
45
22
52
50

Source: Institute for the Future, California State Library Survey on Californians’ Information Needs, 1995.
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Whereas a new consumer would have
a strategy for finding the missing informa-
tion—going online, say, or heading for the
library—traditional consumersdidn’t seemto
know where to begin. A total of 47% of
Hispanics in our survey, for example, stated
they had difficulty knowing where to go or
who to call to get information, compared to
35% for other consumers. In fact, many tradi-
tional consumers don’t recognize their latent
informati on needs; not only arethey not aware
of how to go about searching for certaintypes
of information, they often don't even know
that such information existsin thefirst place.

Traditional Consumers Rely on
Experts to Make Decisions

Because traditional consumers have trouble
finding information on their own, they often
turnto expertstogivetheminformationandto
make their decisions. While new consumers
often do alot of research in preparation for
their face-to-face encounterswith experts, for
example, traditional consumers prefer to talk
to apersonfirst in order to get their informa-
tion. We asked Californians whether they
preferredtotalk to aperson or read in order to
get the information they needed. A total of
72% of Hispanicspreferredtalkingtoaperson

Table 16

Older Consumers Have Information Gaps for Less Common Information Activities

(Percent of consumers age 65 or older who still needed more information for a specific information activity after

searching for information)

Percent Still Needing
More Information

Rank Searched for information about ...
1 Planning a family vacation or recreational activity
2 Purchasing something big for your household, such as a car, TV, furniture,

appliance, or computer

Medical or health education issue

~N o o b~ W

Parenting concerns

Helping a friend or family member through a crisis
Managing your household’s budget or personal finances

Learning or updating a skill for your job or your own personal growth

Source: Institute for the Future, California State Library Survey on Californians’ Information Needs, 1995.
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to reading, compared to 67% of respondents
with higher incomes (see Table 17). Respon-
dents 65 or older also favored talking to a
person; 57% of older Californianspreferredto
talk to a person than to read information.

The differences between these groups are
more significant for medical and health is-
sues, for which most consumers have to seek
out expertise to answer their questions. The
traditional consumers' strategy is to rely on
the medical experts to make decisions for
them. For example, 10% of the total popula-
tion are most likely to look to their doctor to
decide what treatment is best without getting
involved in the decision, compared to almost
30% of people older than 65 (see Table 18).
Higher-income consumers are equally likely
to want to read up on treatment options or to
work with the physician to determine the best
treatment or make the decision themselves.
Meanwhile, 58% of Hispanics want to read
information about their treatment options and
havethe doctor makethefinal decision. Thus,
traditional consumers information coping
strategy is either to avoid participating at all,
or to take aminor role and look to the experts
to make the decision.

IMPLICATIONS FOR BUSINESSES

T raditional consumers make up about half
of theU.S. population, and aneven greater
proportion in other countries. As a market
share, they are simply too big to overlook, so
businesses must develop strategies to under-
stand and to communicate with traditional
CoNnsumers.

Understanding Traditional Consumers

When it comes to analyzing traditional con-
sumers, businesses should realize that they
are a complex group. In order to understand
traditional consumers, businesses should:

» Knowthat diversityreigns. Traditional con-
sumersaremorelikely than new consumersto
encompass a range of demographic groups,
including Hispanicsand seniors—groupsthat
are growing as a percentage of the population
asawhole.

» Accept that anyone can be a traditional
consumer. Inavariety of situations, even the
most sophisticated information user may act
like atraditional consumer. Knowing how to
reachtraditional consumersensuresthat com-

Table 17

Traditional Consumers Prefer Talking to a Person to Reading
(Percent of consumer segment that agrees with the statement)

I usually prefer talking to someone rather
than reading to get the information | need.

Traditional Consumers
Hispanics 65+

New Consumers
Income $50K-$75K

72 57 63

Source: Institute for the Future, California State Library Survey on Californians’ Information Needs, 1995.
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panies have the capability to reach al of the
consumers all of the time.

* Realize they make up a significant part of
the market. While the traditional consumers
are adiverse collection of groups, any given
subgroup represents a significant part of the
market. Successful companiesmust findways
to communicate with all of them.

Communicating with
Traditional Consumers

Just which strategies should businesses em-
ploy to communicate with all of the different
traditional consumer subgroups? Companies
would do well to:

» Engage in more person-to-person interac-
tion. Traditional consumers prefer talking to
peoplerather than reading information. Thisis

a great opportunity for most businesses—to
convey amessage in person and have the con-
sumers make the decision to buy immediately.

* Position salespeople and other stakehold-
ersasexperts. Becausetraditional consumers
prefer to talk to someone when they need
information, they will rely on salespeople as
expertsto help them determinewhat informa-
tion is critical to know and what product is
best for them. Salespeople should be armed
with loads of product information and be able
to communicate thisinformation in avariety
of waysto avariety of customers.

« Explore how to link word of mouth and
expert testimony. Family andfriendsarevery
important sources of information for all con-
sumers. This fact might be even truer for
traditional consumers, since they rely on

Table 18

Traditional Consumers Rely on Experts as Part of Their Information Coping Strategy
(Percent of segment that selected one of the three answers to the following question)

Question: Suppose you were seeing a medical specialist and needed treatment for a particular
medical condition. Which of the following would you most likely do?

A. Let the doctor decide what treatment is
best without involving you

B. Look for info to understand your
treatment options, but let the doctor
decide what is best

C. Look for info about treatment options so
you can decide for yourself what is best

Source: Institute for the Future, California State Library Survey on Californians’ Information Needs, 1995.

Traditional Consumers

Hispanics 65+ Income $50K-$75K
3 29 4
58 34 48
39 34 47

New Consumers
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people rather than written materials as pri-
mary information sources. If acompany can
combine the power of experts (i.e., sales-
people) with theword of mouth of family and
friends, it creates a dynamic one-two punch
for reaching traditional consumers. To do so,
companies can invite family and friends to
product seminars and focus groups; they can
go out into the communitiesto partake of the
cultural life of the people; and they can offer
family packagesfor their goodsand services.
Having salespeople armed with stories of
how other families made similar decisions,
how they used the product, and what worked
for them, will also be effective.

» Reach traditional consumersthrough their
media of choice. One way businesses can
make sure that traditional consumers receive
important information about their productsis
to reach them through their favorite media—
broadcast TV rather than the Internet or cable
TV and live people rather than written mate-
rials. A certain amount of educational out-
reach about theimportanceof getting theright
information, especiallyinmedical fiel ds, could
be helpful aswell.

» Leverage younger family members. In
IFTF sresearch onnew waysto shop, wehave
discovered that, for at least one subgroup of
our traditional consumers—seniors—young,
tech-savvy family membersare critical links.
In one household, the daughter set up her
mother’s computer account and created an
automatic delivery schedule with the local
pharmacy. This ensured that her mother had
her prescriptionsrefilled regularly. Reaching

out to the sandwich generation and other
younger family membersin similar wayscan
hel p businesses reach seniors and other tradi-
tional consumers.

» Maketraditional consumersinto new con-
sumers. There are any number of ways that
companies and communities can help bring
traditional consumers into the information
age. For people who lack education, compa-
nies can support or even offer continuing
education programs for the older folks, and
scholarships, internships, and after-school jobs
for the younger folks. Such educational op-
portunities will not only help those involved
to become moreinformation savvy, they also
will trandate directly into better jobs and
higher incomes. For people who lack access
to the Internet and other information tech-
nologies, companies can donate computers
and expertise to local libraries, schools, and
continuing education programs. Businesses
can even use their own computers to offer
education after hours.

 Use the same strategies for reaching con-
sumersof different cultures. Sincetraditional
consumersaremade up of anumber of minor-
ity groups, strategies used to target these
specific groups are likely to work for tradi-
tional consumers as well (see the “Diversity
in2010—TheMulticultural New Consumer”
article). One effective strategy might include
targeting the geographic areas in which the
groups live (e.g., Texas, New Y ork, Califor-
nia, and Florida for Hispanics; and Florida
and Arizona for seniors). Another might be
hiring fromabroad spectrum of groups, which
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wouldboth build goodwill amongthesegroups
and pass along information about products by
word of mouth. Y et another strategy might be
marketing to the life stages (the Hispanic
demographic group is generally younger and
family-oriented, and seniors, of course, have
very specific lifestyle needs and represent a
large and quickly growing market as people
live longer lives of lasting quality).

The bottom line is that, even as a good
portion of the marketplace rushes headlong
into the New Economy, an almost equal por-
tion—those who prefer traditional channels
and information activities—are being | eft be-
hind. Companieshavemuchtogain by paying
attention to these traditional consumers, and
lots to lose by ignoring them.

—Nancy Ozawa
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Retailing in Europe:
Beyond the Hypermarket

Europe’s retail environment has undergone a thorough transformation in
the past three decades. During that period, the “hypermarket” emerged
and changed the competitive landscape. Even bigger changes are
expected in the next decade, however, driven by the shifting preferences
of the new, more sophisticated consumer.

These changes will involve a period of rapid industry consolidation and
the emergence of innovative consumer-centric retailing formats. The current
environment and the changes that are likely to occur will set Europe on a
course different from that of the United States—the struggles of Wal-Mart
in the United Kingdom and Germany provide evidence that the European
retail market has its own dynamics. To examine this evolution, we focus on
the changes occurring in Germany, the largest and one of the most

challenging retail environments in Europe.
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Figure 65
Hypermarkets Dominate German Retailing
(Percent of total food and beverage sales, 1999)
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Figure 66
Stagnant Sales in Germany

(Percent annual growth of German retail food and beverage sales,

adjusted for inflation)
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Source: Federal Statistical Office of Germany

THe RetaiL ENVIRONMENT IN GERMANY

he suburban hypermarket isthe dominant

retail format in Germany today. How-
ever, the German retailing sector ischaracter-
ized by low margins, strict regulation, and
thrifty consumers—a combination that sets
the stage for significant restructuring.

The Emergence of the Hypermarket

Thehypermarket first emergedin Francethree
decades ago and has since spread throughout
Europe. Similartoan Americandiscount store
but with a much larger food selection, the
hypermarket took the concept of the super-
market and enlarged both itsfootprint and its
range of products. Hypermarkets are almost
alwayslocated outsidecity centersandtendto
carry a variety of product lines, including
groceries. These stores have marketed
themselves as having the advantages of better
prices and the convenience of one-stop
shopping. In this way, they have been very
successful inattracting shoppersfromgrocery
stores and supermarkets. In Germany today,
hypermarkets account for 42% of retail food
sales (see Figure 65).

A Difficult Place for Retailers

Germany isthelargest marketin Europe, with
apopulation of 83 million people. Despitethe
alure of itssheer size, critical factors such as
stagnant consumer demand, overcapacity, and
intense competition make retailing in Ger-
many a challenge for domestic and foreign
firmsalike.

e Sagnant demand. There has been no real
growth in retail food sales for the past six
years. Revenuesfromretail salesin Germany
have grown at arate close to that of inflation
every year since 1994 (see Figure 66).
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 Overcapacity. Whiledemand hasstagnated,
the number and size of retailers have grown.
Thereareamost twiceasmany squaremeters
of retail space per capita in Germany as in
Britainor France. Theretail constructionboom
in eastern Germany in the years following
reunification exacerbated what had already
been a serious problem in the west.

 Global competition. Increasingly, retailers
outside of Germany areentering themarket,
bringing new ideasand new capital resources.
European integration and the broader trend
of globalization have contributed to an in-
tensely competitive environment. Theentry
of Wal-Mart into Germany in late 1997
further heightened competition.

These three factors have created a very
difficult environment for retailers. Indeed,
most German retailers have margins of be-
tween only 0.1% and 1.0%.

A Strict Regulatory Environment

Germany’ sstrict businessprotectionlawsalso
contributeto the challengesthat retailersface.
The50-year-old Ladenschlussgesetz, or store-
closing law, for example, prohibits most re-
tailers from remaining open on evenings and
Sundays. In addition, 21933 |aw onfair pric-
ing makes it illega to offer temporary dis-
counts beneath market norms or to sell goods
below cost. Thelawswereoriginally intended
to keep small shops from being forced out of
business by large stores or hypermarkets that
might raise pricesoncetheir competition was
eliminated. The laws are still in force, how-
ever—in September 2000, the German cartel
officeordered somehypermarkets, Aldi, Lidl,
andWal-Mart, torai se priceson productsthey
were selling below cost. Faced with fines of

DM 1 million ($435,000) per product, the
hypermarkets complied.

