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Project 225

Executive Summary

This case study deals with the new product development of the first triple-bladed razor,
MACHS, launched by the U.S. company and market leader Gillette in 1998 in the U.S. market
for male wet shaving products, which can be classified as the personal care or grooming
segment of non-cyclical consumer products. MACH3 had been developed for almost a decade
under the umbrella of impressive security efforts and competed in the premium segment by
delivering significant superiority in terms of technological advance. Gillette’'s main
competitor Schick had just 6 months ago launched it’s new razor Protector.

The key features of MACH3 are a progressive alignment and the three DLC blades, which are
harder and thinner than the steel products on the market at that time.

By early and extensive customer integration in the development process and marketing and
price planing Gillette ensured that this product will meet customer needs and eventually be
successful. The product was with a total of $750 R&D cost the biggest investment in the
history of the company. The investment payed off. MACH3 was the most successful product
in the long tradition of shaving innovation of Gillette.



1. INTRODUCTION

1.1 MACH3-Triple-Blade Razor

“ Everyone has something to say about shaving.” Terry John, Head of R&D*

The forerunner of modern razors traces back to the early 19" century (Encyclopaalia
Britannica 2004).? In 1903 the first modern safety razor was introduced by King Camp
Gillette. A year later Boston based Gillette Safety Razor Company, founded in 1901, receives
the first U.S. patent on the safety razor (T-shaped/double-edged) selling 90,000 razors and 12
million blades (Gillette 2004). The key success has been considered the idea of completely
disposable blades. (App. 1)

Ever since, Gillette practised exemplary product innovation according to the claim “ If there's
a better way to shave — and we believe there is— we will find it.” (Mike Cowhig, Senior Vice
President of Manufacturing and Technical Operations)®

With MACHS3, Gillette introduced for the first time a three-bladed razor of significant
technological advance. Key feature is the special progressive alignment of the blades which
are covered with diamond-like carbon coating. The blades are thinner and harder than any
before (Morris 1998).

At the heart, shaving products are grooming products to remove unwanted hair. MACH3
proposes "a closer shave in fewer strokes with lessirritation.” (Darman John, Vice President
Gillette) Facial grooming is of interest to almost every man, more or less frequently, deeply
embedded into culture in both ways, regarding the habits, routines and also in terms of gender
specific identification (masculine attractiveness). Men mainly prefer a close, comfortable and
safe shave.

1.2  Background tothe Product

1.2.1 Thelaunch company and itsindustry

Gillette is a global player in the sector of non-cyclical consumer goods with its industries in
personal and household products. (App. 2, 3) The company is divided into five major business
segments, that are Blades and Razors, Duracell, Oral Care, Braun and Personal Care.

Gillette is world leader in grooming, alkaline batteries and manual and power toothbrushes.
According to Interbrand, Gillette was in 2001 the No. 18 of the world' s most valuable brands

Stein (1998)
View historical products at the online museum: http://www.creekstone.net/razors/
Stein (1998)



with a brand value of $ 15,894 MM in 1999, in comparison to brands in the personal care
segment such as Colgate, representing a value of $ 3,568 MM, or Kleenex accounting to $
4,602 MM (Interbrand 2001). (App. 4)

In 2003, the Blades and Razors segment accounted to 42 percent of total net sales and 68
percent of total operating segment profit from operations (Reuters 2004a). Gillette employs
29,400 employees, controls 32 manufacturing operations in 14 countries and distributes it's
products in 200 countries with total sales of 9,25 billion (42 percent from shaving products)
(Gillette Annual Report, 2003; Hoovers 2004).

Back in 1998, Gillette's sales were $10.1 billion (25 percent from shaving products), selling
27 million razors, 11 million batteries, four million writing instruments and one million
toothbrushes a day, operating 62 manufacturing facilities in 25 countries, employing over
43,000 worldwide (McWhirter 1999, Canedy 1998).

In the blades and razor market, the company drives growths by ‘leveraging its technological
leadership position’ by constantly product innovations and leading-edge brand marketing
(Gillette Annual Report, 2003). Since the invention of the safety razor in 1901, “ Gillette has
built a corporate culture around finding better, more lucrative ways to remove unwanted hair
(...) For much of this century, Gillette was as much a part of the American lifestyle as
Campbell Soup and Coca-Cola. The first televised baseball game in 1939 featured ads for
Gillette razors.” (Rifkin 1999, p 2) Technological advance also reduced the threat of
substitute products. For instance, while Gillette faced the risk of substitution of their razor
blades in the early days (Atra, Trac I1) , the technological advance of it’s Sensor razor blades
was harder to copy (Hammonds 19990).

