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“We need to free ourselves from this market share mania. Market 
share should be a means to an end, and not the end itself.”

— CEO of a global market leader

To fi nd the most potent symbol of distress in contempo-
rary business management, you need not comb through 
Chapter 11 fi lings or the testimony at a high-profi le 
fraud trial. Instead, you could examine photographs of 

some middle-aged executives from Michigan to fi nd a small fash-
ion accessory: an embossed lapel pin shaped as the number 29.

Senior executives at General Motors Corporation did not wear 
these pins to commemorate an anniversary, an engine size, or 
the number of new model launches. The pin underscored their 
commitment to a performance target in the highly competitive 
North American market. General Motors wanted a North Ameri-
can market share of 29 percent and focused all of its resources 
to achieve it. When the company fell short of the target, some 
managers continued to wear the pin anyway.

“‘29’ will be there until we hit ‘29’,” said Gary Cowger, president 
of GM North America, in an interview in 2004. “And then I’ll 
probably buy a ‘30’.”

We respect and admire these managers’ ability to motivate such 
a sprawling organization around one simple target and remain 
devoted to that target despite setbacks. That is not an easy task. 
But we count the GM executives among the more prominent 
victims of a misconception that may be as old as management 
thinking itself. The misconception is the fi ercely held belief that 
market share is the most appropriate basis for setting corporate 
goals, managing the corporation, and measuring its performance. 
The “29” pin at General Motors is just one example of the over-
whelming and enduring infl uence this belief can exert on the 
culture of a company.

How This Book Differs From Others

This book marks a clear break with the traditions and teachings 
that have turned the belief in the limitless power of market share 
into today’s greatest management fallacy. We call for a profi t re-
naissance, led by companies in highly contested markets who have 
learned how to redirect all of their marketing efforts — pricing, 
product, positioning, and promotion — toward earning more 
money rather than selling greater volumes.

For decades, managers have heard incessantly from colleagues, 
superiors, professors, and pundits that their salvation lies in 
pursuing and preserving high market share. Consequently, they 
built every aspect of their organization, from strategy and sales 
to marketing and manufacturing, to achieve that goal. Training 
sessions, incentives systems, and war stories from other industries 
helped strengthen their resolve.

Rewarded by their superiors and their boards of directors for 
their market share achievements, managers rarely questioned 
whether they might better serve their company and their own 
career ambitions by doing the unthinkable: abandoning market 
share as their company’s guiding principle for growth. What’s 
wrong with market share as a guiding principle for strategy? 
It’s hard to know where to begin. Its defi nition is arbitrary and 
often misleading. When companies make it the centerpiece of 
their “profi table growth” strategies, it gives rise to cultures and 
behaviors that destroy profi t rather than boost it.

Our call would ring hollow if we could not back up our claims 
and provide a program for change. We argue that companies in 
any mature market — not just the automotive industry — that 
let market share or sales volume guide their actions will fall 
well short of their earnings potential. In fact, the profi ts these 
managers sacrifi ce amount to 1 to 3 percent of their company’s 
annual revenue. Simply put, that means the manager of a $5 
billion business leaves between $50 million and $150 million 
in his customers’ and competitors’ pockets every year as long 
as he clings to the outdated market share dogma. This fi gure is 
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neither a coincidence nor a theoretical estimate drawn on some 
blackboard or crunched on a supercomputer. It derives from the 
real-life revenue-driven turnarounds that hundreds of companies 
have achieved and that form the basis for most of the stories and 
case examples in this book. 

For some companies, the program for change meant more than 
additional profi ts; it meant survival. Undertaking the program 
prevented these companies from taking strategic missteps whose 
consequences — usually unforeseen and massive — would have 
likely started or accelerated their demise.

Armed with evidence drawn from our extensive management 
consulting experience, we feel we can achieve two objectives with 
this book. First, we want to convince you to make profi t your 
primary goal and reinforce that commitment. Then we want 
you to bring your company closer to peak profi t performance by 
undertaking the practical, proven program that forms the bulk 
of this book. That will require courage and patience, but the re-
wards certainly justify the effort.

The program is not designed for the thrill-seeking executive who 
is out to change the world and turn his industry upside down. 
We aim it at the managers and executives in mature markets who 
would like to replace adrenaline with analysis, and replace dogma 
with detail and evidence, to improve their companies’ profi ts. 
This program may not earn you an action-fi gure nickname like 
Chainsaw Al or Neutron Jack. But it will earn your company 
much more money.