Price-Sensitive Consumers

Consumers themselves also pose a challenge
to retailersin Germany. Relative to consum-
ersin the United States and the United King-
dom, German consumers are extremely price
sengitive. Thelow marginsin theretail sector
are in part a result of pressure from thrifty
shoppers. The struggles of Wal-Mart Ger-
many provide evidence. Although the U.S.
megastore entered Germany three years ago,
Wal-Mart has struggled to attract shoppersto
its stores. Because it cannot set prices below
cost dueto German law, and becauseits costs
are high due to its relatively small scale in
Germany, Wal-Mart prices are generally
higher thanthose of competing hypermarkets.
Despite its marketing efforts and front-of-
store greeters, Wal-Mart is finding that it
needsto be very aggressivein pricing, within
existing laws, to make any mark at all. As
consumers gain better access to retail infor-
mation, this tendency for price sensitivity
shows few signs of changing.

Drivers oF CHANGE

hesefactorsadd uptoaretail environment
ripe for change. The retail sector simply
can't sustainitself on such small margins, and
arestructuring is highly likely. But while the
competitive environment itself seemsto have
sown the seeds for a wrenching transforma-
tion, it isthe consumer who will likely shape
the outcome of this change.
Three drivers will have a substantial im-
pact ontheretail environment that emergesin
Germany in the next decade.
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Imminent Industry Consolidation

TheGermanretail industry experiencedindus-
try consolidationinthe 1990s. In 1993, thetop
ten retailersin Germany accounted for 75% of
sales. Today, they account for 84%. And this
consolidation isonly the beginning. The com-
bination of stagnant growth, excess capacity,

With continuing European economic integration and the
gradual convergence of consumer tastes across Europe,
we can expect this consolidation to become more
international —perhaps first on a regional level ... then

throughout all of Europe.

and global competition has set the stage for a
further rapid consolidation of the German re-
tailing industry.

To generate sufficient profits in this low-
margin environment, retailers need huge
scale—they must be able to obtain better pric-
ing from their suppliers, to implement new
technologies, toleveragetheir distributionsys-
tems, and to create brand recognition and ac-
ceptance acrossawide range of consumers. In
short, to survive, retailers must be much big-
ger—suchthat perhapsfivefirmscould end up
accountingfor thesal esthat thetoptenaccount
for today.

Theconsolidationin Germany inthe 1990s
involved, for themost part, only German com-
panies. With continuing European economic
integration and the gradual convergence of
consumer tastes across Europe, we can expect
this consolidation to become more interna-
tional—perhapsfirstonaregional level (within
northern or central Europe) and then eventu-
ally throughout all of Europe. Wal-Mart’ s ac-

quisitionsin Europe have put further pressure
onretailersto consolidate. That firm’ sreputa
tionfor rapid acquisitionto achieveits neces-
sary scale has already prompted defensive
mergers, such as that between Carrefour and
Promodesin Francein 1999. A further round
of intenseindustry consolidation in Germany
seems not only likely but imminent.

Regulatory Liberalization

Germany haslong beenknownfor someof the
strictest retailing lawsanywhere, yet thesetoo
seemready for change. In September 2000, 13
of the 16 German states agreed to extend
shopping hours in the evening—from 8 p.m.
t0 10 p.m. onweekdays, and from 4 p.m. until
8 p.m. on Saturdays, though shopping on
Sundaysisstill prohibited. However, aninflu-
ential poll last year by the Institute for Eco-
nomic Research based in Munich found that
45% of Germans wanted completely unre-
stricted shopping hours, while only 36%
wanted some limits.

Thetrend toward deregul ation seemsto be
motivated by retailers who believe they can
gain acompetitive advantage by staying open
longer and by consumerswho like the conve-
nience of being able to adjust their shopping
patternsto their own lifestyles. Interestingly,
much of the support for liberalization has
come from states in the eastern part of the
country, which see longer store hours as a
means of attracting new investmentsand bol-
stering their sluggish economies.

The Convenience-Driven Consumer

Ultimately, the shifting preferences of con-
sumers may be the most important driver of
changein the German retail sector. U.S. con-
sumers are motivated by adiverse set of fac-
tors and have high expectations for service,
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choice, and information. Consumersin Ger-
many, unliketheir counterpartsin the United
States, are highly focused on just two factors:
price and convenience.

Whilethe price sensitivity of German con-
sumersisnot new, their focuson convenience
is. Asaresult of changing lifestyles, German
consumersareincreasingly displaying apref-
erence for convenience when they shop. Be-
cause consumershavelessleisuretime, shop-
ping is being shaped by the demands of daily
life—commuting to work, socializing, visit-
ing the doctor, and so on. Indeed, one of the
fastest-growingretail segmentsinGermany is
theconveniencestore, asegment that includes
kiosks, gas stations, railroad stations, and
airports. There are currently about 86,000 of
theseoutletsin Germany. Whileownership of
these stores is fragmented, one company,
L ekkerland, suppliesmorethan 80% of them—
thisis a company to watch.

Convenience stores represent one of the
few outlets where consumers are less sensi-
tiveto price—pricesare30to 70% higher than
at supermarkets and hypermarkets. Thrifty
German consumers are apparently willing to
pay a premium for such convenience. The
emergence of gas stations that also sell fresh
bread and the popularity of grocery storesin
railroad stations suggest that some retailers
are paying attention to this change in con-
sumer preferences.

Crucialy for retailers, this preference for
convenience has changed shopping patterns.
Increasingly, consumers shop to top off sup-
plies rather than to restock the whole house-
hold. This shift resultsin lower average pur-
chases per trip but more frequent trips.

A study by Blumenauer Immobilienholding
found that German consumers are taking ad-
vantageof being ableto shoplater and that last-

minute shopping isincreasing in popularity. A
visittothebustling medium-sized grocery store
in the Friedrichstrasse train station in central
Berlin at rush hour on a weekday evening
provides avivid example of commuters com-
bining their shopping with commuting.
Demographically, the growth of one-
person househol ds has enhanced the trend of
convenience-driven, last-minute shopping.
One-person househol dshavebecomethemost
common household structurein Germany and
now account for 35% of households (see Fig-
ure 67). A declining propensity for marriage
and having children has caused thisnumber to
rise steadily for years. And, as might be ex-
pected, the rate is even higher in cities.
Single consumers are less likely to make
big shopping expeditions and are more likely
to adopt the just-in-time household inventory
model. The need for convenience extends not

Figure 67
Singles Are Changing Shopping Patterns

(One-person households as a percentage of all households)
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only to thelocation of theretail outlet but also
to the design of the store itself. Time-starved
consumers want to be able to navigate the
store easily and to get in and out quickly.

OutLook: BEYOND THE HYPERMARKET

R etailers must adapt if they are to survive
theimpending consolidationandembrace
the changing preferences of the German con-
sumer. Changing attitudes toward hyper-
markets are perhapsthe clearest indicator that
current retail formats inadequately serve the
consumer.

The emergence of hypermarkets arguably
hasbeenthemost significant changeinthepast
three decades of retailing in Europe. However,
their growth has dowed in recent years. They
seem to have reached a saturation point in
market share inside Germany, since most new
European retail store construction, even by
German compani es, happensoutsideGermany.

Although hypermarketsareincredibly effi-
cient, they are stumbling because they do not
adequately servethechangingdemandsof their
customers. Hypermarketshave achieved much
of their success by appealing to the twin de-
mands of price and convenience. However,
consumers are finding that prices are not a-
wayslower at hypermarketsthan at other types
of retailers, becausediscountingisincreasingly
donesdlectively. Andwhiletheconvenienceof
one-stop shopping remains, this factor holds
little appeal to the consumer who shopsin the
“topping off” mode. Furthermore, many find
that navigating such alarge store takes consid-
erabletime—thestore' ssizeisactually adeter-
rent to convenience for these shoppers. And
although driving to a suburban location is a

common practiceinthe United States, to many
Germans, the out-of-town locations of
hypermarkets are difficult to reach. The
hypermarket is an impressive model of scale
and efficiency; however, it is less impressive
when it comes to serving the diverse needs of
the new, more fragmented German consumer.

Asaresult, new retail formatsarelikely to
emergethat servethewide spectrum of needs
of the German consumer. Already, innova-
tors are beginning to promote some of these
characteristics.

Return to the City Center

To capitalize on consumers’ increasing pref-
erences for convenience, retailers are return-
ing to the traditional epicenter of commerce,
the city center. In the United States, where
carsrule, consumers think nothing of driving
miles for shopping or entertainment. With
their much higher population density and
higher propensity for using public transporta-
tion, however, Germansfindit much easier to
commute to the city center.

A harbinger of this change is the recent
success that city center supermarkets have
had in competing with hypermarkets. By
broadening their product offerings, grocery
stores and supermarkets have taken advan-
tage of their convenient city-center locations
and their access to public transit systems.
Early indicatorssuggest that they may evenbe
winningback customersfrom suburban-fringe
hypermarkets. Extending shopping hours
should enhancetheattractiveness of city-cen-
ter locations further as after-work shopping
becomes more practical. One of the most
spectacular examples of this strategy is the
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Promenade Hauptbahnhof, a 30,000-square-
meter shopping center with 140 shops, restau-
rants, and serviceoutlets, located in arestored
downtown railroad station in the eastern city
of Leipzig.

Local Flavor

Another element that retailers would do well
to pay attentiontoisthe Germans' affinity for
local brands. Consumers in Germany have a
much lower tolerance for homogeneity than
those in the United States. As a result, new
retail outlets that house recognizable neigh-
borhood brands create a strong bond with the
consumer. ECE Projektmanagement GmbH,
Germany’s leading shopping center devel-
oper and one of its most innovative, claims
that about 40% of the stores in its develop-
mentsarelocal, storeswhose successisbased
upon understanding the unique needs of the
neighborhoods where they are located. Even
though local shops account for only 15% of
retail revenues, they make up nearly two-
thirdsthenumber of stores—theselocal brands
aresmall, but they are pervasive. By retaining
local flavor and understanding the appeal of
neighborhood brands, retail developments
harness a powerful force—peopl e saffection
for the familiar.

Entertainment

The combination of shopping and entertain-
ment is an American innovation that has
shown signs of catching on in Germany as
well. German consumers have proven to be
initially receptive to the combination of din-
ing, movie going, and other forms of enter-
tainment with shopping.

Perhapsthemost stellar exampl e of athriv-
ing entertainment-focused retail outlet is the
“Arcade” at Potsdammer Platz, which opened
inlate1998. A hugedevelopment inthecenter
of Berlin with 40,000 square meters of retail
spaceand two cineplexes, this" entertainment
mall” is located at the intersection of five
subway linesand hasparking spacesfor 4,000
cars. TheArcade' slocationputsitwithinals-

By retaining local flavor and understanding the appeal
of neighborhood brands, retail developments harness a

powerful force—people’s affection for the familiar.

minute trip of 912,000 people and within 30
minutesof 2.5million. Thesuccessof themall
twoyearslater, after the novelty hasworn off,
is a testament to both the advantages of a
convenient location and the success of the
entertainment-mall model. Animportant note
here is that developers need to design these
experiences in such a way that they do not
obstruct convenience-driven shoppers. If the
entertainment causes the nonbrowsing shop-
ping trip to take longer, the center loses the
advantages of its convenient location.

Services

Another way retailers have been effective in
reaching more consumershasbeen by offering
servicesalongwithhardand soft goods. Karstadt
Quelle, for example, the largest department
storechaininGermany, hasajoint venturewith
Lufthansato offer travel servicesto customers
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initsretail stores. Other servicessuch asfinan-
cial services and health care show promise as
well when they are offered as part of the shop-
ping experience. Delivering parcel sto custom-
ersafter their afternoon of browsing and shop-
ping may be a service waiting to happen.

chased 51% of Primus Online, a leading
Internet retailer.