Recently competition increased due to new premium entries and the acquisition of Schick-
Wilkinson Sword by the Energizer Holdings Inc. in March 2003 (Gillette Annual Report,
2003, p 8, 22; Energizer Holdings 2003a). Gillette sells its products in major markets whether
directly to retailers or to wholesalers. Occasionally distribution is done by local distributors or
sales agents. Gillette's largest customer is Wal-Mart Inc. represents 13 percent of net sales in
2003 (Gillette Annual Report, 2003). The company faces increasing retail trade consolidation
and increasingly depends on key retailers with growing bargaining strength and changing
requirements in terms of declining trade inventory levels, shelf space conditions etc. (Gillette
Annual Report, 2003).

The razor industry is highly concentrated, consisting of only a few global and diversified
packaged consumer goods manufacturers. Gillette and Schick-Wilkinson Sword represent the



two key players, followed by smaller companies such as BIC or American Safety Razor
Company (Prior 2004). (App. 5-7)

The second largest manufacturer, Schick-Wilkinson Sword, operating in over 80 countries,
with 18 percent of the global wet shaving market share is in this business for over 75 years
(Energizer Holdings 2003). For instance, in 1926 Schick invented the Magazine Repeating
Razor, in 1931 Jacob Schick firstly manufactured successfully electric razors in the U.S.
(Encyclopaadia Britannica, 2004a, Schick 2004). Attracted by profitable margins, growing
sales, loyal customers and a highly concentrated industry, in 2003 Energizer Holdings
acquired Schick-Wilkinson Sword. (Energizer Holdings Annual Report 2003). London based
Wilkinson Sword manufactures razors since 1898 (Schick-Wilkinson Sword 2003). Energizer
Holdings distributes brands such as Energizer and Eveready to over 150 countries (Hoover
2004).

Société BIC is a French company, manufacturing its highly available pens, lighters and
shavers (since 1975), that account for 19 percent of its revenues. In 1975 the company
introduced the first one piece shaver. BIC's products are available in over 160 countries,
mainly distributed in stationery stores, tobacco shops, drug stores, supermarkets,
hypermarkets, and office supply stores. (Hoover 2004)

In contrast, American Safety Razor, is mainly operating in North America, with brands such
as Bump Fighter, Burma-Shave, Flicker, GEM, Tri-Flexx. The company was founded in
1906, producing single-edge blade safety razors and offers these days a variety of value-
priced brand-name and private-label shaving products. Additionally American Safety Razor
manufactures soap products, and specific industrial and medical blades (Hoover 2004).
Apparently the most important channels for shaving products are retailers, supermarkets but
also new channels such as convenience stores and increasingly online shops (feasibility of
forward integration — direct sales by manufacturer), especially for blades as it is easy to ship
them. Regarding the retail chain, it can be argued, that similar to Coca-Cola, Gilletteis such a
strong brand that retailer cannot afford to not have it. The costs for raw material can affect the
general high margins.

1.2.2 Malewet shaving U.S. market for razor and blades

The market which forms the focus of this essay is the U.S. market for male razor and blade
products, which can also be referred to as the male wet-shaving market. The shaving market
in general can be classified into non-cyclical consumer products and more in detail into



grooming products or personal care products. This essay excludes shaving preparation
products, such as shaving cream, after shave, etc.

In 1999 the global razor and blade market accounted to $7 billion (Kahn 1999). The U.S.
market for razors and blades accounted to $ 1.5 billion — two-third of that were controlled by
Gillette (Canedy 1998). In contrast Schick-Wilkinson Sword only accounted to ca. $ 750
million sales globally and a U.S. market share of 15 percent in blades and 30 percent in razors
(Symonds 1998; Levere 1998).

In the 70s and 80s cheap throwaway razors became popular hitting Gillette sales of the more
expensive cartridges. Gillette lost market share especially to disposable products from BIC
(Hammonds 1990; Hopkins 2003). In reaction Gillette launched its own disposable razors,
such as Good News! (Lukas 2004). However with the launch of Sensor in 1990 Gillette
marked a strategic turn in concentrating on the profitable premium and comfort shave
segment (Rifkin 1999; Hammonds 1990). In this segment Gillette’s major competitor was
Schick, successfully driving the market with two product launches since Gillette's Sensor
Excel in 1993 (Morris 1998). Especially Schick’s introduction of the Protector early in 1998
seriously threatened Gillette' s market share (Canedy 1998).

According to Gillette, in 2000, 94 million men (15 years and older) which represent 90
percent of the U.S. male population remove hair. U.S. men shave 5.33 times/'week and 24
times a month. 68 million men use blade and razor, spending on average $ 22 for shaving
products per year (Gillette 20044a).

Shaving is connected to perceived values such as attractiveness and comfort. The results of a
survey conducted by Gillette in 2003 suggest a major impact of woman on men’s shaving
behaviours (Gillette 2003). Functionally, consumer testing in the run-up to the MACH3
clearly identified certain key reactions in men while shaving, that are time-consumption, skin-
irritation and often discomfort, while a single shave on average involves between 100 and 500
strokes (Rifkin 1999).