We will devote the fi rst two-thirds of this introductory chapter 
to the profi t and marketing malaise that has taken hold of man-
agers in mature markets. The fi nal third of the chapter will give 
an initial overview of how managers can overcome that malaise, 
step by step, by following our program.

Recognize Symptoms of the Profi t Malaise

Well-known phenomena such as global competition, overcapacity, 
and sluggish or declining demand help explain these depressing 
results. These factors will endure, if not intensify, in the coming 
years. One individual company would have diffi culty infl uenc-
ing these external trends. Therefore, most companies in highly 
developed economies will continue to have a serious problem in 
turning a reasonable profi t, unless they take action within their 
own organizations.

What are their reasonable options? Managers undertake three ini-
tiatives, usually in parallel. They cut costs, invest in innovation, 
and change their marketing. Cost cutting is the most obvious 
and widely practiced of the three options because it provides the 
most immediate benefi ts. You will fi nd plenty of books to help 

you do this properly, so we will 
not explore cost cutting in detail 
in this book. We will, however, 
raise a critical question for many 
managers: what happens when 
cost cutting has reached its lim-
its as a source of profi t growth? 
In other words, how should a 
company respond when it and 
its competitors have achieved 
similar levels of productivity and 
enjoy roughly similar cost struc-
tures? A marketing vice president 
at a manufacturing company put 
this problem in context for us: 
“Our products have few advan-
tages anymore. You could prob-
ably call them commodities,” 
he explained. “Competition is 
clobbering us, customers have 
put us under enormous pressure, 
and we’ve done all we can on the 
cost side. What can I do about 
this? What options do I have to 
get higher profi ts?” 

Innovation, like cost cutting, is an essential and continual task for 
any company. No one disputes that managers face the constant 
challenge to innovate to maintain or accelerate the company’s 
revenue and profi t growth, and thus escape from the cost and 
price pressures of the real world. There is just one major problem 
with this approach. Innovation pipelines rarely offer just-in-time 
delivery. The dream of the big breakthrough — and the near 
monopoly status and pioneer returns that accompany it — re-
mains just that, a dream. Creative business models, which are 
just as rare as product and service innovations, require years to 
take hold and offer no guarantee of success. 

A sales manager at a multibillion-dollar global manufacturer 
summed this up by saying that “all this stuff I hear about ‘being 
innovative’ is fi ne. But the products I’m selling are at least ten 
years old, and no one’s going to hand me an innovation tomorrow 
morning. So what am I supposed to do in the meantime?”

As with cost cutting, bookshelves overfl ow with guidance on how 
to manage innovation. This book does not serve as a replacement 
for this type of strategic guidance, but instead serves managers in 
mature markets, who cannot afford to wait for a mythical break-
through product. These managers are acutely aware that the fol-
lowing fi ve conditions apply to them and their competitors: 

s They have made all sensible gains from cost cutting.
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s Most of their revenue and profi t will continue to come from 
established products with relatively fl at market growth.

s The unique edge of most of their products has eroded.

s Competition is fi erce.

s Customers can switch suppliers easily.

These conditions give rise to two fundamental contradictions. 
First, one would expect that once a company has carved out a 
profi table market position, it could continue to grow its profi ts by 
expanding that market position — that is, by increasing its mar-
ket share. That is what the Profi t Impact of Marketing Strategy 
(PIMS) study and the experience curve concept teach. Yet the 
insights and case examples throughout this book will show that 
this expectation is at best dangerous, at worst outright wrong, 
when a company competes in a mature market. The cases in this 
book will demonstrate two crucial points: 

 Better revenue quality and growth, derived from better use 
of their marketing capabilities, is often the sole explanation 
between average and superior profi t performance.

 The superior performers have stopped using market share as 
a means to set goals and measure success. They have focused 
instead on profi t.

We dedicate this book, then, to the forgotten stepchildren in 
companies around the world, the mature products that generate 
the bulk of company sales and “keep the lights turned on.” You 
must change two things to increase your profi ts by the equivalent 
of 1 to 3 percent of your annual revenue. You must abandon the 
market share mind-set in favor of a profi t-oriented one, and you 
must change the way you generate revenue.