Smart Shopping

In the future, the most effective way for
retailersto meet consumer demandsfor both
price and convenience is likely to be by
providing the customer with valuable infor-

One can envision the retailer—using data about mation during the shopping experience. One

can envision the retailer—using data about
thecustomer—electronically guidingthecus-

the customer—electronically guiding the customer

around the store by means of a small wireless device.

Multichannel Outlets

Shopping motivated by convenience implies
that consumers make more frequent and
quicker trips. This preference also suggests
that consumers may choose to buy certain
goods through different channels depending
on the type of good and perhaps even how
busy they are on a particular day. Retailers
that offer consumers choices for how they
purchase goods and services can appeal to
these mercurial consumers.

In addition to the city-center retail outlets,
the Internet and gas stations provide the con-
sumer with attractive alternatives to hyper-
markets. Electronic commerce seemsparticu-
larly promising in Germany given that
country’ srelatively large I nternet penetration
(18%) and its history of being very receptive
to mail-order catalog shopping. Electronic
commerce could actually grow faster there
than in the United States once retailers solve
the problems of low credit card use and pri-
vacy concerns. Anticipating the coming im-
portance of the Internet channel, Karstadt
recently bought Quelle, a mail-order house.
And Metro, the largest food retailer, has pur-

tomer around the store by means of a small
wireless device. Perhaps the consumer lets
theguideknow if sheisinan“in-and-out” or
“browsing” mode, and the guide optimizes
the customer’ s route through the store. The
consumer selects which products she takes
with her and which shewill have sent by mail
or delivery.

In addition, there is a potentially large
opportunity for manufacturer-sponsored ad-
vertising and promotion in such a scenario.
The customer could receive highly targeted
reminders of specials, or of products that
correspond to her purchase history, or that
complement items in her shopping basket.
Such advertising could be lucrative for the
retailersand enablethemto actually subsidize
the prices of products with ad revenue from
manufacturers, in effect giving the shopper
lower prices.

This strategy, however, comes with a
critical caveat: these messages need to be
composed with the shopper in mind and com-
municated carefully. The consumer needs to
perceivethemasimmediately beneficial. Con-
sumers already are so overloaded with ads
that nontargeted ads are likely to become
absorbed into the general advertising noise.
Customized ads have their pitfals as well,
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however. Therecently implemented EU Data
Protection Directive sets stringent limits on
how companies can use consumer informa-
tion. Moreover, German consumers in par-
ticular are extremely averse to giving up in-
formationthey perceiveaspersonal—arecent
study found that the mgjority of them (52%)
“do not think personalized marketing is a
good thing.” Adsthat consumers perceive as
distracting or annoying will detract from the
benefit of convenience. Ads that consumers
perceiveasinvasivewill prompt aquick exit.

Toward a New Retail Format

When we add up all these changes, we expect
that new retail formatswill emergein Germany
inthe next decade. The ultimate manifestation
of these outlets will be shopping experiences
with local offerings that take into account the
specific needs of customers, but that also take
advantage of some of the efficiencies of the
hypermarket. Hypermarkets, supermarkets, and
grocery stores will remain where and when
they serve customers well. But most of the
growth will be in formats that embrace the
emerging demands of those consumers who
define convenience in different ways.
Theseretail innovatorswill offer shoppers
the goods they need in an easy-to-access and
easy-to-navigate setting. Opportunities will
exist for easy in-and-out stores, for storesthat
offer nontraditional shopping hours, and for
storeswithgood product sel ectionat locations
consumers pass by on routine trips. Up-sell-
ing possibilities abound in a variety of loca-
tions, and consumersarelikely to take advan-
tage of service and entertainment offerings
whenthey areunobtrusive. Similarly, withthe
use of data and communication technology,
new revenue streams from advertising and

promotion could be significant and could be
used to subsidize prices. But the successful
retailers will need to devise innovative tech-
niques to make sure these communications
are immediately perceived as useful and that
they do not overwhelm or distract the conve-
nience-driven shopper.

IMPLICATIONS

he stageis set for dramatic changesin the

retail sector in Germany. The outcomeis
likely to look different from today’ s German
marketplace and much different from that of
the United States. And while what goes for
Germany does not necessarily go for the rest
of Europe, the futures of both are becoming
increasingly intertwined. As a result, the
changes coming to Germany will affect the
rest of Europe.

The emergence of homogeneous mass-
market shopping epitomized by hypermarkets
and Wal-Mart seemsto havereached asatura
tion point in Germany. This format is not
likely to disappear, as it serves most people
well at some time and alarge segment of the
population well on aregular basis.

But one size will not fit al in the new
Germany. Effective retailing solutionsin the
next decade will be those that address the
preferences for low prices and the growing
diversity of ways German consumers define
convenience. Retailers that offer consumer-
centric retail experiencesarelikely towinthe
businessof thisincreasingly important conve-
nience-driven segment. Retailersthat cancom-
bine the operational efficiencies of the
hypermarket with innovative methods that
serve consumerswell will be ableto thrivein
thislarge but challenging market.

—Greg Nemet
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Double Jeopardy:
New Consumers Changing the Workplace

Today’s workplace is caught between two contrary
trends. On the one hand, new consumers are
demanding that businesses respond more
effectively to their every need by offering
more helpful information, greater
accessibility at more convenient
times, tailored products,
responsive services, and
rewards for being good cus-
tomers. To meet these
demands, businesses must
make major changes in how they
structure their workforces—they must
hire flexible, intelligent employees who
can think on their feet and who are willing to

work shifts that provide coverage around the clock.

2001 Ten-Year Forecast ¢ Institute for the Future 135



Double Jeopardy: New Consumers Changing the Workplace

Ontheother hand, these same new consum-
ers are making up an increasing share of the
workforce. Thisisboth aboon and achallenge
for businesses. New consumers are knowl-
edgeable, driven, and valuable workers, but
they also are demanding—they want challeng-
ing and rewarding work, quality timeto spend
with their families, flexible work schedules
that fit their busy lives, and higher sdariesfor
knowledgework. Companiesarechallengedto
build more flexible organizations to adapt to
thesekey workerswhoarelessinclinedtowork
at all hours of the day and less apt to accept
rigid, traditional work arrangements.

In responding to the needs of the new con-
sumer, thelabor market shows signsof revers-
ing some of the fundamental trends of the past
threedecades—specifically, thesubstitution of
labor for capital investment and themoveaway
from traditional command-and-control hierar-
chies. How companies deal with the new con-
sumers as both customers and workerswill go
alongway toward determining their successor
failure in the coming decade.

THe LABOR MARKET AND THE ECONOMY

avinglasted anunprecedented nineyears

so far, the current economic expansion
has affected the general labor market in new
ways. A combination of the natural course of
business cycles and longer-term socioeco-
nomic trends means that demand for labor is
up, labor growthratesare slipping, and wages
are beginning to pick up. To meet the chal-
lenge of these conditions, companiesareturn-
ing to new capital investments designed to
increase productivity rather than simply hir-
ing new workersasthey havedoneinthepast.

Demand for Labor Up

As the economy has gone through a long
period of expansion, thedemand for labor has
been high. Over the past eight years, thelabor
market has been expanding by more than 1.5
million workersper year (see Figure 68). The
unemployment rate has fallen from 7.5% in
1992 to its current level of around 4%.

Figure 68
The Demand for Labor Is High
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Source: U.S. Bureau of Economic Analysis; U.S. Bureau of Labor Statistics.
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Employment Leveling Off

For decades, the labor market expanded tre-
mendously as the baby boomers flocked into
theworkplaceand womenincreasingly joined
the workforce. Between 1961 and 1990, the
labor market grew at an annual rate of 2%,
increasing in size from 70 million people to
125 millionin that period. In the last decade,
however, that growth rate has slowed mark-
edly as a much smaller cohort of younger
workers moved into the labor market and the
increase in women' s workforce participation
rate has slowed (see Figure 69).

Wages Up

Real wages fell during the two decades the
baby boomers were flocking into the labor
market (see Figure 70). Real wages declined
because of the tremendous annual growth in
the number of people seeking jobs and be-
cause many of the new jobs were taken by
younger people, whose average salarieswere
less than those of the more experienced ol der
peopl e. But now that thel abor supply istighter
and the economy is booming, wages are be-
ginning to catch up.

Investment as a Solution

Faced with arapidly expanding economy and
a diminishing pool of new workers, firms
have increased their capital spending to en-
hance the productivity of existing workers.
After decades of substituting eager young
knowledgeworkersfor largeincreasesin new
capital investments, firmsinrecentyearshave
pushed up their capital expenditures. In the
last five years, in fact, the scale of capital
expenditures in real dollars has tripled as
manufacturershaveautomated their processes
and other employers have stocked the offices

Figure 69
Employment Evening Out
(Annual average percent growth in labor force)
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Source: U.S. Bureau of Labor Statistics
Figure 70
Wages Finally Picking Up
(Annual average percent change)
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Figure 71
Investment in Capital Equipment Way Up
(Annual average percent increase in constant dollars)
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Source: Institute for the Future, derived from U.S. Bureau of Economic Analysis.

Figure 72
Key Emerging Issues in the Labor Market
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of more sophisticated new workerswith com-
puters, mobile and intelligent phones, and
individually tail ored software(seeFigure 71).

Based on signals from the economy, the
labor market, and the capital markets, these
moves are classic responses to the traditional
business cycle. But the size and scale of these
responses—thecapital investment boom of the
last five years, the dower growth in the labor
force, and the rising wages, aong with the
spread of new consumersinthelabor market—
have set the stage for more fundamental trans-
formation. Indeed, asthe new consumersenter
the workplace, they are changing the ways
firms use and organize their workers.

TReNDS FOR THE 2 1sT-CENTURY
LABOR MARKET

S ix emerging trends, al driven by therise
of thenew consumersascustomersand as
employees, are changing the structure of the
workplace. Some of these changesresult from
new marketplace demands from the sophisti-
cated consumer that are pushing companiesto
usetheir workforcesin new ways. Othersresult
fromthewell-educated workerswho arepress-
ing companies to redefine the employer—em-
ployee relationship by demanding more flex-
ible waysto work (see Figure 72).

1. Service Jobs Dominate

In the long term, jobs are shifting to the
service sector, driven at least in part by the
rapidly growing number of well-educated new
consumerswhowant knowledge-based mana-
geria or professional jobs. Even though ser-
vicejobs have been growing faster than other
jobsfor decades, theshiftisaccelerating. Last
year, for the first time, the number of jobs
outside services actualy fell while the num-

ber of jobs in services rose rapidly. Thus,
servicesaccounted for more net new jobsthan
the rest of the economy put together (see
Figure 73).

2. Women More Involved
in the Workplace

Astheparticipationrateof womeninthelabor
force rises, women account for anincreasing
share of total jobsin the United States. While
men’ sparticipationratecontinuesalong-term
decline (astheage at which menretirecontin-
uestofall), women’ slabor force participation
rate keeps going up. Infact, the women'’ srate
has been going up so fast in the past three

Figure 73

Service Employment Takes Over
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Figure 74

Women'’s Participation Key to Increase in
Workforce
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decades that the overal participation rates
havecontinuedtorisedlightly (seeFigure74).
The women’'s share of the total workforce
went up to 48% of thetotal, and the number of
women in thelabor force could well passthat
of men in the next decade. Many of these
career-oriented women are new consumers
who provide that al-important second in-
come (or the firgt, in a growing number of
cases) to their households.

3. Wage Distribution Bifurcating

Average wages are going up, and the highly
educated new consumer is receiving a large
portion of that increased income. With more
disposableincome, these new consumers can
afford to hire workers to perform many ser-
vices, such ascleaning, landscaping, and gro-
cery shopping, that would otherwise subtract
from their time for family, work, and play.
This demand for services is working its way
through the economy, raising incomes
throughout, but especially at thelower levels.
In the last decade, the wages of workers in
traditionally low-wage occupations (e.g., re-
tail sales, food service, child care, building
mai ntenance, security, and other servicejobs)
have been growing even faster than those of
the well-paying occupations in the middle
range. In fact, people in the lowest-paying
occupations have seen their real wages grow
amost twice as fast as those in the highest-
earning occupations (see Figure 75). Therea
|osersarethemid-level workers, whosewages
have grown the slowest of all.