“ ... 1t seems likely that products such as razors, blades, deodorant, and shaving cream are
judged primarily by how easy they are to use and how well they work at a functional level.”
(Peter, 1999, p 373)

The relation of shaving to men’s culture affect shaving as a ‘morning ritual’ as well as
broader issues, such as gender and self identification (sex appeal) or the beauty ideal. It is
likely to expect most users emotionally experiencing their first ‘wet shave’. However thisis
likely to affect mainly segments of younger consumers and might change over time.
Consumers show a high loyalty to shaving products (Peter 1999).



1.2.3 Themajor competitor offerings

Table1l- MACHS3 Features

- First shaving system with three progressive aligned blades

- DLC (Diamond Like Carbon) blades two/three times as hard as steel; much thinner

- Indicator™ |ubricating strip with vitamin E provides skin benefits to address
irritation

- Forward pivot - for a closer, more comfortable shave

- Ergonomic design, etc.

The three blades in combination with

Img. 01 —Triple Blade

the progressive alignment are the
hallmark of the MACH3' s competitive
advantage. At this time, none of the
competitive products could compete on
the thinner edged DLC blades, that are
6-times harder than steel (Heckman

1999). The product performance results in shortening shaving due to fewer
strokes, easier use (less drag and pull) while bringing about a closer shave.
Little improvements, “the tiny springs and metallurgical manipulations’,
are not visible to causal consumers. (App. 8) The patents for all
improvements Gillette made amount to 35 (Hine 1998; Stein 1998).
Features such as a good grip handle, lubricating strip, flexible head have
been matched by the products on the market. According to a survey
among 264 users these features do help “ make shaving easier and more
comfortable.” (Choice 2002)

Applying the ‘Means-End Model of Consumers Product Knowledge' to
shaving products, the values ‘Feel well groomed — attractiveness and

‘Comfort, Convenience, Safety’ have been considered to be relevant to | Img. 02,
Progressive
Alignment

consumer purchase decision as these are the higher-means in the product

relationship. The fulfilment is based on the interplay of the various features
(Peter 1999). (App. 9)



The products of BIC show, that the feature lubricating strips was already common among the
disposable razors.

In the premium segment, MACH3 mainly competed with Protector of Schick-Wilkinson
Sword, that had been launched six months before by the Warner-Lambert Company. The
company had recently focused on the target segment 18 to 24 advertising its products in 1997
with $ 100 million given to three razor products (Elliott 1997). While in the first 10 months of
1997 both companies spend almost the same money on advertising (ca. 30 mill.), Schick
launched with Protector the largest advertising program of the company with a global budget
of 100 mill. promoting its razor with the good “feel of smart design” (Levere 1998). Until
Schick-Wilkinson Sword launched its Protector 3D Diamond in 2000 (combining diamond
coated blade technology with the three dimensional flexible head of the Protector) and its first
triple blade razor XTreme3 in 2001 the MACH3's performance was not met by any
competitive products. (App. 10 — 14)

The American Safety Razor Company does not provide a history line of products with
detailed dates of the product introductions. The company mainly offers the razor system
product lines Acti-Flexx, Burma-Shave (value brand) and disposables such as Comfort Touch
(American Safety Razor 2004, 20043).

“A major reason for Gillette's successes was its ability to develop products with superior
product attributes that consumers perceived as linked to important, self-relevant
psychological consequences and perhaps even values.” (Peter, 1999, p 88)

20THE DEVELOPMENT AND LAUNCH

“We do the far-out stuff, ...” Terry John, Head of Gillette’s British R&D Team*

2.1 MACH3 New Product Development

At Gillette, new product development builds on long experience and tradition with highly
advanced processes, market research and customer integration. It’'s part of Gillette's strategy
to always look for better ways of shaving and replace current products with newer technology
advances (Crawford 2003). (App. 15) The new product development of MACHS3 took almost
adecade of highly advanced engineering under the umbrella of an extreme security. (App. 16)
During the early days the project was referred to as Project 225 (Anonymous 1999). More

4 Stein (1998)



than 500 top scientists and engineers were involved in the first breakthrough innovation since
the 1960's in the Gillette's research labs in Reading, England. This project was under way
before even Gillette's Sensor Excel was introduced into the U.S. market (Stein 1998). The
first ‘Manx’ prototype already existed in 1992/1993 and did well in testing, even without
having yet the new blade technology (Symonds 1998, Rifkin 1999). The product design was
completed two years later (Crawford 2003).

