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Dear Professor Anzai,
Ladies and Gentlemen,

| am delighted to be here today.

The remarks | am about to give will mainly deal with
brands and in this context | am going to focus on the
following two aspects:

e  Why are strong brands so important?
e  And: How can brands become and remain
strong?

Let's start directly with the question why strong brands are

SO important.

| am sure some of you have bought a digital camera
recently. It isquite likely that you decided for adigital
camera produced by Canon or Sony. Why did you not buy
another brand instead? (Memo: Marktanteile weltweit in
2004: Canon 17,1%, Sony 16,7 %.)

Or let me ask you something else: Why do so many people
al around the world prefer Coca-Colato any other soft

drink?

And hereis another one: Why is the Apple iPod the most
successful MP3 player on the market right now?

The answer to dl those questionsis one word: brand.

Of course there are many other soft drinks apart from
Coca-Cola. Just to avoid being accused of masked
advertising, | would like to mention Pepsi, another quite
successful brand. The main difference between Coca-Cola
and other beveragesisthat everybody is familiar with this
product. Coca-Colaisaclassic. It tastes the same all
around the world. There are no differences between the
U.S,, Europe and Asia. Whenever someone buys a bottle
of Coca-Cola, he knows exactly what to expect.
Customers can rely on getting the same product at the
same quality all over the world. They trust the Coca-Cola
brand.
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Thisis similar with digital cameras. Have you ever had a
digital camera by a more or less unknown brand? They
might be very good as well. But: Contrary to many other
brands, Canon isthe largest camera manufacturer in the
world and has an excellent reputation for its cameras.
Sony simply is one of the most successful companies for
consumer electronicsin general. Both are very strong
brands. And alot of people believe that their products are
better than others.

My third example is Apple: Supposedly, there are many
MP3 players available that do not cost more than Apple's
iPod but offer more features. But why isit then so difficult
for companies like Creative to challenge Apple' s market
leadership with their products? Creative isavery
well-known producer of sound cards. Apple, on the other
hand, has areputation for setting trends and creating
modern classics.

All of these examples show one fact: Buying decisions are
not based exclusively on rational criteria. Very often,
emotions play an important role. Best value for money,
best product substance or best quality are still issuesto be
considered, but often they are not the top prioritiesin the
decision-making process.

We know that many people are interested in brands. They
are receptive for marketing. Otherwise companies would
not spend so much money on positioning their brands.

Which brings usto avital question: When isabrand a
strong brand?

It is characteristic of strong brands that they
e areauthentic and credible,
e and never disappoint the customer with the
product substance.

In short: Brands are strong if they have developed their
own identity.
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When is abrand authentic and credible?

Let me give you an example from the automotive industry:
A successful volume manufacturer is usually good at
selling alarge number of vehicles at avery reasonable or
even attractive price. There is nothing wrong with that.
Many of these companies make good money with their
strategies and their brands. Just think about a brand like
Mazda. Ok, this brand has been part of the Ford Motor
Company since 1996. But Mazda till is a strong Japanese
car brand. Last year Mazdaincreased its net income by 35
per cent. This year the Mazda brand wants to increase its
net income by 20 per cent.

But why would it be so difficult for volume brands like
Mazda to enter the premium segments from one day to the
next? From my point of view thisis due to the fact that it
is adifferent business. There are much more differences
between manufacturing high-volume and premium cars
than people believe. Successful volume manufacturers
need other strengths than premium manufacturers. | would
say: Probably they would not be able to compete with the
well-established premium manufacturers such as BMW or
Mercedes right away.

| do not mean this to sound arrogant at all. Because it
would be the same the other way around: Premium
manufacturers like the BMW Group in turn would find it
difficult to produce reasonably priced vehicles for the
mass market. | don’t think that we would be able to
compete with successful mass manufacturers here — or that
potential customers would associate BMW or
Mercedes-Benz with lower priced mass products.
Premium manufacturers simply are not experienced in the
mass segments and have not developed certain strengths
needed here.

And that is exactly the point: Each company hasits own
specific strengths. No company can do everything equally
well. Its strengths are based
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e onlong-term business experience,

e  on structures and processes which have
developed over the years,

e and last but not least, on the know-how of the
employees.

Accordingly, each company hasits own identity. It can do
some things better than others. And it is successful if it
focuses completely on its own strengths.

Again and again, you see companies make the mistake of
investing in certain lines of business or of developing
certain strategies which do not redly fit them. They only
focus on what the market demands currently and try to
copy other companies formulafor success even if it does
not correspond to their own strengths. So what they offer
in such a scenario is not what they could do best if they
relied on their strengths.

In these cases, the brand claim does not fit the identity of
the company. Or in other words: The companies do not
have the strengths they intend to give to their brands. So,
to go back to what | just said about the marketing
expenses of companies: If the strengths of abrand and the
strengths of a company do not match, thereis no way to
save the situation, no matter how big your marketing
budget is. Customers cannot be fooled. They have akeen
sense for what is credible and authentic — and what is not.

How strong a brand really is depends on the
implementation of its performance promise within the
company.

The BMW Group, for example, has not become a
premium manufacturer because the premium segments of
the automotive industry are an especialy profitable
business. It is not a decision we have taken deliberately
one day.

We are a premium brand manufacturer because thisfits
our identity. Thisiswhat we can do better than anything
ese. Thisisthefield in which we have devel oped specific
abilities over the years.
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e We stand for engine competence.

e Westand for high-value equipment.

e  Westand for superior quality and workmanship.

e  Westand for innovation.

e Our products offer excellent driving
characterigtics.

e And thanksto our unique flexibility, our
customers get highly customized vehicles.