What this means is, the pressures on the
labor market—to utilize the talents of the
educated and to provide them with the ser-
vices of lower-paid workersthey need to free
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up their time for such work—are bifurcating
theincome distributionsin the United States.
Low-paying jobs are increasing in number
andincome, asarehigh-payingjobs, whilethe
middle is contracting.

4. New Consumers Want
Flexible Work

New consumers are looking for flexibility in
theworkplace, and thereareanumber of ways
for them to achieveit.

First off, many workersareopting for some
form of contingent employment to control
their own destiny. Contingent jobs are those
that are defined as either temporary or having
a specific, limited commitment. Such jobs
includewhite-collar jobsin officestomeet the
specia needs of a particularly busy time,
seasonal jobsin retail outlets, census takers,
and many jobsin construction. Indeed, during
this period of economic boom, contingent
jobs are growing at the same rate as overall
jobs. And increasingly, workers who hold
suchjobsaretaking them by their own choice.
The share of workers who hold contingent
jobswho say they prefer that type of work to
apermanent position hasincreased 25% since
1995 (see Figure 76).

A second way to achieve job flexibility is
to opt for aternative employment arrange-
ments. Alternative work covers a range of
work styles, from participating in temporary
work to contracting independently, to work-
ing for a contracting firm. These are not sea-
sonal contingent workers, but they are out-
sourced or contract workers supplied by an
outside firm. There is clear evidence that,
while alternative work as a whole is not in-
creasing, the share of people doing key types

Figure 75
Wage Distribution Is Changing: 1990s
(Percent gain in real wages by level of
earnings)
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Source: Monthly Labor Review, “Earnings and
Employment Trends in the 1990s,” March 2000.

Figure 76
Preference for Contingency Work Up
(Percent who prefer contingent work)
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of alternative work such as contract work are
increasingly college-educated new consum-
ers (see Figure 77). This group includes pro-
fessional slikesoftwaredesignersand accoun-
tants. Their growth in numbers shows that
these workers have an increasing interest and
confidence in jobs that enhance career op-
tions, income, and a flexible lifestyle rather
than those that give them the security of per-
manent employment.

5. Low-Skilled Workers Cover
the 24/7 Jobs

New consumersare demanding more services
and marketplacechoicesat all timesof theday
and night, and in all locations. But the better-
educated, higher-income workers are more
interestedinflexibleworking hoursthat maxi-
mize their own personal time. They like to

spend someof their working timeat homeand
they arelesswillingtowork lateat night or on
holidays. This makes it difficult for compa-
niesto find well-educated employeeswho are
available at the time that many consumers
want specialized services.

Asaresult, night-shift and weekend work
isincreasingly done by workersin the lowest
quartile of pay. Over the past two decades, as
the growth in work activity in the night hours
has increased, the burden has shifted to the
poorly paid. The differences in the share of
work doneat late hoursof thenight or thevery
early hours of the morning between workers
in the lowest and highest quartiles has in-
creased (see Figure 78). This puts the burden
on companies to support these workers with
thetraining andtechnol ogy to provideaseam-
lessinterface with their customers.

Figure 77
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(Percent of all contract workers who are
college grads)

Percent
40

30

20

10

1995 1999

Source: U.S. Bureau of Labor Statistics, “Contingent and
Alternative Work Arrangements,” USDL 99-362.

Figure 78

Lower-Wage Workers Do Much More of the
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6. Benefits of Tenure Down

Itisno surprisethat workerswith moreeduca
tionaremuchlesslikely tolosetheir jobsthan
workers with less education. The percent of
college grads displaced in any given year is
about 2%, the percent of those without ahigh
school diplomaisabout 3.8%, and those with
only ahigh school diplomais about 3%.

But the biggest change in the last decade
wasthat anincreasing portion of thedisplaced
workers were those with the longest tenures.
Thedifferencein displacement rates between
those with three to four years of experience
with their employer and those with 15 to 19
years averaged 2.4% from the 1980s to the
mid-1990s; inthelatest survey, thedifference
had decreased to only 1.2%.

WHAT Does It Mean?

he needs and wants of the new consumer

are driving changes in the labor market.
Many of the well-educated new consumers
have a very active, high-cost lifestyle. To
maintain thislifestyle, they need service sup-
port, flexibility at work and at home, and the
high income promised by professional jobs
and dua incomes.

Asaresult, the workplaceis undergoing a
dramatic changein structure, with high-wage
and low-wage jobs growing and mid-level
jobs flattening out. If this shift continues, it
impliesthereversal of many of the key trends
in business organizations over the past 30
years, including the substitution of labor for
capital investment and the move away from
command-and-control hierarchy.

The new trends result from an emerging
synergistic partnership between high-wage
andlow-wageworkers(seeFigure 79 on page

144). Thereareclear benefitsfor both of these
parties that allow the servicing of the New
Economy. Yet these trends also exacerbate
the stagnation of the middle-level occupa-
tional groups, asthey fall behind theother two
in both wage increases and job growth. The
shrinking middle will be amajor concern for
the labor market because this has been the
traditional path of upward mobility for low-
wage workers.

WHAT DoEs It MEAN FOR BUSINESSES
IN THE New EcoNnomY?

hese changesin the labor market point to

some notable lessons for companies as
they think through their labor policiesfor the
New Economy:

* Flexible organizations. The most obvious
solution for companiesis to build flexibility
into their organizations—to find people with
limited skills who, with the support of tech-
nology, can answer theinquiriesand meet the
needs of the new consumer 24 hours a day.
Thismeansheavy investment in capital equip-
ment and training.

» Serviceworkers. Serviceworkerswill bean
increasingly important component of the 21st-
century economy. Many essential servicework-
ers come with relatively few skills and fill
relatively low-wage positions. Organizations
that know how to manage their large numbers
of low-wage workers have a unique underval-
ued skill that will be areal competitive advan-
tagein the New Economy. L ook for organiza-
tions like the United States Postal Service,
Wal-Mart, and McDondd’ sto becometherole
models for an increasing number of firmsthat
want to keep regular contact with awiderange
of consumers.
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» The comeback of hierarchy. Two factors
favor the comeback of the old hierarchical
system of running organizations. Thefirst is
theaging of thebaby boomers, whichwill lead
to agradua retirement of a large number of
workers over the next decade. The much
smaller cohort that follows them is likely to
producefewer experiencedleadersfor amuch
larger group of young workers. The second
factor isthe need to coordinatelarge numbers
of service workers who have awide range of
skills to respond to a wide diversity of con-
sumer needs. It may be that tightly knit,
command-and-control hierarchical-style or-
ganizations will be the true winning models
by 2010. Such organizations can present a
seamless interface to their customers while

delivering flexible services at relative low
marginsfor large-scale enterprisesin arange
of consumer-oriented services.

» A unique political coalition. Politicsis of-
ten defined by splits between the“ haves’ and
the “have-nots.” But in the emerging new
|abor market, wecould seeabrand-new politi-
cal coalition between thosein the upper wage
groups and those in the lower groups, both of
whom benefitfromthecurrent economy. These
groups have every incentive to continue the
benefits of the New Economy and defend
them against the increasing complaints of the
middle earners, who will find themselves
threatened on every sideand will seek protec-
tionand security. Whilethemiddle pushesthe
government to protect jobs, the edges may be

Figure 79
The New Workplace Partnership
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more interested in retaining a flexible
economy. Thisis similar to the great “Tory
Revolution” in Europeinthe 1880s, when the
conservativeupper classesgaveemployment,
health, and socia insurance to the working
classestobuildapolitical coalitionthat ousted
the middle-class liberals from power.

» Symied middle-classaspirations. If thereal
dynamics of job growth are at the upper and
lower ends of the pay spectrum, it may make
the aspirations of thelower classto break into
the middle class more difficult to achieve.
Career paths for workers or their families,
especialy for those with less than a college
degree, may be blocked by the dearth of
middle-level jobsin adual-track society. The
social frustration of hard-working young
people, community college attendees, immi-
grantfamilies, and otherscoul dtainttheAmeri-
can dream and have broad social repercus-

sions. This backlash may take the form of
protest palitics, social unrest, and evenrising
crime rates.

» Amore polarized society. Asthe number of
workersin middle-level jobs decreases, soci-
ety will be much more polarized, withamuch
larger portion of well-to-do people, and a
good portion of peopleindecent but relatively
low-income positions. Thisbifurcation of the
income distribution will make companies
attempts to build and maintain large-scale
market penetration much more difficult. It
will complicate branding, advertising, prod-
uct design, and the types of information com-
panies make available to consumers. Con-
sumer businesses may essentially haveto put
into place two-pronged marketing strategies
to reach the widest possible customer base.
Targeted, interactive marketing will become
even more critical.

—Gregory Schmid
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New Consumers Raise the Risk Threshold

As new consumers become better educated, more affluent, and more
effective in using technology to gather information, they are
gaining the confidence to assume greater risk. That is, they

are more willing to trade the possibility of failure or

loss for the benefits of a wider range of
choices. This will have tremendous im-

pacts on marketplace decisions

ENTER
AT YOUR
OWN RISK

ranging from investing be-
havior to privacy

regulation.
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ReperINING Risk

isk isthe possibility of lossor danger. To

assume risk isto accept a greater degree
of danger. Risky events—a tornado, a car
accident, or losing a job—have a low prob-
ability of occurring for any individual at any
giventime, but if they do occur, they can have
disastrous or even tragic consequences. Be-
cause such events are likely to occur some-
what randomly, they aredifficult for individu-
alsto anticipate and prepare for on their own.
Thus, throughout history, protection against
individual risk has often been accomplished
by collective activity—groups of people act-
ing together to mitigate the effects of life's
disasters when they occur.

Private insurance and government social
programs, for example, have been estab-
lished to protect against some of the most
obviousrisks: fireand accidents, old ageand
failing health, unemployment and disability.
In exchange for these protections, people
accept some limitations on their actions, pay
for the protection, or both. Table 19 shows
some of the risks for which 20th-century
society has accepted community action as
the best protection.

The government often plays akey rolein
such community efforts. The government can
establish programs(e.g., Medicareand Social
Security) or provide aregulatory framework
for protecting individuals (e.g., the Food and
DrugAdministration[ FDA] tocheck thesafety
of new foods and drugs). At an even more
fundamental level, lawsand thepolice protect
against theft, bodily injury, and fraud, while

the national defense system protects against
external threatstolife, property, and security.

Important private sector initiatives miti-
gate risk as well. The best example is the
insurance industry, which accounts for more
than 2% of GDP. Individuas pay into the
insurance pool, and if something goeswrong,
the insurance company covers the loss with
money from the pool. Individuals can aso
protect themselves by entering contracts, by
submitting claimsthrough thelaw courts, and
by joining local groups, such as AAA or the
Kiwanis, that can provide some form of sup-
port. Eventhefamily canbeseenasastructure
designed to support individuals against the
myriad economic and social risks of having
and raising children.

Whilemutua support against risk isagood
thing in general, there are aways costs in-
volved. Government programscost consumers
money intheform of higher taxes, for example.
Also, initsprograms’ variousrulesand regula-
tions, the government setsboundariesoninsti-
tutional and personal activity. Toachievegood
air quality, to name one simple example, com-
panies must meet certain environmental stan-
dards at their own cogt, and individuals must
get their carsinspected, also at their own cost.
Private insurance schemes impose premiums,
and insurance companies can set rules (eg.,
clients have to go to certain doctors, follow
specific patterns of treatment, and stop indulg-
ing in risky behaviors). In the realm of law,
contractsand litigationimpose mutual respon-
sihbilities on the parties involved. Collective
action amost always limits personal freedom.