In 1995 that CEO Alfred M. Keien approached the board to develop the MACH3, which was
the biggest capital investment the company ever did (Symonds 1998). The development and
tooling costs amount a total of 750 million USD (Symonds 1998). The company needed to
develop an entirely new manufacturing process and set up the new facility in Boston that can
turn out 600 cartridges a minute (Symonds 1998, Heckman 1999). Gillette' s engineers already
investigated in the 70’ s a three-bladed shaving system, however, the third blade increased skin
irritation. The special positioning of the blades and the position of the pivot point at the
bottom instead in the middle of the cartridge finally solved this problem. In addition new
metal technology enabled the production of thinner and harder blades. However theses
advances lead to dignificantly higher costs, which put Gillette into a difficult situation
(Crawford 2003).

Applying the technology to Sensor would have cost less, and taken advantage of 400 Million
razor handles already sold (Symonds 1998). Finally, with strategic foresight, Gillette
committed to produce the MACH3 instead of trading-off the performance advance by going
for incremental design improvements to the predecessor Excel Sensor.

During the development process, not only the technological part (MACH3 was covered by 35
patents) was worked out, but also endless customer feedback loops and market research inputs
were integrated in the innovation process. MACH3 was tested with more than 5,000 men in
the U.S. and Europe. With another 5,000 men Gillette tested it's advertising and pricing
strategy (Castleman 1998, Morris 1998, Business World 1999). It was crucial to find out how
the new razor performed against it’s competition, which price premium Gillette could ask for
and how to communicate the value to the customers and matching estimated sales with the
required manufacturing capacities. (Rifkin 1999).

Their market research indicated it takes 100 to 500 strokes a shave, often over the same spot
again and again. The results suggested shaving appears to men around the world as a) time-
consuming b) irritating and c) often unpleasant. In light of that, Gillette stroke for ‘a close,
clean, conmfortable shave without nicks and cuts'.
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Gillette worked two years to formulate the value statement (‘A closer shave in fewer strokes
with lessirritation’), incorporating many meetings and focus groups. For instance the naming
process included thousands of interviews around the world and took one year starting in July
1995 (Rifkin 1999).

Gillette a'so employs continuously it’s own ‘shave-in-plant program’ where employees shave
their left side of their faces with a different razor than the right side of their face and than tell
their preferences (Stein 1998).

It has actually been considered that Gillette at the time of the launch of MACH3 probably
already had the next shaver in the development pipeline (Stein 1998, Rifkin 1999).

“... the efforts were so secretive that the directors, including billionaire and major
shareholder Warren E. Buffett, were not allowed to see the product until nine months before
itslaunch.” (Stein 1998, Rifkin 1999)

2.2 The product launch and marketing strategy

"Gillette. The Best A Man Can Get." Gillette (1998)

After incredible efforts to keep MACHS3 a secret during the product development MACH3 was
firstly presented in April 1998 at New Y ork’s Hudson Theatre in the Millenium Broadway Hotel
to more than 100 journalists (Anonymous 1999a, Canedy 1998). Part of Gillette's strategy was
to keep MACH3 a secret not generating any media coverage until Gillette broke the story just
before the launch. In combination with the careful timing of the news release Gillette
generated high interest among the media (Anonymous 1999a). The timing was also set before
CEO Mr. Alfred M. Zeien retired in April 1999, hence Gillette took advantage from his high
ability to communicate to investors and the company (Jain 2004:28, Canedy 1999).

"The elements of the marketing plan were strategically timed to create a peak of coverage and
awareness at the time of retail availability and leading up to worldwide product distribution.”
(Anonymus 1999a)

The global roll-out started in the U.S. and Canada on 1% of July with a widespread retail
availability in August 1998 and was intended to reach distribution in about 100 countries in
the following 14 months (e.g. Western Europe 1% of Sep. 1998) (Canedy 1998, Gillette 1998).
In comparison, it took Gillette 5 years to reach the same level of distribution with Sensor
(Crawford 2003:296). Mach3 was introduced throughout the U.S. on the same day. On
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purpose Gillette run down stocks of Sensor/SensorExcel ahead of the launch, cannibalization
was intended indeed (Jain 2004:28).

Gillette budgeted 300 Million Marketing expenses for the first year of the global launch, from
which 100 were spend only in the U.S. (Gillette 1998). According to Robert King, Executive
Vice President, $200 Million were globally allocated to advertising and $100 to promotion
and consumer oriented activities (Castleman 1998). The marketing program was the largest in
the companies history (Gillette 1998).

The launch was executed with ‘almost military precision’ while the communications
especially needed to promote the superior value proposition across diverse customer groups
(systems/disposable users, low/high income users, etc.) (Rifkin 1999). Among other things,
Gillette's strategy has been considered to ‘not sell more razors but to sell more razor’ (Hine
1998).