Appreciate Why Market Share Dominates 
Managerial Thinking 

Where did this management fascination with market share come 
from? It has many roots. We would like to explain the legitimate 
origins of the link between market share and profi t, how initial 
enthusiasm over this link grew into a management fascination, 
and how an overly simplistic interpretation of the original fi nd-
ings can lead to dangerous and destructive decisions for manag-

ers competing in highly contested markets.

The most widely known root of the market share movement is 
the PIMS study, whose most important fi nding we show in fi g-
ure 1. 

Regardless of whether one defi nes market share by rank or per-
centage, there is a strong and highly signifi cant correlation be-
tween market share and profi t margin. The market leader enjoys 
a profi t margin, measured in the PIMS study as pretax return on 
investment, that is roughly three times as high as the margin the 
fi fth-largest competitor earns. A supplier with a market share of 
40 percent will achieve a margin twice as high as the competi-
tor with just 10 percent of the market. The strategic implication 
could not seem more clear or straightforward: Get market share! 
Long live economies of scale!

A second, slightly older source behind the market share move-
ment is the experience curve. This concept says that a company’s 
cost position depends on its relative market share. A company’s 
relative market share equals its own share divided by the share 
of its strongest competitor. The higher this number is, the lower 
that company’s unit costs should be. The market leader auto-
matically has the lowest costs in the market and therefore the 
highest profi t margin. 

The experience curve and the PIMS study are the grandparents 
of all market share philosophies. Former General Electric chair-
man and CEO Jack Welch became their most famous advocate 
in the early 1980s when he insisted that his company would exit 
any business in which it did not hold the number one or num-
ber two position. 

Interestingly, some subsequent studies questioned the strict re-
lationship between market share and margin. They uncovered a 
much weaker relationship between market share and profi t than 
the PIMS authors did. The deconstruction of the original fi nd-
ings continues to this day. An anthology edited and published in 
the year 2003 by Paul W. Farris and Michael J. Moore provides 
the latest views. The most important question is whether the rela-
tionship between market share and profi t represents a true causal 
relationship or a mere correlation. Support has increased for the 
latter hypothesis. Researchers who have applied modern analytical 
methods to fi lter out the effects of so-called unobserved factors, 
have concluded that “once the impact of these unobserved fac-
tors is econometrically removed, the remaining effect of market 
share on profi tability is quite small.”

 The authors do conclude that “although high market share, by 
itself, does not increase profi tability, it does enable high share 
fi rms to take certain profi table actions that may not be feasible 
for low share fi rms.” That conclusion does not refute PIMS or 
the experience curve outright, nor does it give justifi cation to 
say Jack Welch was wrong. But it certainly calls the universal 
application and relevance of the “market share is everything” 
philosophy into question.

Why do a company’s management and its investors nonetheless 
continue to buy into this “market share is everything” philoso-
phy? The answer is simple: market share, volume, and revenue 
growth are the best indicators of truly sustainable success through 

Figure 1: PIMS showed the correlation between market share and 
profi t.
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innovation. When a company conquers a market as Starbucks 
has done in coffee, observers intuitively assume that continued 
market share growth is good. It suggests superiority, which in 
turn suggests sustainable profi ts. Starbucks deserves the growth 
it has enjoyed and the returns it has achieved. When a company 
has an innovative product or other clear competitive advantages, 
a market share-driven approach is fi ne.

But Starbucks’ competitive situation has already begun to change. 
Dunkin’ Donuts, Krispy Kreme, McDonald’s, and even the gaso-
line station on the corner have begun installing espresso machines 
and offering their own range of drinks. As this market continues 
to mature, how much longer will Starbucks deserve the market 
share growth when it no longer has its sustainable superiority? 

The company’s mission statement lists “Recognize that profi t-
ability is essential to our future success” as one of six guiding 
principles. But the company’s public fi lings make the current 
strategy clear, at least for the retail stores: “Starbucks strategy 
for expanding its retail business is to increase its market share 
in existing markets primarily by opening additional stores and 
to open stores in new markets where the opportunity exists to 
become the leading specialty coffee retailer.”

At some point, the same fi ve conditions of mature markets, listed 
earlier, will apply to Starbucks and its competitors. When that day 
comes, the company will need to abandon its anchor to market 
share and reorient itself around profi t to preserve its premium 
position and the profi ts it allows. We will revisit this issue in 
chapter 2 when we introduced the concept of competition maps, 
using Starbucks and its competitors as an example.