148
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Table 19

Examples of 20th-Century Society’s Protection Against Personal Risk

Risks Protections
Life Unexpected death Monetary benefit
Safety Disability Monetary benefit
Poor health Health insurance
Old age Social Security and mandated company pensions
Dangerous food Food and drug regulation
Harmful products Product and safety regulation
Property Natural catastrophe Property insurance
Theft or fraud Law, police, and courts
Wrongful action Tort law
Financial investment Government regulation
Intellectual property Patents and copyrights
Position Job security Unemployment insurance
Family disputes Courts and family law
Social Untrained workers State-sponsored education
Discrimination Rights to access, such as public accommodations and
the Americans with Disabilities Act
Quality of life Environmental protection agencies
Privacy Rules for gathering, storing, and using personal data

Source: Institute for the Future
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New ConsuMEerRs BRING NEw
Atmitupes Towarp Risk

ith the greater confidence and re-

sources that come with higher educa
tion and larger incomes, new consumers are
less susceptible to some of life's risks. By
definition, new consumers live in households
with high earnings, often with twoindependent
sources of income, and high levels of savings
and investments. Their higher level of educa
tional attainment than that of other consumers
means that they have prospects for a wider
selection of jobs, shorter periods of unemploy-
ment, and an increased likelihood of much
higher lifelong earnings. They a so have better
access, by means of technology, to important
information, and thus are better ableto prepare
for and to handle many risky situations.

As aresult, the new consumer is moving
away fromtraditional, collectiveformsof risk
protection to assume risks for themselves.
With higher levels of confidencein their abil-

Figure 80
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ity to gather and utilize information effec-
tively, new consumers appreciate—even de-
mand—the benefits of a greater range of
choices. They are willing to take more risks
because they can see the potential rewards.
They also see the benefits of keeping some
important decisionsin their own handsrather
than putting them in the hands of others.

Although new consumers accept a wide
network of individual risk, they arenot giving
up all collective protection. In fact, they may
be more active in demanding protection for
those programs that serve them well, such as
Medicare, Socia Security, and the Federal
Reserve guarantees of the financial system.
On the whole, however, there are an increas-
ing number of cases where new consumers
are gradually extending their own personal
risk at the expense of social protection.

WHERE THE Risk BOUNDARIES
Are CHANGING

We have identified five major areas
wherenew consumersareextending
the boundaries of risk:

* Personal investing

« Job security

« Paying for extra education

 Trading persona information for product
information

« Speeding up the FDA

Personal Investing

In the past few decades, the character of
individual investing has changed dramati-
cally. For one thing, the percentage of fami-
lies holding shares in public companies has
grown enormously (see Figure 80). At the
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same time, the relative importance of share-
holding in the mix of household savings has
increased as well. In just the last decade, for
exampl e, the percent of household assetsheld
in shares has risen from 20% to 33%. House-
holdsaremuch morewillingto placeagreater
portion of their assetsin thesetypesof higher-
risk/higher-reward holdings.
Eveninthestock market, thenew investors
aremuch morewilling to makeriskier invest-
ments. Anincreasing amount of investment—
both in individual shares and through mutual
funds—are flowing into the riskier, technol-
ogy-based start-ups. I ndeed, thefocusof much
investment over the past fiveyearshasshifted
from safer and slower-growing Dow blue
chipstomorespecul ativeinvestmentsin newer
companies on the Nasdaq (see Figure 81).
Another reason for the increase of invest-
ment in stocks and mutual funds is that new
consumers are taking greater control of their
retirement savings. During the 1990s, theshare
of adults who thought their prime source of
retirement funding would come from Social
Security fell from 49% to 29%. Indeed, new
consumersregardtheir pensionplansasthekey
to retirement income and have acted to gain
greater control of them. Themost commonway
is to shift their company pensions from de-
fined-benefit plans (in which the company
maintains control over the pension reserves)
into defined-contribution plans(inwhich com-
paniescontributefundsinto apension program
controlled by the worker) (see Figure 82).
Though defined-benefit plansoffer asetamount
of future pension paymentsbased on apercent-
ageof current salary, defined-contributionplans
put a set amount of money in the hands of the
worker, with the possibility of much greater
returns—and the risk of much greater losses.
Atthesametime, thedefined-contributionplan

Figure 81
Nasdaq Exchange Attracts More Funding
(Increase in share values, 1996—-2000)

Percent
300

250

200

150

100

50

0
Dow Jones
Industrial Average

Nasdaq
composite

Source: Dow Jones

Figure 82
Consumers Take Control of Their Pensions
(Percent of pension plans in defined contribution plans)
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Figure 83
More Workers Accepting Shorter Tenure on the Job
(Median years of tenure, by age)
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reduces a firm's long-term commitments and
eases its bookkeeping records and potential
future liabilities.

Job Security

Moreworkerstoday areinterestedinjobsthat
offer more immediate returns in the form of
incomeor job satisfactioninstead of thetradi-
tional security of long-term employment. As
aresult, workers are moving from job to job
more than they used to.

Onemeasure of thisgreater mobility isjob
tenure. The number of years workers stayed
with a single firm fell substantialy in the
1990s (see Figure 83). Another measure is
entrepreneurial activity (i.e., the attempt to
start a new business or to expand an existing
one), which is currently very high in the
United States. Morethan 8% of theworkforce
is involved in such activity, well over the
average rate of 3% in other North Atlantic
countries. Both of these measuressuggest that
new consumers are willing to take unprec-
edented risks upon themselves, in the hope of
achieving unprecedented gains.

Paying for Extra Education

Given the value of education in the market-
place (see the “Higher Education, Higher
Participation” article), more young people
are willing to pay for their education them-
selves, whether public or private. This is
especialy true of graduate school; many
students are willing to borrow money to pay
for medical school, law school, business
school, or education training today for the
long-term payoffs tomorrow.
Thismeansthat many moreyoungworkers
with college or graduate degrees are carrying
sizable loansinto the job market. Indeed, the
amount of the federal portion of the student
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loan market jumped from an annual rate of
$13 hillion in 1990 to almost $33 hillion in
1999 (seeFigure84). Asaresult, youngwork-
ers—confident in their work abilities and the
value of education—are entering their work
lives with the clear need to generate high
earnings; and they are willing to take risks
early in their careers to make this happen.

Trading Personal for Product
Information

Although new consumers are worried about
the security of their personal information—
more than 80% say that they are concerned
about threats to their personal privacy—they
also appreciate the value of relevant informa-
tionin making life'sdecisions, big and little.
New consumers thus are willing to experi-
ment with companies that want to gather and
utilize personal information about their inter-
ests, inquiries, and transactions—if they can
obtain information about more relevant prod-
ucts and services. Indeed, 65% of adults who
havebeento collegeor wholivein households
with morethan $50,000inincomesay thatit's
a good thing to exchange personal informa-
tion for more relevant product information.

Speeding up the Food and Drug
Administration

In recent years, there has been growing pres-
sure to speed up the process of approving
drugs through the FDA. Patients with AIDS
and cancer have been especialy active in
pushingfor quicker responsesfromtheagency
ingetting new drugsintothemarket for people
who want to take some persona risk. The
FDA has responded by speeding up some of
its approval processes (see Figure 85). The
speeded-up process raises the risk of drugs
reaching the market without thethoroughness

Figure 84
More Workers Take Bigger Risks on Their Future
(Percent increase, 1990-1999)
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Figure 85
FDA Moves to Increase Speed of Approval
(Median total approval time for new drugs, in months)
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of the testing done in the past. But regula-
tors—and the citizens pushing them—accept
that the benefits of moving potentially impor-
tant drugs through the process outweigh the
increased risk.

DirecTioNs IN THE NEXT DECADE:
More Risk TAKING

S uch developments are a clear indication
that numerous consumers—especially
those with higher incomes and more educa-
tion—are willing to explore ways of increas-
ing their range of choice, even if it means
accepting greater risk. Each example in the
previous section suggests that well-educated,
relatively well-to-do citizens are showing a
willingness to increase the risks they take, in
exchange for potential rewards. In each case,
thereward providesawider range of choices.
As the number of new consumers grows and
as new consumers become more accustomed
to taking chances and accessing the rewards
associated with such chances, we expect a
greater percentage of people to accept in-
creasing risk.

WHAT Doks It Mean?

E vidence aboundsthat new consumersare
willingtotakemorerisksthantraditional
consumers are. While these changes are sig-
nificant, it is important to keep al this in
perspective. Many risk-avoiding activities
continuejust asthey alwayshave. Peoplestill
invest in insurance of al kinds—life, health,
property, and casualty. People still support
government insurance and other social pro-
grams. Peoplestill turntothelegal (or justice)
system for protection against fraud in the new

marketsonthelnternet, to nameoneexample.

But overall, therehasbeenagradual move-
ment toward accepting more risk. Across a
broad range of activities, more citizens—
especialy new consumers, who have more
income and more education than traditional
consumers—arewilling to put more at risk in
exchange for choice and control.

For businesses, this pushing out of the
boundariesof risk by their best customerswill
have some of the following consequences:

« Moreexperimentation by consumers. Con-
sumersarelikely tobelessloyal to brandsand
morewillingtotry new productsand services.
Look for a greater turnover of customers as
retention becomesmoredifficult without con-
stant product or service adaptation. On the
bright side, it may be easier to convince new
consumers to try a new product. As the dot-
com experience shows, alot of new consum-
ers will flock to Web sites that offer new
products in new ways, or with special bar-
gains or discounts. Keeping those customers
or getting them to comeback isamuch bigger
challenge, however.

 Privacy concerns make communication
moredifficult. Consumerswill want moreres-
ponsivenessfrom businesses. Asaresult, they
will bewillingto givemoreinformation about
themselves, but only to those businesses that
utilize it effectively and respectfully. New
consumerswill becomeincreasingly lesstol-
erant of information that isirrelevant, and of
companies that abuse or mishandle their per-
sonal information. Sending out unsolicited
messages that aren’t relevant may become
more of aliability than a benefit.
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» Worker retention will be harder. Tenure,
especially that of workers with skillsin great
demand, will continue to shrink. Old-fash-
ioned virtues, likejob security, movement upa
sdary scale, and anice pension, will carry less
clout with the new risk takers. As members of
the baby boom generation begin to retire over
thenext decade, theval ueof young peoplewith
skillsand experience will go up in the market-
place. Look for themobility of skilled workers
to increase over the next decade.

 Rethinking how to raise funds. It will be
trickier for companies to position their public
sharesin theface of investorswho arelooking
for more options with better returns, even for
companieswith higher-risk/higher-reward pro-
files. Maturecompaniesmust bewillingtotake
real risksto open new markets, but must alsobe
ready to take big hits when things go wrong.

* Less tolerance. With more at risk, new
consumerswill be more attuned to the bottom
line. Whether they are employees, or custom-
ers, or voters, they will belesslikely to accept
mistakes. Companies that introduce a bad
product, or that have afailure of service at a
key point, may lose those consumers for a
long period of time. (It will be interesting to
see how Ford and Bridgestone/Firestone
emerge from their recent tire recall debacle.)
As new consumers become greater risk tak-
ers, many companies may respond by becom-
ing more reluctant to take risks—because of
the dire consequences of failing. Companies
shouldn’t stop pushing the edge; they just
have to make sure they do it right.
—Gregory Schmid
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Management in the New Economy

Intellectual Property

The U.S. Constitution grants Congress the
power to encourage the right of invention
by granting temporary exclusive use of a
discovery to the inventor. Such rights to
intellectual property (IP) have become
extremely important to the financial
health of many companies. But new
consumers, empowered by open
access to information of all types,

are questioning some of the basic

tenets of those protected rights.

The result may be an interest-

ing challenge to the profit-

ability of many companies

in the future.
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For the past decade, many businesses, par-
ticularly thosein the high-tech industry, have
claimed rightsto | P at an unprecedented rate.
Firms are extracting enormous value from
their IP. The boom in discovery during the
1990s created tremendous wealth for these
innovators, but it aso introduced new dan-
gers. Specificaly, these firms are becoming
increasingly dependent on the temporary
monopolies that IP law currently provides.
Whilethevalueof knowledgewill continueto
increase, the way its ownership is regulated
could change. Several forces could conspire
to change the way IP is owned in the next
decade, makingrelianceon | Pmonopoliesfor
future profit arisky strategy.

One of the major forces for change could
well be new consumers. While new consum-
ers have enthusiastically embraced the dis-
coveries that IP law has helped stimulate,
they are becoming increasingly aware of the
costsassociated with thetemporary monopo-
liesgranted by 1P law. Widespread adoption
of the Internet, and the easy and inexpensive
exchangeof informationthelnternet enables,
has led consumers to experience firsthand
therestrictiveflipsideof IPlaw. Asconsum-
ers continue to encounter directly the social
costs of IP law, they are finding ways to
bypass some of thelawsat such alarge scale
that they may begin to influence the way IP
law is administered.