BBDO Worldwide, New Y ork, Gillette's creative agency, was early integrated in the MACH3
marketing planning process, as first meetings took place in 1994. Historically, Gillette's
campaigns were related to sports through advertising and sponsoring in the 40s and 50s
(Lukas 2004).

The agency was already involved in the development for Sensor and came up with the theme
‘Gillette: the Best a Man Can Get’ in the late 1980's (Rifkin 1999). The Media Mix included
TV commercials, Radio, Print (leading magazines, every major newspaper), Outdoor (P.O.S.)
and for the first time a substantial internet presence (Gillette 1998). Because of the intended
global launch, all marketing and advertising was based on the same campaign, which was just
minor local adjusted. Also the packaging, point of sale and other promotional material needed
to be the same (Rifkin 1999). (App. 19)

15-second ‘teaser’ TV commercials were broadcasted in August 1998 and followed by 60-,
45- and 30-seconds spots ‘depicting a pilot breaking each successive "Mach" barrier,
accompanied by a sonic boom' (Klahr 1998, Gillette 1998). (App. 18) The commercial ams
at stressing the dynamic of the technological advance, while educating about the product
benefits.

The Internet presence encouraged consumers to learn more about MACHS3 in an interactive
environment (Gillette 1998). Users could attend a lottery, learn more about the product, give
feedback via an online questionnaire or explore the Gillette world (Gillette 1998b). Gillette
did only very limited free sampling of about 2,000 razors, compared with 25 Mill. for
Sensor/Sensor Excel (Klahr 1998).
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In addition, Gillette developed an advanced interactive and three-dimensional CD-ROM sales
presentation, which could sales people customized according to their needs (McWhirter
1999). "The 3D graphics with music and explanations about the design and benefits sold the
presentation. It served to excite our retailers about the specific technical advances of Mach3."
Paul Prebil, Director of Sales for Gillette®

Mach3 was priced at a price premium of 35 per cent to its predecessor Sensor Excel. Retail
price for a razor set (razor, organizer and two cartridges ) was $6.49 - $6.99, with four
cartridges ranging between $6.29 - $6.79 (Gillette 1998, Stein 1998). In contrast, when Sensor
was launched, it was priced below Atra and Trac Il with only cartridges priced with an
premium of 25 per cent (Hammonds, 1990). That was the most aggressive price hike Gillette
has ever attempted for a new razor, and it comes at a time when most consumer-products
companies struggle to pass on even single-digit increases (Symonds 1998).

According to Gillette the blades were designed to last longer, which moderates the price
premium to 5 to 25 percent, which by the way also entailed the risk that blade consumption
dropped more than expected (Morris 1998, Symonds (1998). In addition, changes in the size
of the packages for cartridges to 4's and 8's instead of 5's and 10's the resulting increase per
pack was only 13 percent (Castleman 1998).

In 1999 Gillette launched a $ 100 Mill. follow-up campaign ‘Wake Up’, which built on the
previous ‘Break Through’ TV commercials showing “three men in different parts of the
world waking up to the sound of a jet breaking the performance barrier, urging themto shave
with MACH” in 30- and 15-second TV spots, which started again during the Final Four in
March and until the end of the year (Symonds 1998). All in all, since introduction Gillette
broadcasted several TV commercials (TV Commercials).

2.3Market response

“The MACHS, with its breakthrough technological features, outperformed all other razors,
making it the most significant men's shaving product since the first twin blade razor, Gillette
Trac 11, was introduced almost 30 years ago.” (Rummell 1999)

In June 1999, Gillette captured 72 percent (highest share since 1962) (Symonds 1999,
Anonymous 1999b) of the $7 billion worldwide razor and blade market, which has grown 11
percent in the last year and 70 percent of the U.S. razor and blade market (adding 3.7 percent)
(Neff 1999), which has grown by 21 percent, since the introduction of MACH3 (Symonds

° in: McWhirter (1999)
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1999, Anonymous 1999b). The companies shares have increased by three percent during the
same time (Canedy 1999a). MACH3 became the top-selling razor and replacement blade in
every country where it is sold-in North America and Western Europe (Neff 1999, Heckmann
1999). Gillette’'s 2003 global dollar share grew by one-half point to a record share of 72.5%.
In 2003 the MACHS3 product line captured 28% of the global blade market (Gillette Annual
Report, 2003, p 26).