In highly contested markets, managers see a much different 
landscape than Starbucks has enjoyed thus far. Overall volume 
is roughly constant. Marketing efforts from competitors often 
have little or no impact on boosting overall demand. Price cuts 
— within realistic limits — shift sales from one competitor to 
another but likewise have little effect on overall demand. Mar-
ket shares, however, can undergo signifi cant shifts, depending 
on how aggressively the various competitors behave. 

The formula shown in fi gure 2 offers some additional insight into 
how managers view market share. 

If market volume totals $1 billion, a company with a 10 percent 
market share and 10 percent margin will have revenue of $100 
million and a profi t of $10 million. Expanding the market size 
is diffi cult in mature markets. An individual fi rm can do little in 
this regard. Expanding margins offers more promise. Margin is 
the difference between unit price and unit cost. Cost cuts would 
make a direct and complete contribution to higher margins, but 
as we said before, most companies in mature markets have al-
ready made most or all of their reasonable cost cuts. This leaves 
pricing as a highly effective and often neglected profi t driver that 
we will spend much of this book elaborating on.

Any increase in market share would have a linear (and thus 
strong) effect on profi t. If the company we just described doubled 
its market share from 10 percent to 20 percent, it would double 
its profi t. An individual company may not be able to infl uence 
overall market volume, but it can certainly infl uence its own 

market share through a variety of initiatives. These can include 
additional advertising, sales force expansion, promotions, and 
price as well. This representation may be somewhat oversimpli-
fi ed, but market share tempts managers as a Pandora’s box for 
solving their profi t problems, because they focus on revenue for 
revenue’s sake, rather than using these very same initiatives to 
increase their profi ts. 

Make a Clean Break With 
the Market Share Culture 

The heading of this section is easier said than done. While aca-
demic researchers toiled behind the scenes to test the PIMS hy-
potheses further, business schools initiated thousands of MBA 
students into the market share cult. Those who earned their 
MBA degrees in the 1970s and 1980s — and who soaked up the 
philosophy in its freshest, most concentrated form — now hold 
C-level positions. The crowning moment in the spread of mar-
ket share fascination came with the Internet wave. In the years 
of Internet and e-business hype, the only metrics that mattered 
were sales growth, market position, market share, and the absolute 
number of customers. Had you dared to breathe the word profi t, 
managers would have stigmatized you as “old economy.” 

The Internet bubble popped, but don’t believe that it also washed 
away managers’ memories. Many of these misguided pursuits — 
such as more market share, more customers, and more revenue 
growth — have not only remained in place, they have become 
entrenched. Anyone who loses market share — or even considers 
doing something that puts it at risk — is asking for serious trou-
ble in most companies. You can expect a sharp, even malicious 
response from the press, analysts, shareholders, your colleagues, 
and even local authorities if you make this suggestion. 

We witnessed this problem fi rsthand at a premium automobile 
manufacturer we’ll call United Motors Corporation (UMC) for 
short. The company’s head of sales noted with resignation that 
“when we are honest with ourselves, it’s clear that we just pay lip 
service to profi t goals and targets. If our profi t falls by 20 percent, 
nothing happens. If our market share falls by even a fraction of a 
percentage point, heads roll. And everybody knows it.”

The same undercurrent ran through a presentation we made at 
the headquarters of an Asian consumer electronics company, 
whose pretax profi t margin consistently came in under 5 per-
cent in recent years. The company could not blame the perfor-
mance on global competition and price pressures when its lead-
ing competitor, Samsung Electronics, earned a pretax margin of 
over 15 percent. In the course of the discussion, it became clear 
that this company could best improve its margins quickly by 
raising prices and scaling back its generous discount and rebate 
programs with retailers. 

“But that would mean we would lose market share,” one manager 
said. The room went silent. We had touched a taboo subject. An 

Figure 2: Additional insight into how managers view market share.
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Many companies have exhausted 
their potential for cost savings and 
have no innovations on the way. This 
means they must turn their attention to 
the mature products to improve their 
profi ts. 

intentional loss of market share would be unthinkable for most 
Asian companies, even if the company earned higher profi ts. 