WHo Pays AND WHoO BENEFITS

egulation of IP has long existed as a

compromise between two conflicting so-
cia ends: providinganenvironment that stimu-
latesinnovation and enabling society to enjoy
the fruits of that innovation. The founding
fathers of the United Statesthought I Pimpor-
tant enough to place legidative authority for
its protection in the Constitution.

IPlaw comesinavariety of forms, includ-
ing copyrights, trademarks, and patents. Copy-
rights protect forms of intellectual expres-
sion, and trademarks protect afirm’ sidentity.
With patents, governments grant inventors
temporary monopoly power over their inven-
tions so that inventors can recover the time
and expenseit took to reach their discoveries.
This system of temporary monopolies pro-
vides rewards to encourage R& D that would
otherwise be too expensive to undertake.

While consumers reap benefits from these
innovations, they also incur costs associated
with thetemporary monopolies. In particular,
they pay higher prices and may actually be
prohibited from experiencing some aspects of
the fruits of innovation that would otherwise
be in the public domain. Recent develop-
ments—particularly the surge in patenting
activity and the widespread consumer adop-
tion of the Internet—are raising awareness
that the cost to society of current P law may,
in certain cases, outweigh the benefits.

158
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The Patenting Boom

Since Thomas Jeffersonissued thefirst patent
in the United States in 1790, the U.S. Patent
and Trademark Office (PTO) has issued
more than 6 million patents (see Figure 86).
Recently, theissuance of patents has acceler-
ated, such that one-third of al patents ever
issued were granted in the 1980s and 1990s.
While the rate of acceptances versus denials
hasremained roughly the same, the number of
applications has grown rapidly. Patent
applications grew by 45% in the 1990s, more
than twice the rate of any other decade since
World Wer I.

Two factorshave contributed to thisboom.
First, thePTOhasdemonstrated anincreasing
bias toward granting, rather than rejecting,
patents. The patent office was restructured in
1991 sothat itisnolonger funded by taxpayer
dollars but rather by the fees of the patent
applicants themselves. With these fees ap-
proaching $1 billion annually, patent appli-
cants, not taxpayers, have becometheoffice's
customers. The office is now structured with
incentives for examinersto increase the flow
of applications. Indeed, the PTO states that
two of itstop goalsareto reducethetimespent
on each application and to improve customer

Figure 86
Patent Applications Are Booming

(Annual patent applications in the United States, 1840-1998)
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service. The lack of an opposition system, as
exists in Europe, whereby competitors are
given achanceto contest each patent, addsto
this bias by making it much easier for the
office to grant rather than reject a patent.

With shorter product life cycles, global markets, and
tighter profit margins, a 20-year monopoly on an
invention offers businesses a rare opportunity to set

prices without regard for competitive pressures.

The second factor is that businesses have
begun to recognize more fully the value of
patents. With shorter product life cycles, glo-
bal markets, and tighter profit margins, a 20-
year monopoly on an invention offers busi-
nesses arare opportunity to set priceswithout
regard for competitive pressures. Businesses
have taken full advantage of the system by
greatly expanding thescope of what isconsid-
ered patentable. Microsoft’s Bill Gates ob-
servedin 1991: “| feel certain that somelarge
company will patent some obvious thing re-
lated to interface, object orientation, algo-
rithm, application extension, or other crucial
technique.” Gates's solution? “Patenting as
much aswe can.” Patenting became awar in
the 1990s, awar that had adramaticimpact on
how IP istreated.

Profiting from Patents

Inthe 1990s, businessesbeganto exploit IPas
asignificant and direct generator of revenue.
First, like Microsoft, these businessesbecame
very aggressive in what they submitted for
patents. Second, they began to treat IP as a
liquid asset. Firms could either use their pat-
ents themselves or license that technology to

the highest bidder. This further increased the
value of their IP. Pharmaceutical firms, for
example, now derivemorethan athird of their
revenues by licensing technology to other
firms. IBM, the holder of the most patentsin
theUnited States, collectsmorethan $1 billion
per year in royalties from patents licensed to
other firms. And Texas Instruments derives
more than half of its profit from licensing its
patented technology to other companies.

New Types of Patents

The surge in patenting has pushed | P into new
content areas. |n recent years, companies have
begun applying for moreabstract patents, some
of which cover thewaysthey conduct business.
Theseso-called”businessprocess’ patentscover
genera management innovations, such ashow
Ddll takes ordersfor its custom-built comput-
ers, or how Amazon's Web site alows return
customers to make purchases with a single
mouse-click. A landmark court case in 1998
upheld State Street Bank’s right to patent its
system of allocating investments within its
mutua funds. Rejecting arguments that these
types of patents were “obvious’ and repre-
sented “basic tools’ necessary for conducting
such abusiness, thisdecision led theway to an
evenlooser interpretation of what i spatentable.

Itisalsoimportant to notethat itisnot only
patent law that is expanding. IP laws in gen-
eral are expanding to cover areas like digital
content, forcing all involved—from compa-
niesto the courts—to rethink what is covered
by copyright and how such content can be
used and shared.

In the current |P environment, holders of
patents seem to be very adequately protected
againgt infringement, yet consumers are be-
coming increasingly aware that such protec-
tion comes with a price to them. And history

160 2001 Ten-Year Forecast ¢ Institute for the Future



Intellectual Property Management in the New Economy

showsthat when thereispublic sentiment that
the price is too high, the interpretation of 1P
laws can shift.

Drivers oF CHANGE: SOPHISTICATED
CoNsuMERs WITH PowerruL Tools

Access to new information technologies
ismaking consumersmore aware of the
costsassociated with | Plaw. Consumershave
certainly benefited from the innovations of
the 1990s. New treatments for diseases have
improved health, communications devices
haveimproved consumers' accesstoinforma-
tion, and improved manufacturing technolo-
gieshave made many consumer products bet-
ter, as well as cheaper. Despite the improve-
mentsin their lifestyles, however, some con-
sumers are becoming more aware of the costs
they incur asaresult of temporary monopolies
on such things as prescription drugs, music,
movies, and written material . Better accessto
more information and frustrations with re-
stricted access could lead to a backlash.

Sophisticated and
Informed Consumers

New consumers are using more information,
from more sources, for decisions that are
important to them. The Internet gives them
accessto aglobal base of instant information.
That these consumersarerelatively well edu-
cated also enables them to make sense of the
complexities of IP law.

The Internet also provides away for con-
cerned consumers to organize and exchange
knowledgeon | P. Someof themostinfluential
voices articulating the costs to consumers
associated with 1P law, such asthe Electronic
Frontier Foundation, depend on the Internet

as a medium for discussion. That organiza-
tions such as these have become influentia
participants in the public debate suggests the
degree to which this channel has moved into
the mainstream.

Experiencing the Boundaries of
Intellectual Property Directly

New tools are causing consumers to encoun-
tertheboundariesof IPlaw intheir daily lives.
The inconvenience of photocopying printed
documentsusedto put apractical limit onhow
quickly copyrighted material could be repli-
cated. Now that content isavailable digitally,
electronic copies are as good as originals.
E-mail allows easy distribution to a large
number of interested recipients, taking the
limits off the exchange of al forms of infor-
mation, and making that exchange practically
free. Further, many new home PCs now en-
able consumersto make copiesof their music
compact discs and DVD movies quickly and
easily, and to share them with others. While
the debate rages over whether these activities
are legal, consumers are gaining a poignant
understanding of IP law by experiencing its
effects firsthand.

Circumventing
Intellectual Property Law

Thisnew understanding of 1P regulations has
led consumersto expresstheir dissatisfaction
by finding ways to circumvent IP law in
several ways. Advances in communications
technology—inparticular, thewidespread use
of the I nternet—have given consumers away
to exchange IP for free. The Internet and
globalization are enabling consumers to
bypass IP law.
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Entertainment

The popularity of Napster—the software pro-
gram that allows users to trade music files
over the Internet—provides a stunning ex-
ample of how willing individualsareto break
the law. More than 30 million people use the
service to avoid IP laws, in this case copy-
rights, that protect the files they trade. And
while Napster and similar programs are un-
likely to remain free, they are likely to break
open the record industry’s control of 1P and
bring down the price of music. In October
2000, Bertelsmann, one of theworld' slargest
record companies, decided to drop itslaw suit
and enter into ajoint venture with Napster to
create a membership-based music exchange
service. Thismight beagoodindication of the
direction|Pislikely totake, asconsumersuse
technology to find ways to circumvent laws
when the costs are high. Indeed, a similar
service, called Scour, has emerged, and al-
lows individuals to use their computers to
exchange full-length movies.

Pharmaceuticals

Consumers are also using new tools to cir-
cumvent unsatisfactory laws in hedlth care.
Consumers are becoming particularly pro-
activewith prescription drugs, for which they
pay amuch higher percentage of costs out of
pocket relative to other health care items.
While a drug is under patent protection,
pharmaceutical companiestypically pricevery
aggressively, routinely obtaining profit mar-
gins of morethan 90%. Once the drug moves
beyond its period of exclusivity, competitors
can begin to manufacturer the same chemical
compound generically, and consumers can
purchase the drug at a price close to cost—
which can make the price fall by up to 95%.

Withthe costs of discovering, developing,
and testing a typical new drug totaling
about $500 million, some period of exclusiv-
ity is certainly necessary to encourage firms
toinvest capital in promising therapies. That
the pharmaceutical industry is among the
world' s most profitable industries, however,
may indicate that monopoly prices are too
high, or that the current period of exclusivity
istoo long.

The global economy is giving U.S. con-
sumers a way to circumvent drug patents.
Consumersarefinding away around existing
IPlaw by purchasing drugsoutsidethe United
States, where they may not be protected.
Developing countries such as India, Brazil,
and Mexico have much looser IP protection
for prescription drugs—in many cases, pat-
ents in these countries cover how a drug is
manufactured rather than the chemical struc-
tureof thecompounditself. Thisallowsmanu-
facturerstolegally create copiesof expensive
patented drugs by tweaking afew stepsinthe
manufacturing process. These manufacturers
have also developed modern facilities that
produce high-quality generic drugs very
cheaply. AIDSand cancer patientshaveshown
that peoplefaced withfatal diseaseswill goto
great extremes to find alternatives to high-
priced restricted drug regimes—including
looking in other countries. Even U.S. con-
sumerswith less serious conditionsregularly
cross into Mexico to buy medication at a
fraction of the U.S. price.

Computer Code

A third example is the open-source move-
ment among consumers of computer operat-
ing systems—the computer programming
community. Frustrated by the limitations of
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Microsoft's patented Window’s operating
system, a group of programmers created a
competing system, called Linux, whosesource
codeiscompletely open. Starting withacore
kernel of code, theinitial programmersopened
up development of source codeto the world-
wide computer programming community.

ward a recognition of the costs associated
with IP law—and growth in the perception
that, perhaps, there are too many patents, or
that the period of temporary monopoliesistoo

o ' These examples may represent signs of a shift in public
Individuals contribute chunks of code to the

system, which a small team of computer
scientistsadministers. Thereareno patentsor
copyrights on the technology, and the source

sentiment regarding IP regulation—a shift from an
attitude of uninformed indifference toward a

recognition of the costs associated with IP law.

codeisfreefor al to see and use.

As aresult, Linux is being increasingly
adopted by businessesthat cannot tol eratethe
tendency of Microsoft software to become
unstable after lengthy, heavy use. Thisisa
good example of how collaboration can cir-
cumvent IPlaw. Sincel Plaw prevented them
from improving on an existing product, they
collaborated and built a new one, starting
fromscratch. The Linux community isessen-
tially arguing that 1P law stifles innovation.
Interestingly, their archrival, Bill Gates, ar-
guedthesameadecadeearlier: “ If peoplehad
understood how patents would be granted
when most of today’s ideas were invented,
and had taken out patents, theindustry would
be at a complete standstill today.”