In June 1999, MACH 3 has gained 13 percent of the global market (Canedy 1999a). MACH3
generated 15 percent market share in the U.S. after 6 months (50% of the razor market value
in 12 months) (Rifkin 1999, Anonymous 1999b). Interestingly, sales for all of Gillette's
shaving products in the United States increased by 30% (in comparison to the same period the
year before). One might argue, “the excitement about the MACHS3 is boosting sales of
Gillette's older shaving systems as well.” (Heckmann 1999)

The MACH3 was the most successful new product in the history of Gillette, generating more
than a$ 1 billion in sales in only 18 months, selling 15 million razors in the first year in the
U.S. and 900 million cartridges and 100 million razors in the first 18 months world wide
(Kahn 1999, Anonymous 1999b). With $ 68 million sales in blades and $ 60 million sales in
razors in six months MACH3 generated sales that took Sensor two years (Rifkin 1999). In
comparison, since 1990, Sensor sold 8 hillion cartridges and 400 million razor handles
generating $ 6 billion in sales (McWhirter 1999, Morris 1998). MACH3 quickly
outperformed Sensor Excel’s sales by a 10 to 1 margin, and has been considered ‘the top-
selling razor in the US every month since launch’ (Anonymous 1999b, Heckman 1999). (App.
17) As Gillette was already the market leader before the launch of the MACHS3 it was
especially important to get existing customers to upgrade their products. According to John
Darman, leader of the MACH3 marketing team, “ three of four men who tried Mach3 are still
using it.” (Neff 1999)

According to Gillette' s annual report from 2003, MACH3 “ is used by one in every three men
in North America and one in every four men in Europe.” MACHS sales are larger than the
entire franchises of the competitors Schick and BIC combined (Gillette Annual Report, 2003,
p5).

The launch gained alot of interest by the media, which generated about 2,000 different media
placements through public relations (not advertising) within the first six months (Anonymous
1999a). According to John Darman the story generated globally in the first year 1.6 billion
media impressions of free publicity (Neff 1999).
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In 1998, Gillette was rewarded with the ‘Grand Edison New Product Marketer of the Year
Award’ by American Marketing Association (Heckman 1999).

As aready practiced with Sensor, Gillette managed another time the challenge to move
consumers “ to value shaving comfort over price.” (Hopkins 2003)

3. ANALYSISOF THE MACH3's SUCCESS

The introduction of MACHS3 has clearly been a great success, which goes back on the perfect
interplay of the various activities of an long-range and integrated development process with
exemplary marketing execution.

Razors and blades have been Gillette’'s domain for ailmost a century, guided by the vision to
continuously seek for new ways to provide a better shave. In the light of the tradition and
experience, MACH3 is the result of aclear strategic commitment to product leadership, which
is reflected by the companies biggest investment ever in R&D and a huge marketing budget as
well asits strategy to cannibalize the predecessor product Sensor Excel.

Gillette could build on a huge brand equity. It’s products were renowned for innovation and
quality. Two-third of market share in the U.S. meant a significant market position. In
addition, with MACHS3, Gillette introduced a razor with a significant and noticeable advance
in functionality, which is assumed to play a crucial role in this segment. This advance was
sustainable through an effective patent strategy.

In the highly concentrated industry, especially in the premium segment, MACH3 competed
only against a few products. With its launch only six months after the launch of Schick’s
Protector, Gillette performed a great strike back with a superior product, which did not led
Schick much potential to seriously threaten the giant Gillette.

The noticeable advance of MACHS3 also leveraged Gillette's ‘value' strategy in general —
remarkable outperforming all cheap alternatives on the market.

Gillette let nothing happen by chance. Early integration of market research and marketing
planning, such as name and value definition played a major role. With remarkable long-term
planning processes, Gillette followed a tradition of early customer integration and was able to
carefully test every detail of the product, it’s marketing communications and price points. As
mentioned earlier, the global launch came with an almost military precision, not at least in
terms of timing, regarding communications and a high level of distribution in a very short
time. The product development had kept an incredible secret until the actual launch which
helped to generate a high media presence. It might be assumed, that due to the global launch,
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early cost efficiencies could be generated. The company was able to very nearly forecast sales
and build up appropriate production capacities to avoid shortages.

It took competitors a long time to come up with competitive products. Still, 6 years after the
launch, a significant number of man use the product.

4. CONCLUSION

"It's David and Goliath, and Schick doesn't have much to work with because Gilletteis so strong, ... "
Jack Trout®

Firstly, the fact of the globally highly concentrated industry is sort of interesting. Obviously
Gillette was able to sustain it’s technological lead and strong market position. With Sensor
Gillette had clearly marked it's strategy to deliver superior quality products instead of
competing on price and created the market segment for MACH3. The presented case shows
exemplary new product development and marketing execution. Especially impressive, how
the company looks a decade ahead, reflected by the fact, that this project was already on the
way, before the predecessor product Sensor Excel was launched.

Gillette knows how to successfully turn it’s strengths (market and product leadership, strong
brand, long tradition and experience) into profitable new product introductions. Obviously,
Gillette knows it’s markets simply better than it’s customers do, based on continuously and
carefully product and marketing testing by extensive customer integration.

Due to long-range planning, Gillette was able to effectively strike back the competitor launch
of Protector, which potentially could have hit Gillette. However, the company was lucky
having MACH3 already almost a decade in the pipeline, ensuring this product will hit and
been developed on time.

