Gillette Safety RazorDivision
Steven H. Star
Mr. Ralph Bingham, vice president-new business development of the Gillette Safety Razor Division (SRD), was considering a proposal for SRD to market a line of blank recording cassettes.' Like all Gillette divisions, SRD had received an earnings growth target as part of the corporate long-range planning process.  SRD's forecast of demand for shaving systems implied that the division would not be able to achieve its earnings growth target several years out unless it added new product categories to its product lines.  As vice president-new business development, it was Mr. Bingham's job to identify new business opportunities for the division, to assess their feasibility, and-working with functional managers in SRD-to develop plans for entering such new businesses.

Steven H. Star was formerly an associate professor at the Harvard Graduate School of Business Administration.

'Names of individuals and certain financial data have been disguised.


The Company
The Gillette Company was founded in 1903 to manufacture and market the safety razor and blade invented by Mr. King Gillette.  The company grew very rapidly and had achieved sales of $60 million and profits before tax of $20.4 million by 1947.  Until 1948, the company's product line was limited to safety razors, double-edge blades, and shaving cream.

In 1948, Gillette acquired the Toni Company, a leading manufacturer of women's hair preparations.  This acquisition was Gillette's first effort outside the men's shaving business and was followed by acquisitions of the Paper Mate Corporation (-1955), Harris Research Laboratories (1956), the Sterilon Corporation (1962), and the Braun Company (1967).  Each of these acquisitions was intended as a diversification move, and the acquired companies were
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operated independently of the men's shaving business.

During this same period, Gillette had embarked on an extensive internal new-product development program.  At first, such development had been limited to the shaving business, with introductions of the first blade dispenser in 1946, Foamy Instant Lather Shaving Cream in 1953, the Gillette adjustable razor in 1957, and the Super Blue Blade in 1960.

In 1960, Gillette had entered the toiletries business with the introduction of Right Guard Deodorant for men.  In time, Right Guard had come to be positioned as a deodorant for the entire family and had obtained 28 percent of the $250 million deodorant market by 1968.  During the 1960s, Gillette had also introduced an aftershave lotion, a men's cologne, a talc, and several men's hairgrooming products.  The Gillette name had been proniinenfly featured in the advertising and packaging of all these products, including Right Guard.

In 1967, it had been decided to split off the toiletries business from the razor and blade business, a move which was completed in 1968.  Organizationally, a separate Toiletries Division, with its own headquarters, manufacturing plant, and sales force, was now responsible for Right Guard, Foamy, and Gillette's other toiletry products.  The Gillette Safety Razor Division was now responsible for the development, manufacturing, and marketing of Gillette razors and blades in the United States, an activity which still accounted for a major share of corporate sales and profits.

In 1969, Gillette corporate sales were $609 million; profits before taxes were $119 million.  Men's grooming products (razors, blades, and toiletries) represented 59 percent of sales, while women's grooming products represented 20 percent, Paper Mate 6 percent, and Braun 13 percent.  According to the Gillette Annual Report for 1969, alrii6sf 50 percent of the coro6rziti6n's assets were located outside the United States and Canada.


The Safety Razor Division

During the mid-1960s, as the toiletries business was in the process of being removed from its jurisdiction, the Safety Razor Division had concentrated on consolidating its position in the blade and razor business.  In particular, it had responded vigorously and successfully to competitive threats from Wilkinson, Schick, and Personna with the introduction of the stainless steel blade in 1963, the Super Stainless blade in 1965, and the Techmadc shaving system in 1966.  According to industry observers, these moves helped Gillette to maintain a high market share while significantly increasing the average selling price and unit profits of Gillette razors and blades.

The split-off of the Toiletries Division had, however, removed from SRD those product lines with the greatest potential for significant growth.  By 1970, therefore, SRD was seeking new growth opportunities outside the blade and razor business.

In seeking new ventures for SRD, Bingham sought to identify "high growth markets where SRD's strengths would give it a competitive edge." Following discussions with other Gillette executives and trade sources, Bingham concluded that SRD was particularly strong in three

areas:
(1) shaving technology and development,

(2)
high-volume manufacturing of precision metal and plastic products, and (3) the marketing of mass-distributed packaged goods.

In the marketing area, distribution was generally considered to be SRD's most important strength.  In 1968, Gillette razors and blades were sold by more than 500,000 retail outlets in the United States, including 54,000 chain and independent drugstores, 256,000 food stores, 2 1, 000 discount and variety stores, and approximately 170,000 other outlets.  Gillette razors and blades were stocked by 100 percent of the '-drugstores and discount stores' in the United States, by 96 percent of chain and independent food stores, and by 83 percent of all variety

stores.  Wherever possible, SRD sought multiple displays of its products in a single outlet.