A SHIFT IN CONSUMER ATTITUDES
TowARD INTELLECTUAL PROPERTY

ome dismiss these af orementioned con-

sumersasfringe law-breakers, involved
inpiracy of |P. Butthequantity of individuals
involved, and the broadening scope of IP
circumvention, indicate that there is some-
thing more to it than that. These examples
may represent signs of ashift in public senti-
ment regarding |P regulation—a shift from
an attitude of uninformed indifference to-

long. There is historical evidence that sug-
geststhat thistype of attitude shift can affect
theway IP law isinterpreted.

A Precedent:
The Case of Thomas Edison

Thelast decades of the 19th century included
aperiod of intense innovation, similar to the
1990s. Perhaps the embodiment of that age
was Thomas Edison, the record-holder for
patentsby anindividual. By theend of atruly
inventive career, Edison held 1,093 patents,
having made groundbreaking discoveries in
electric lighting, phonographs, batteries, and
telegraphs, among other things. Indeed, the
last time that patent applications grew faster
than they did in the 1990s was in the 1870s
and 1880s, the peak of Edison’s career.

But whilethe public embraced Edison asa
folk hero and benefited tremendously from
hisinventions, at acertain point, public senti-
ment began to turn against him. Somein the
pressreferred to him asa* patent shark,” and
the courts soon called into question whether
IPlaw had gonetoo far (seetext box on page
164). During the next 20 years, patent growth
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dropped from 22% per year to the single
digits, and did not experience significant
growth until the automobile industry began
inearnestintheearly 1900s. Andthoughitis
difficult to establish adirect causal link, such
an extended lull in patenting activity sug-
geststhat the courtsplayed asignificant role.

While technology has evolved astonish-
ingly since then, the U.S. legal system has

remained remarkably stable. The courts, es-
pecialy, are powerful conduits of public
sentiment. Asthe ultimate arbitersof 1P law,
they may see current examples of circum-
vention of IP law more as an indication of
broad public sentiment than as isolated ex-
amplesof piracy. Thiscould havesignificant
implications on how IP is regulated in the
next decade.

A HistoricAL PRECEDENT:
THe SuPREME COURT AND INTELLECTUAL PROPERTY

n an 1882 case, Supreme Court Justice Bradley wrote: “The design of

the patent laws is to reward those who make some substantial discovery
or invention, which adds to our knowledge and makes a step in advance
in the useful arts. Such inventors are worthy of all favor. It was never the
object of those laws to grant a monopoly for every trifling device, every
shadow of a shade of an idea, which would naturally and spontaneously
occur to any skilled mechanic or operator in the ordinary progress of
manufactures. Such an indiscriminate creation of exclusive privileges
tends rather to obstruct than to stimulate invention. It creates a class of
speculative schemers who make it their business to watch the advancing
wave of improvement, and gather its foam in the form of patented
monopolies, which enable them to lay a heavy tax upon the industry of the
country, without contributing anything to the real advancement of the arts.
Itembarrasses the honest pursuit of business with fears and apprehensions
of concealed liens and unknown liabilities to lawsuits and vexatious
accountings for profits made in good faith.”

Source: Atlantic Works v. Brady, 1017 U.S. 192, 200 (1882).
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IMPLICATIONS:
THE FUTURE OF INTELLECTUAL PROPERTY

heexplosion of IPrightsinthe 1990sand

the reactions of empowered consumers
could force arethinking of the ownership of
IP in the next decade. Circumvention of IP
laws s likely to continue and to expand into
new areas. Thesechangeswill have profound
implications on how businesses treat their
intellectual assets.

Consumers Likely to
Circumvent in Other Areas

Consumers' recent pattern of breakingthrough
IPbarriersislikely to expand into new areas
in the next few years. Those instances when
consumers encounter |P laws in their daily
lifearelikely tobemost vulnerableto change.
The Internet itself, for example, is likely to
see barriers fall. Companies such as Y ahoo!
and America Online increasingly filter their
content to reward content providersthat have
paid for placement on these popular Web
sites. Sophisticated consumerswho have dif-
ferent criteria for what they are searching
for—other than who paid the most for adver-
tising—will find ways to accessinformation
with other, more objective, tools.

Similarly, the field of genomics, an epi-
center of recent patenting activity, has the
potential to be broken wide open by sophis-
ticated consumers. At present, genomics
firmsarepatenting human genesthat include
hereditary predilectionsto specificillnesses.
The implications of using human genetic
profiles to devise tests, to prevent disease,

and to design therapies are far reaching.
These technologies, however, will be vul-
nerable to consumer circumvention. First,
because these technologies are closely re-
lated to personal health, we should expect
consumers to become highly aware of de-
velopmentsin thisfield. Second, the poten-
tial impacts on personal privacy make the
issue very sensitive and will raise further
concerns. Finally, that the IP at issue con-
sists of data, and istherefore very inexpen-
sive to reproduce, makes circumvention a
real possibility. Already, one company,
Celera Genomics, has made some of its
genetic sequencing data available for free,
in part due to demands from sophisticated
consumersand government threatsthat some
of its patents would be declared invalid.

Tougher to Get Patents

One highly likely outcome of thesetrendsis
tougher scrutiny on what is patentable. Lim-
its on business process patentswill probably
come first. The Business Method Improve-
ment Act of 2000 will be debated in the next
session of Congress, and may indicate a
change in direction already. Further, the ef-
fortsto create a worldwide patent organiza-
tion could bring European ideas, such asthe
opposition system, to the United States. This
system alows competing firms to argue
against granting a patent before the patent is
granted. At present in the United States, the
opposition processtakes placein court, after
apatent hasbeen granted, and can be prohibi-
tively expensive for opponents.
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A second likely outcome is the creation of
varying exclusivity periods based on the cost
involved in discovering and devel oping each
product. A pharmaceutical product that costs
$500 million and takes nine yearsto bring to
market requires a much longer period of ex-
clusivity than does a 6-month-old Internet
start-up’s system for online shopping. The
United Statesislikely to follow the example
set by France, which grants patents of various
lengths. When combined with tougher scru-
tiny, granting patents of varying lengths is
likely toresultinasystem of generally shorter
temporary-monopoly periods than today.

Maximizing the
Value of Intellectual Assets
The potential changesin IP regulation in the
next decade could have a profound effect on
businesses—especially those that generate a
large proportion of their profits based on the
temporary monopolies associated with their
discoveries. In no way do these changes im-
ply that intellectual assets will become less
important. Rather, increased competition and
further advances in technology will makein-
novations and intellectual capital even more
important. But the way those intellectual as-
setsaremanaged will require change. Blanket

strategies, such as Microsoft’'s “patenting as

muchaswecan,” will becomelesseffectiveas
| Pregulation becomesmorestringent. Defen-
sive strategies—such as patenting work that
blocks the incremental innovations of com-
petitors—will represent a waste of a firm's
resources aswell. Asthe speed of innovation
accelerates, and product cycles shorten, inno-
vations covered by patents will increasingly
become obsolete before their exclusivity
period expires.

Strategiesthat fully exploit firms' intellec-
tual capital will create value beyond the mo-
nopoly profitsthat thecurrent system provides.
As firms begin to tackle the looming R&D
challenges of the next decade, such asthosein
genomics, they may find that thecostsof devel-
opment reachanew scale—ascaesolargethat
even afirm with atrillion-dollar market capi-
talization and a 20-year patent can't afford to
undertake a project and bring a product to
market. These new breakthroughswill require
the collaboration of many playerswith various
intellectual assetsand capabilities. Itisperhaps
in the way that groups of firms find novel
methods of exchanging their intellectua as-
sets—or building new types of partnerships—
so they can each build incrementally on the
assetsof theothers, that each firm can optimize
thevalue of itsintellectua capital.

—Greg Nemet
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The new consumers will
have their greatest impact
on the supply chain. Not
justintheir traditional role
at the end of the chain
where the retailers distrib-
ute products and services

to the consumers, but all

—

—

Consumers Are
Revolutionizing the Supply Chain

the way up and down
the chain, influencing
every decision that’s
made by every player.
This is truly a momen-
tous revolution—it could
change the locus of deci-
sion making for every
key economic activity.

Like most revolutions,

1

1

this one is about power,
the power to make the
important economic de-
cisions about what is pro-
duced, when it is pro-
duced, and how much is
produced. This decision-
making power is what all
players along the supply
chain struggle for, since
that kind of power leads
directly to strong margins

and higher profits.

—

—~

X
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THE TRADITIONAL SuppLY CHAIN

hesupply chainisthetraditional meansof

tracking the flow of goods through the
production process to the final consumer. In
the broadest view, the supply chain begins
with the growing or collecting of raw materi-
als, movesontotheearly stepsof processing,
then to the manufacturing of parts, and to the
assembly of thefinal product. Oncethe prod-
uct isfinished, it's shipped to thewholesaler,
who movesit to theretail er, who distributesit
to the final consumer (see Figure 87).

A number of organizationshave grown up
alongthe supply chainto help eachlink of the
chainfunctionmoreeffectively. R& D groups
contribute ideas that evolve into new prod-
ucts, for example. Telecommunications and
infrastructure firms provide equipment that

speeds the exchange of ideas. Consulting
firms design new processes. Lawyers and
accountants help ease the burden of running
complex systems. Advertisers build brands
and alert consumers to a range of choices.
Bankers provide needed capital. And logis-
tics and transportation firms link the move-
ment of products along the chain. Although
al of these components add complexity to
the process, al are necessary to ensure that
the chain runs smoothly (see Figure 88).

Power ALoNG THE CHAIN

here were three important shiftsin eco-
nomic decision-making power inthe20th
century. Wedefinethispower astheability to
makethecritical productiondecisions—what
gets produced, where it is produced, how

Figure 87

The Traditional Supply Chain
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much it costs to make, when it gets replaced,
how itisdistributed to customers, and at what
priceit issold.

Early in the 20th century, rea power lay
withtheraw material producers, thesuppliers
of basic materials, and the basic transporta-
tion infrastructure that could deliver bulky
goods to market. The titans of industry in-
cluded Standard Qil, U.S. Steel, Amalgam-
ated Copper, U.S. Rubber, and the New Y ork
Central Railroad. By mid-century, however,
with the emergence of the mass-consumer
market in the 1920s and the post—World War
Il boom, the large makers of branded con-
sumer products—General Motors, Ford,
DuPont, Procter & Gamble, and Coca-Cola—
came to dominate decisions along the supply

chain. Toward the end of the century, as
retailers began using information they gath-
ered from consumers to respond quickly to
product demand, to control inventory, and to
manage their own shelves, the role of the
retailer in making and influencing those key
decisions grew tremendously (see Figure 89
on page 170).

Player by player, each of these supply
chain power shifts moved decision mak-
ing closer to the end goal—the consumer.
Asaresult, today’ sconsumers are coming to
affect more decisionsalong the supply chain,
more directly. What drivers will take
consumers to the next level of power along
the chain?

Figure 88
The Real Complexity of the Supply Chain
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THE DRIVERS OF
CONSUMER EMPOWERMENT

A number of factors are contributing to a
new, more direct role for the consumer
alongthesupply chain. They arefamiliar from
earlier chaptersin this Ten-Year Forecast—
and from earlier Ten-Year Forecasts aswell.

The New Consumer

New consumers—moreeducated, moreafflu-
ent, more infotech savvy—are shaking up the
power structure of the supply chainwith their
particular interests and concerns. These new
consumers are interested in more choices,
more control, better value, wider accessibil-
ity, and greater comfort. They arelearning to

use a variety of information resourcesto in-
crease their ability to influence the system.
Indeed, they are able to utilize new informa-
tion technol ogies such as the Web to search
across much wider selectionsfor the particu-
lar goods they want. They can bypass local
storesto search for brands and productson a
national or international scale. They can
readily find a greater variety of information
describing characteristics of products they
like, and the best ways to acquire them.

As workers, new consumers are learning
the power of information to help make deci-
sions at the office. They are bringing these
| essonsto thedecisionsthey makeasconsum-
ers. Thus, agrowing portion of consumersis
going beyond the product selection they get

Figure 89

Power Shifted Toward the Retailer
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from their favorite stores to search for prod-
ucts all over the world. Not every new con-
sumer conducts this type of intensive search
for every product, but for the items that are
most important to them, consumerswill gofar
afield for information that will help them find
what they want at a price they can accept.