We know from our experience that no one enjoys losing market 
share. We risk making enemies at the start of a consulting project 
when we raise the possibility, even implicitly. One client, in fact, 
told us straight up in our fi rst meeting that “if your recommen-
dations mean we will end up losing market share, don’t bother 
buying a plane ticket back down here.”

Market share remains a widespread and infl uential performance 
indicator, internally and externally. Successfully making the men-
tal shift from a market share focus to a profi t one involves over-
coming not just philosophical resistance, but cultural resistance 
as well. Companies that have relentlessly pursued market share 
growth or preservation inevitably have one of two entrenched 
corporate cultures: aggression or acquiescence. 

The culture of outright aggressiveness in the marketplace is more 
common. Overly ambitious market share goals — often combined 
with a neglect of profi t orientation — induce aggressive actions 
that in turn provoke equally or even more aggressive reactions 
by the competitors. U.S.-based carmakers embarked on this 
path in the summer of 2005, when Ford and DaimlerChrysler 
felt compelled to match General Motors’ “employee discount” 
program with even more attractive, similarly named programs 
of their own.

A culture of aggression within 
mature markets spawns price 
wars and profit destruction 
on a grand scale. Fortunately, 
a growing number of recent 
management books condemn 
this kind of aggressiveness. 
Notable is the best-selling and 
widely praised Blue Ocean 
Strategy. While this book — 
in contrast to ours — focuses 
primarily on new products and 
new business models, it con-
tains a similar message: that 
peaceful competition is a reasonable, rational form of behavior. 

Openly aggressive companies take destructive actions to gain 
share from competitors, while acquiescent ones take destructive 
actions to preserve market share positions. These companies 
train their sales and marketing teams to make concessions (bet-
ter value, lower prices) whenever the customer makes a threat to 
take business elsewhere. The compulsion to hit a market share or 
volume target leads them to surrender to demanding customers, 
who often determine the course of negotiations and set the terms 
themselves. A culture of acquiescence results when a company 
does whatever it takes to retain business. The ultimate sin in this 
culture is to lose a customer and, thus, market share. In this case, 
companies essentially cede strategic control of their business to 
their customers, who gain the prices, terms, and conditions they 
want. Even when managers know that customers might be tak-
ing advantage of them in this manner, they feel reluctant or even 
powerless to change the situation.

A culture of acquiescence is most common in industries with 
large, concentrated customers, such as the relationships between 
automakers and their suppliers or between national retailers (Wal-
Mart, Target) and their suppliers. But we also observe these cul-
tures in service industries such as telecommunications, banking, 
or software, where parties negotiate most of their transaction 
prices and sales teams enjoy liberal negotiating leeway. Customers 
can essentially dictate their own conditions because the supplier 
fears antagonizing them or ultimately losing the business. 

Our body of evidence derives primarily from our experience in 
helping over fi ve hundred companies around the world increase 
their profi ts under the confi ning, often disillusioning conditions 
that a mature marketplace seems to impose on them. That ex-
perience has shown us how much additional profi t companies 
can achieve if they abandon their aggressive or acquiescent ap-
proaches. It has also revealed what resources managers require 
to pursue the program in this book, and why they can expect a 
rapid payback if they remain true to it. 

Learn How to Focus Your 
Marketing Efforts on Profi t

The methods and techniques described in this book address 
the revenue side of your business. We are not cost cutters. The 
key issue resolved in this book is, how does a manager in a ma-

ture market alter his or her 
marketing mix to achieve 
better revenue quality and 
thus a sustainable increase in 
profi t? Companies now must 
apply the same energy, intel-
ligence, and commitment to 
the customer-facing side of 
their businesses. 

Summary

The profit malaise is pan-
demic. Many companies have 
exhausted their potential for 
cost savings and have no in-

novations on the way. This means they must turn their attention 
to the mature products to improve their profi ts. 

What prevents companies from addressing this need is the mis-
guided yet widely held belief born in the 1970s and preached to 
thousands of managers around the world: the power of market 
share as a profi t driver. A cultural shift is long overdue. In this 
book, we challenge this market share creed and offer a more 
profi table alternative.

Reprinted by permission of Harvard Business School Press.  Ex-
cerpted from “Manage for Profi t, Not for Market Share: A Guide 
to Greater Profi ts in Highly Contested Markets.”   Copyright 
2006 Hermann Simon, Frank F. Bilstein, and Frank Luby; All 
rights reserved. 