While SRD sold directly to large chain accounts, the majority of its retail accounts were served by 3,000 independent wholesalers.  These wholesalers were of several types, including drug wholesalers, tobacco wholesalers, and toiletry merchandisers.  The latter generally distributed to food and/or discount stores, often on a rack-jobbing' basis.  According to SRD estimates, these wholesalers employed approximately 20,000 salespeople and were responsible for slightly less than 50 percent of SRD sales.

The SRD sales force consisted of four regional managers, a national accounts manager, 18 district managers, 109 territory representatives, and 27 sales merchandisers.  Annual costs of operating this sales force (including compensation, expenses, and overheads) were estimated by industry observers to be between $5 million and $6 million.  The territory representatives focused their attention on wholesalers and the headquarters of direct retail accounts but also called on the top 10 to 20 percent of the retail outlets served by wholesalers.  The sales merchandisers confined their efforts to the retail level, where they supplemented wholesaler salespeople's efforts to obtain special displays and promotions.

According to industry sources, the SRD sales force was extraordinarily effective in working with chain headquarters and wholesalers to

'A rack jobber is essentially a wholesaler who sets up displays and keeps them stocked with merchandise.  Rackjobber personnel visit their retail accounts on a frequent basis, While in the store they replace defective or worn merchandise, add new items, set up promotional displays, and do other work designed to maintain the strength of the business.  While retailers using rack jobbers generally retained formal authority to determine which products and brands they would carry and how they would be priced, in practice these functions were often delegated to the rack jobber.  It was considered unlikely, however, that a rack jobber would undertake to add a new product category (e.g, blank cassettes) without first obtaining formal approval from the retailer's merchandising personnel.
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achieve major impact at the retail level.  As one observer put it:

It's absolutely amazing, but when is the last time you went through a check out and didn't see a Gillette display?  These things don't happen by themselves.  Those guys [the SRD sales force] are great-well trained, aggressive, and supported by effective sales programming.

In addition to distribution, SRD's marketing department was considered exceptionally strong in the fields of sales promotion and media advertising.  In working with the trade, SRD often offered free merchandise or display racks in return for orders above a specified level.  Consumer promotions were often price oriented, such as a free razor with a cartridge of blades, or vice versa.  SRD's media advertising had historically emphasized the sponsorship of sports events, a policy which continued in 1970.  In recent years, however, SRD had begun also to sponsor prime-time movies and network series in an effort to reach non-sports-oriented consumers.  In 1970, SRD expected to spend approximately $10 million on media advertising, mainly on television.

The Blank Cassette Project
Bingham had become interested in the blank cassette market in early 1970.  At that time, a number of trade journals had carried articles on the rapid growth of recording tape sales, which were expected to exceed $500 million in 1970.  While tape cassettes (as distinct from reel-to-reel tapes or eight-track cartridges) represented only a part of this market, it was his impression that the cassette share of the market was large and growing rapidly.  Moreover, on recent visits to outlets of large discount stores and drug chains, Bingham had noted that -many of -these outlets were now carrying blank cassettes.  In his judgment, the packaging and display of such cassettes was rather weak, and no single brand
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seemed to have obtained wide distribution.  While admittedly not an avid viewer of television, Bingham could not recall having ever seen a television commercial for blank cassettes.

To learn more about the blank cassette market, Bingham hired a team of young consultants, all recent graduates of the Harvard Business School, to carry out a study of the industry.  At the same time, he personally sought information from Gillette marketing and sales personnel and from his own contacts in investment banking and retailing.  By October 1970, Bingham felt that he had obtained a reasonably good "feel" for the characteristics of the industry.

The Recording Tape Market

According to the consultants' report, the market for recording tapes of all types would be approximately $650 million (at retail list prices) in 1970.  About $500 million of these sales would be for prerecorded tapes, while the remaining $150 million would be for blank tapes.  Of prerecorded tape sales, 77 percent would be for eight-track cartridges (up 28 percent from 1969), 20 percent would be for cassettes (up 53 percent from 1969), and 3 percent would be for reel-to-reel tapes (up 5 percent from 1969).  In the blank' tape market, roughly 85 percent of the market was represented by cassettes, 10 percent by reel-to-reel tapes, and 5 percent by eight-track cartridges.