Empowerment from Information

Today, information is more readily available
than ever before, and to more people. Infor-
mation technol ogies enableinformation to be
gathered and processed more quickly, and
sent instantaneously along the supply chain.
In thisway, information about what issold in
the stores moves immediately down the sup-
ply chaintothe producersand their suppliers.
A few decades ago, such information was
power. Firmsthat had the market information
tended to hold onto it to increase their influ-
ence and control. However, it has become

increasingly evident these days that sharing
informationismoreval uableand useful for all
concerned. When information is shared, it
gives product manufacturers and their entire
network of suppliersearly indicatorsof change,
and thus increases the chance for rapid and
quick responses up and down the chain. Shar-
ing information has helped logistics firms
plan more efficient delivery patterns and has
cut back dramatically on the need for large
inventories. In fact, inventoriesin the United
States have fallen by more than one-third in
the past 20 years (see Figure 90).

Newer Production Technologies

Productiontechnol ogieshavechangedaswell.
The most important improvement in the last
century has been the building of scale econo-
miesinthe production process. L arge produc-
tion runs have permitted a series of major
economic benefits—standardization of labor

Figure 90
Dramatic Fall in Inventories
(Inventories as a share of GDP)
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tasks, large capital investments, building up
of large inventories of goods so that continu-
ousproduction could proceed, and rapid flow-
through of product.

In recent years, we have seen technical
improvementsthat have permitted more effi-
cient, shorter runs. Computer-controlled as-
sembly lines have increased the ability to
change production lines quickly; more effi-
cient power generatorshaveallowed el ectric-
ity generation in smaller units and smaller
production plants closer to the consumer;
smaller trucks and automated warehousing
have enabled the delivery of small orders
quickly; and the assembling of goods from a
set of variable stations inside a single plant
has allowed more customizing of products
without losing all the advantagesof scale. All
of these trends have increased the ability of

Figure 91

Slow Growth in Domestic
Transportation Costs

(Annual average fall in costs of moving
goods by air, rail, or highway, and
warehousing costs, 1990s)

Overall Total
transportation price index

Source: Institute for the Future; U.S. Bureau of Labor
Statistics.

producerstodeliver different optionsonfinal
products, such asvariationson operating and
application systems on new computers.

Improvements in Delivery

We are also in the midst of a transportation
revolution. Newer transportation technolo-
gies, better information systems, and deregu-
lation have all acted to open up the transpor-
tation market to new players, to lower the
cost of moving goods, and to speed up the
time it takes to move goods.

The cost of moving goods has been rela
tively steady for along time. If welook at the
1990s, for example, transportation costs of
al types have been growing at a very sow
pace, amost 40% slower thantheoverall rate
of inflation (see Figure 91).

In addition to the decline in the costs of
transportation, there hasbeen an expl osion of
new players and new financing in the logis-
tics field. In the past year, we have seen
successful 1POs by UPS and Deutsche Post,
each raising more than $5 billion for growth
and expansion. Therehasal so been aseriesof
combinations of freight and logistics players
building up firms large enough to afford
complex international support systems. Two
examples are the Dutch Post buying interna-
tional logistics firm TNT and Deutsche Post
taking over control of DHL.

Each of these driving forces—the emer-
gence of the aggressive buying habits of the
new consumer, theempowerment by informa:
tion, the movement of production efficiencies
toward smaller runs, and major improvements
in delivery options—is fueling the growing
influence of the consumer along the supply
chain. The results are transforming the way
businessis conducted the world over.
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CoNSUMERS EMERGING Making Direct Contact

ALONG THE CHAIN One trend that' s helping to transform the sup-

hedirectinfluenceof thenew consumeris ~ Ply chainisthat consumers are buying more
appearing at moreplacesalong thesupply goods outside stores—that is, by means of
chain. Inturn, players along the supply chain consumer direct channels. In the past few de-
are looking for ways to contact these new cades, theshareof total salesoutsidestoreshas
power brokers more directly (see Figure92).  accounted for about 4% of all saes of retail

Figure 92
The Revolutionized Supply Chain
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goods, mostly through mail ordersand mailed
ads, but also through vending machines. That
share of total sales stayed relatively flat for
decades. In recent years, however, with the
rapid growth of e-commerce conducted over
thelnternet, the share of consumer direct sales
has grown. The consumer direct share of total
retail salesreached nearly 5% in 2000, and it
could be as high as 8% by 2005.

Consumer directisplayingadramaticrole
in inserting the consumer into every link of
the supply chain. When consumers buy
through consumer direct channels, they can
dictate where they want to receive products:
a the retail store, home, work, or, in the
future, apickup location. Consumerscan also
dictatedelivery time, rangingfromastandard
of three to seven days, an express of one to
two days, next day, or evenimmediate deliv-
ery, by means of new homedelivery services
like Kozmo and dNet.

Figure 93

More New Consumers in Discount Stores
(Percent of new consumers who shop in discount
stores on a regular basis)
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These remote ordering and delivery sys-
tems that bypass the retail link in the supply
chain open up the possibility of direct con-
tacts between the producers and the consum-
ers. That’ snot what' sreally happening, how-
ever. In actuality, new sets of intermediaries
are appearing in place of the old ones.
New e-commerce Web sites, Web sites con-
trolled by existing retail chains, and new
service delivery firms are all emerging to
provide the link between the consumers and
the products they buy.

Still, these new playersand their new rela-
tionshipswiththeconsumersaremaking many
of the playersfurther along the chain—brand
manufacturers, suppliers, logisticsfirms, and
information database firms—more sensitive
tohow andwhen consumersorder their goods,
andwherethey expect delivery. Thisgrowing
awareness of the needs and activities of con-
sumersistransforming the supply chainfrom
top to bottom.

Seeking Value

The most prominent way that players along
the chain indicate they are adapting to con-
sumer influencesisintheir sensitivity toprice
andvalue. Theva uerevolutionwaslaunched
when Wal-Mart introduced everyday low
pricesonwell-known brandsintheir storesin
the 1980s. This strategy was meant to attract
a broad base of middle-class shoppers who
traditionally shopped for low prices. But by
emphasizing the quality of nationally popular
brands, Wal-Mart was able to attract a broad
range of shoppers. The new consumers soon
learned that they could get a selection of
branded products at low prices at discount
storeslikeWal-Mart, Target,and Toys' R’ Us
(see Figure 93).
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The ability to understand and respond to
consumers’ searchfor valuehasrepercussions
along the value chain. By using direct and
immedi ate transaction data from the consum-
ers themselves, these discount players forced
ashift in power along the chain. Now it isthe
players closest to the consumer, the ones that
can interpret their needs and desires most
effectively, that are in the best position to
dictate both product ordering and delivery
down the chain.

Large discounters, like Wal-Mart and
Kroger, which havelearned to usetransaction
data effectively to control their own product
placement and inventory control, have caused
agenera shift in influence from the branded
product manufacturers to the huge retailers
that can attract alarge portion of theconsumer
market by giving them brand choice at the
lowest possible prices.

Thoseretailersthat attract largenumbersof
consumersthroughlow pricescanthenusethe
power of scale to negotiate even better terms
with manufacturers. This has led to not only
the growing influence of those closest to the
consumer but also to agrowing consolidation
in many retail businesses. Recent consolida-
tions in the grocery industry, for example,
have left four big players—Wal-Mart,
Safeway, Kroger, and Albertson’ s—control-
ling 20% of the market and the top 10 grocers
controlling 40%, both up dramatically from a
decade ago (see Figure 94).

Getting the Timing Right

In addition to getting value, consumers are
interested in getting the products they want
when they want them. Playersalong the chain
that can bring productsto market quickly will
increase their market share, especialy in the

areas where styles change quickly and can
make a difference—such as clothes and
accessories—or when timing is essential—
such as pharmaceuticals and gifts for
special occasions.

The desire of the consumer for quick re-
sponses often forces producers to adjust pro-
duction throughout the chain. Producers of
final branded products must fit intricate new
timing patterns into their deliveries by a host
of suppliers. To meet consumer demand for
speed requiresrethinking entire assembly and
production processesand establishingthejust-
in-time logistics that will makeit all work.

Tailoring to the Consumer

Once manufacturers can make cost-efficient
changes in production runs, companies can
begintotailor productsto the particular needs
of their customers. For small extra charges,

Figure 94
The Great Grocery Consolidation
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clothes can be custom made, for example, the
number of furniture patternscan beincreased,
and options can be added to automobiles.
Companies like Levi's, Dell, Pirelli Tires,
Creo Interactive, Digitoe, Interactive Custom
Clothes, GetCUSTOM, and Customatix are
taking advantage of shorter runs to begin to
allow customers a degree of customization of
the actual products, putting the consumer in
control of important decisionsalongtheactual
manufacturing part of thechain. Customization
is also occurring in financial services, with
companies like BUYandHOLD, FOLIOfn,
Sharebuilder, and elnvesting, al of which
have programs that enable clients to build
their own mutual funds.

In the longer run, companies are likely to
use customization not only to increase
customer satisfaction but also to help elimi-
nate fixed goods inventory, since built-to-
order production decreases cycle order times.

WHERE CouLb THis Take Us?

he supply chain revolution has only just

begun. The increasing influence of new
consumersat every link of thesupply chainis
suretogrow astherevol ution gathersmomen-
tum. Look for:

 Shorter product runs. Shorter product runs
will alow a greater degree of specialization
around a set number of variables. More of the
clothes people buy will be fitted to their
specifications, for example, and more of the
food people buy (or have delivered) will
meet consumers’ individual tastes and
nutrition requirements.

* Local assembly. Moreof thefinal assembly
will take place closer to the consumer so that
information from the consumer can reach the
assembl ersdirectly and tailored products can
get back to the consumer more quickly.

e Smaller batches of raw materials. As sup-
pliesare prepared for shipping aong the sup-
ply chain, orders are likely to get smaller.
With greater variation in colors, styles, and
designs, there will be more movement of
smaller amounts of raw materials and, ini-
tially, processed goods to local manufactur-
ing plants (including varieties of foods to
stores, patterned cloth to cut-and-sew shops,
and furnishings to showrooms).

« Efficient delivery systems. The need to get
small batches along the supply chain more
quickly will lead to the growth of new deliv-
ery systems that can operate quickly in re-
sponse to consumer information and deliver
small batches of goods just in time for final
assembly and delivery. Thiswill come from
building up an efficient information network
that will alow small trucks to conduct mul-
tiple pickupsfrom aset of customerson regu-
lar routes, multiple times a day.

« Materialschoicesby customers. When con-
sumers move past designing products to dic-
tating what types of materials are to be used,
and which suppliers are to take part in the
production of those goods, the next supply
chain revolution will begin. Imagine, for ex-
ample, consumers demanding that only recy-
clable materials be used in the products they
buy, or that only suppliers that employ envi-
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ronmentally friendly practices, or that have
strong family-friendly labor policies, should
be signed on. Although consumers might not
pay apremium for such aright, meeting these
demandsmay very well becomeacompetitive
advantage that will differentiate companies
from their competitors.

Theentire supply chainisadjusting to the
growing power of consumers. Not al of the
old supply chain will disappear, however.
Most production processes will still give a
cost advantageto scale. Wherecustomization
is not important to the customers, they will
always be able to get something cheaper asa
standard product. As a result, standardized
productsthat peopleneed andlike—Cokeand
paper towels—will continue to attract mass-
market buyers. Meanwhile, many consumers
will find that mass-customization—a few
variationsaround astandard—isnice, but not
worth a great deal of extra money. Many
mass-customized products will be quickly
commoditized, bringing only small margins.

There saninteresting drawback that might
arise from this revolution. The complex web
of companies and the growing complexity of
running a just-in-time system may actually
slow the course of innovation. As aresult, it
may be harder for really new and innovative
products to find a niche when all the players
alongthechainarecommitted tomeetingjust-
in-time deadlines. There will be little incen-
tiveto introduce new or unusual products, let
aone give them the time to catch on.

Does the consumer revolution mean that
shakeouts of the supply chain are over for the
near future? Not quite. The one link in the
chain that still has room for extensive
development is the service component of
product delivery. This ultimate value-added
component may again shift the supply chain
in a dramatic way—all the way into the
consumer’s home.

—Gregory Schmid
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