We have grown into our role.

Basicaly, it isjust like with top athletes. Very few athletes
can do everything equally well. They have atalent for
certain sports and not for others. And in the end, they will
only be successful if they pursue a discipline that matches
their talents. Then they have a chance to win.

Ladies and Gentlemen,

Customers trust a brand if this brand keeps on fulfilling a
certain performance promise over many years. Customers
do not expect a brand to offer everything. Quite the
oppositeistrue: Brands that try to represent everything at
the same time, represent nothing in the end. They do not
have arecognizable or differentiated profile.

One example: Nobody buys aBMW by chance. Our
customers expect our vehicles to meet certain expectations.
We stand for “sheer driving pleasure’. Among other
things, we stand for high product substance and sporty
performance. A customer, who is not looking for this, will
not find the right car at the BMW brand. He will have to
decide for another brand that fits him better.

But no matter whether a customer is looking for sporting
flair or not — he knows this is what the BMW brand stands
for. He knows it because thisis what we have always
stood for. We have never done anything else. Thisiswhy
the BMW brand is a strong brand.
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Strong brands are not created over night. No strong brand
has ever managed to gain customers’ trust with its first
product. Trust in the strength of a brand develops when a
performance promiseis fulfilled again and again. Thisis
what the customer needs to experience.

In other words: The second bottle of Coca-Cola has to
taste as delicious as the first one. The Apple iPod has to be
as convincing as the Apple Macintosh purchased before.
Or: Each BMW hasto offer the same “sheer driving
pleasure* as any other BMW did before.

Also consider your own socia environment in this
context: Maybe some of you have dreamt of studying or
teaching at the famous Harvard University. Why? Have
you ever been there?

Why do so many people believe that Harvard University is
better than any other university? Wouldn't it even be
possible that students and professors here at Keio
University are better?

The reputation of Harvard University is based onitslong
history of outstanding achievements. When Harvard was
founded in 1636, it was the first American university, a
regular college, not better and not more famous than any
other university in the world. The excellent reputation of
Harvard University developed later, over the course of
centuries.

The “Harvard" brand had to work as hard for its reputation
as any company hasto do for its brands. And the reason
why Harvard is considered one of the world’s best
universitiestoday is that it has managed to keep its
strengths at the highest level over the centuries.

Thisis another crucia point: How do brands remain
strong?
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The decisive factor for the continuing strength of a brand
isthe long-term fulfillment of their performance promise —
even when they increase their service offerings or expand.

Let' stake Harvard University as an example once more:

In the course of time, Harvard transformed from a small
college into amajor university. Over the years, the number
of departments and subjects of study increased. Today you
can enroll for amost anything at Harvard. But the
important point is: The quality of education has not
suffered; it has remained on an exceptionally high level.

Harvard has grown, it has expanded — but it has aways
fulfilled its performance promise.

Successful companies do exactly the same with their
brands.

For example, if you take a closer look at the BMW Group
today, you will see that the company has changed alot,
mainly during the last ten years. Thanks to our product
and market initiative, we have expanded considerably. In
the early nineties, we were a company that basically
consisted of the BMW brand and three model series.
Today's portfolio also includes the MINI and Rolls-Royce
brands. And the three model series of the past have been
complemented by another seven.

Whether large or compact cars, the BMW brand has
aways offered sporty vehicles. But in order to get aredly
small car such asthe MINI on the road, you need a
front-wheel drive. Thisis acompletely different vehicle
concept with completely different requirements and
different responses and characteristics. And therefore, we
needed a different brand for that. A parallel reasoningis
behind our decision for Rolls-Royce. Our three brands
complement each other like fields that together form a
chess board.
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The BMW Group has also become much more
internationdl. In the past, we were an automobile
manufacturer with a strong focus on Western Europe.
These days, we are a so strong in North America and here
in Asia. We have established a substantial number of
subsidiaries, one of them here in Japan 24 years ago.

The crucia point in al of thisis: We have expanded, but
we have never expanded in adirection that did not fit our
strengths and our identity.

We have never devel oped a new product that did not fit
the value of our brands. Even if it was obvious that there
was a market potential for a certain vehicle, we only built
itif it was 100 per cent in line with our identity. We know
what makes us strong. We know what our customers
expect. And thisiswhy we forego anything that does not
suit us and would disappoint our customers.

The sameistrue for our market expansion. Every oncein a
while, certain markets appear intriguing because of their
high growth rates. But we are only focusing on the
premium segments of the automotive industry. We know
from experience that the volume segments are the first to
grow, while the premium segments follow later. This
means for us that we have to wait for the right time until
the segments that matter to us start to grow aswell. Then
we will expand into such amarket. If we do not see this
potential, we will not go there. It is not worth it, simply for
being present in most global markets. Thisis not our goal.

In my opinion, one of the most important qualities a
management should have is the ability to look at all the
opportunities and to find exactly those windows of
opportunity that are important for the company and its
brands.



Strong brands can only remain strong if they stay consistent
even in times of expansion. Each company needs to be
aware of its strengths and focus solely on these strengths.
Growth always needs to be based on these strengths.

Ladies and Gentlemen,

Maybe some of you plan to start your own business after
university. Maybe some of you even plan to create a new
brand.

So let me recommend the following:

e Beaware of your own strengths.

e Align your business strategy to these strengths.

e  Stay focused on what you can do best and stay
authentic.

e And: Take your time. As| said, strong brands
cannot be created from one day to the other.

It is definitely not easy to create a strong brand. But
definitely it is possible.

Thank you very much for your attention.