6 (Levere 1998)
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1. Razor History — Gillette's Patent 1904 (Gillette Illustrations)

Patent

Razor
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2. Non-Cyclical Consumer Goods (Reuters 2004b)

Beverages

Crops

Fish/Livestock

Food Processing

Office Supplies

Personal & Household Products
Tobacco

3. Personal and Household Products | ndustry (Reuter s 2004c)

Profitability (ttm)

Gross Margin % 52.595
Operating Margin % 17.904
Net Profit Margin % 17.170

M gt. Effectiveness (ttm)

Return on Invstmt % 20.778
Return on Assets % 13.466
Return on Equity % 40.922

4. Brand Value — Personal Care 1999 (Interbrand 2001)
(in$MM)

Gillette 15,894

Kleenex 3,568

Colgate 4,602

Avon 1,782

Nivea 1,422°

Pampers 4,369

" Measured in 2001



5. Gillette Competitors and Products based on Hoover 2004

Top Compstitors

e BIC
e Colgate-Palmolive
e Energizer Holdings

All Competitors

American Safety Razor
Avon

BIC

Bristol-Myers Squibb
Colgate-Palmolive
Dia

Energizer Holdings®
Johnson & Johnson
MedPointe

Perrigo

Philips Electronics
Procter & Gamble
Rayovac

SANYO

S.C. Johnson

SEB

Shiseido

Sunbeam

Unilever

Shaving Products

Agility

Atra

Custom Plus
Daisy

Gillette for Women
Good News

M 3Power

Mach3

Mach3 Cool Blue
Mach3Turbo
Sensor

Sensor for Women
Sensor3
SensorExce
Sensor Excel for Women
Sensor for Women
Sensor3

Tracll

Venus

Venus Divine
Women Venus

6. Direct Competitor Comparison (Reuters 2004)

Gillette | SocieteBIC || Energizer HoldingsInc Industry
Market Cap: 40.24B N/A 3.57B 62.90M
Employees: 29,400 8,706" 14,602 300
Rev. Growth (ttm): 9.50% N/A 28.30% 6.60%
Revenue (ttm): 9.70B 1.71B* 2.76B 172.40M
Gross Margin (ttmy): 60.53% N/A 48.65% 41.94%
EBITDA (ttm): 2.88B N/A 358.80M 13.75M
Oper. Margins (ttm): 23.53% N/A 11.90% 5.93%
Net Income (ttm): 1.58B 138.50M* 240.10M 674.00K

1= As of 2003

8 In 1999 the Schick and Wilkinson-Sword brands were owned by Warner Lambert Company, Subsidiary of
Ffizer Inc. which sold the brandsto Energizer Holdings in 2003




7. Business Segments of Dir ect Competitors (Hoovers 2004)

Gillette — Sales 2003

$Mil. % of Total
Blades & razors 3,869 42
Duracell products 2,015 22
Oral care 1,327 14
Braun products 1,177 13
Persona care 864 9
Total 9,252 100

Energizer Holdings Inc. — Sales 2003

$ mil. % of total
Alkaline batteries 1,202.4 54
Razors & blades 433.0 19
Other batteries & lighting 3597 16
products
Carbon zinc batteries 237.4 11
Total 2,232.5 100
Societe Bic - Sales 2003

$ mil. % of total
Stationery 892.5 52
Lighters 428.1 25
Shavers 322.6 19
Other products 64.0 4

Total 1,707.2 100



8. Gillette Mach3 Feature - Gillette (1998c)

e Three blades positioned in a progressive configuration (during the course of asingle
stroke, each blade shaves progressively closer than the one before)

cleaning)
« Independently moving spring-mounted blades (sense and adjust to every contour of
the face)
o Soft, flexible microfins which precede the blades (to gently lift even stubborn hairs)
e Ergonomic metal handle with rubberized crescent-shaped grips (safe and comfortable
hold)
e Functional shaving organizer and cartridge holder

9. Means-End Chain Model of Consumers Product K nowledge

Patented DLC comfort edges (thinner and harder)
New cushioned forward pivoting action incorporated in the cartridge
Indicator™ lubricating strip with Vitamin E
Open cartridge architecture and single-point cartridge docking (easier rinsing and

based on Gillette Sensor analysis in Peter (1999, p 75)

Brand Attributes Functional Psychosocial | Values
Consequences consequences
MACHS3 Three progressive Close Shave Feel well Be Attractive
aligned, spring-mounted, | adjusted to the contour | groomed
DLC blades of theface Relaxed, not
Be comfortable | stressed

Pivoting head

Lubricating Strip with
Vitamin E

Microfins Ergonomic
handle

Open cartridge
architecture

Fewer Strokes
Time saving

Smooth, Soft Shave,
Lessirritating

Easy to handle, clean
Manoeuvrability

Fewer nicks

Convenience

“A major reason for Gillette' s successes was its ability to develop products with superior
product attributes that consumers perceived as linked to important, self-relevant psychological

consequences and perhaps even values.” (Peter, 1999, p 88)

“... it seems likely that products such as razors, blades, deodorant, and shaving cream are
judged primarily by how easy they are to use and how well they work a afunctional level.”
(Peter, 1999, p 373)




10. MACH3 Progressive Alignment (Gillette 1998a)

“While all three blades are in contact with the skin during a normal shaving stroke, the
progressive alignment balances the pressure placed on each blade. The first blade has the
lowest exposure s0 it can extend and cut longer hairs more comfortably. The second and third
blades have progressively higher exposures, which enables each blade to extend and cut the
beard hair lower along the hair shaft in asingle stroke.”

11. SWSProtector — Three Dimensional Pivoting Head (Schick-Wilkinson Sword 2004b)

12. SWS FX Diamond (Schick-Wilkinson Sword 2004c)




13. Gillette MACH3




14. Competitor Analysis

MACH3 BIC Twin Select BIC Plus BIC Softwin SWS FEX Performer SWSProtector 3D SWS FX Diamond
1998 1996 1998 1999 1995 1998 1999
I%j \/ ————
—
-
§ e
: g
. 5
& 2
E &,
Three-blades | Twin-blade New smooth-shave | Twin blade Twin blade Twin blade Twin blades
Patented DLC | Long handle for blades Dual Strip™ Flexible blades Three dimensiona Diamond coated
comfort edges | maneuverability Dual Strip™ [ubricating strips (Schick-Wilkinson movement of blades Flexible blades
Pivoting head | and control [ubricating strips Pivoting head Sword 2003) (Schick-Wilkinson (Schick-Wilkinson Sword
Indicator ™ (BIC 2002a) Handle with a Sure | Soft Feed ™ grip Sword 2003) 2003)
[ubricating Grip™ no-dip handle
strip system (BIC 2002)
(Vaue added
shaver)
(BIC 2002b)
System Disposable Disposable Disposable System System System
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15. Gillette Innovation — History L ine (Gillette 2004)

first shaving system with three progressively aligned DLC™

Gillette Mach3 | 1998 | blades (fundamental reengineering)

-> superior shaving performance
Custom Plus 1994 | twin blade disposable razors for men and women

First twin blade with soft with flexible microfins
SensorExcel 1994

- more comfort

First shaving system with independent spring-mounted twin blades
Sensor 1990 ied ep Pring

- close shave

First automatic-adjusting twin blade razor (pivoting head that

follows facial contours, later modification * moisturizing
Atra 1977 )

Lubrastrip’)

-> closer, smoother shave
Good News 1976 | First twin blade men's disposable razor

First twin blade shaving system
Trac |l 1971 _

->enhanced shaving performance

1903 Double-edged replaceable blades

11




16. Timeline New Product Development — MACH 3 (Symonds 1998)

1985 Serious research begins on developing the first new edge for Gillette's blades
since 1969.
1988 Gillette researchers try arranging three blades in a progressive alignment,

meaning the first blade sticks out less than the second and third blades.

1992 An advanced prototype, Manx, beats Sensor Excel, Gillette's most advanced
razor, in shave tests

1995 Gillette's board green-lights Manx development.

MID-1996

Gillette engineers develop a method of assembling Manx's cartridge that is
three times as fast as SensorExcel production.

Fall 1997 Board approves final stage of the $750 million investment. Production begins.

APR. 14, Mach3 unveiled.
1998

12




17. NPD Facts of MACH3 in comparison to Sensor

Sensor® MACH3Y
R&D 275 Mill*, 750 Mill.
Marketing 1% year 110 Mill. 300 Mill.

First Prototype

1983 (7 years prior launch)

1992 (6 years prior launch)*

Product Testing 500 Men 5,000 Men
Patents 221 35
Market Share before/after 61% - 67% (89-96)™* 70% - 72,6%
Market Share after 6 Month | N.A. 14,6 %"
Sales in blades (after 6 _ _

16 20 Mill. 68 Mill.
months)
Sales in razors (after 6 _ _

17 15 Mill. 60 Mill.
months)
® Hammonds (1990)
10 Rifkin (1999)
1 K oselka (1996)
12 Symonds (1998)

13 Hopkins (2003)
4 Hopkins (2003)
13 Heckman (1999)
16 Rifkin (1999)

Y Rifkin (1999)
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18. ,Break Through’ TV Spot, BBDO, New York, 1998 (Gillette TV Commercials)

The Biif & Mon Lan Get
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19. Gillette MACH 3 Product Shots
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