Bingham believed that the potential future market for blank cassettes would depend largely on two factors-, (1) the equipment configurations selected by consumers and (2) how consumers chose to use their equipment.  At present, consumers had three basic choices: reel-to-reel tapes, eight-track cartridges, and cassettes.  Reel-to-reel tape recorders were the earliest form of tape recorders.  They tended to be relatively large, heavy, and complicated to operate.  In recent years most sales of such recorders

'See the Appendix (pp. 17-19) for illustrations of the three types of equipment.


had been at high price points (above $200).  Bingham believed that reel-to-reel recorders were currently being used primarily for professional and business purposes and as components in elaborate home stereo systems.  Reel-to reel recording was thought to offer higher fidelity than either eight-track cartridges or cassettes and to have a very favorable image among serious audiophiles.  In contrast to eight-track cartridges and cassettes, very large selections of prerecorded classical music were available on reel-to-reel tapes, although such "tape albums" tended to be relatively expensive.

Cartridge players, which had been introduced to the market in 1962, had rapidly gained a great deal of market acceptance.  A cartridge was a continuous loop of tape enclosed in plastic.  In contrast to reel-to-reel recorders, which required careful threading of the tape through recording heads and winding spools, cartridge systems were considered very easy to operate.'

In 1970, it was estimated that 6 million cartridge players were owned by consumers.  Approximately 80 percent of these players were installed in automobiles, and 20 percent were used by consumers in their homes.  According to the consultants' report, the heavy incidence of automobile use was attributable to two factors.  First, the marketing strategy of the cartridge player industry had traditionally been automotive-oriented.  Second, until 1969 cartridge equipment had been capable of playing prerecorded cartridges but not of making recordings.  This lack of recording capability was believed to have restricted the sales of cartridge players for in-home use.  In 1969 and 1970, however, numerous manufacturers had introduced eight -track recorder-players to the market.  This equipment retailed for $79.95 to approximately $200.  Advertisements for eight track cartridge recorder-players generally carried this theme: "Now you can record your favorite

'The eight-track player had a slot (generally on the front' panel) into which the cartridge was easily inserted,

music at home, and listen to it both at home and in your car.

Cassette recording had been developed by North American Philips (Norelco) in 1963 and introduced to the United States market by Norelco and numerous licensees in 1965.  A cassette was essentially a miniature reel-to-reel system encased in plastic.  The cassette was approximately one-third the size of an eighttrack cartridge (21/2 x 4 x 1/2 inches versus 51/2 x 4 x 3 /4 inches) and had a capacity of up to 120 minutes of recorded sound (60 minutes on each side of the tape).  Material recorded on a cassette could easily be erased, thus permitting subsequent recording of new material on the cassette.  If handled carefully, a high-quality cassette had an expected life of approximately 1,500 hours of recording or playing versus 500 hours for a high-quality eight-track cartridge.

From the outset, cassette systems had been marketed as recording and playing systems.  At first, the bulk of sales had been of relatively inexpensive ($19.95-$50) portable monaural cassette recorders, often of relatively poor design, construction, and reliability.  More recently, however, higher-quality stereo cassette decks' ($ 1 00 and up) for use with home stereo systems had been introduced, apparently with considerable success.  These systems, used in conjunction with newly developed tapes, were generally believed to produce fidelity equal to that of the best eight-track cartridge systems.  Several very expensive models (above $200), which incorporated Dolby noise reduction principles,' had been introduced in early 1970.  According to

'In audio products terminology, a deck differed from a player in that it used the amplifier and loudspeakers of an independent high-fidelity system.  A player contained its own amplifier and loudspeaker.

'A Dolby noise reduction system used advanced electronic techniques to reduce greatly the amount of mechanical and background sound, which could-be +mard,-by the listener.  Reel-to-reel and cassette recorders employing Dolby systems were generally used vath specially coated tapes and cassettes.  In early 1970, these tapes and cassettes were marketed exclusively by relatively small manufacturers of
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audiophile magazines, these systems had sound reproduction capabilities comparable to those of all but the very best reel-to-reel recorders.

As of late 1969, it was estimated that 5.9 million cassette recorders had been sold in the United States.  Virtually all these units were used as portables or as part of in-home stereo systems.  The cassette system had not proved popular for automotive use, since the insertion of the cassette into the recorder required a considerable amount of attention by the user.  Government agencies and consumer safety advocates had, according to trade sources strongly discouraged the installation of cassette equipment in automobiles, apparently for safety reasons.  Recent models of cassette equipment incorporated greatly simplified methods of cassette insertion and automatic reversal, however, and it was anticipated that cassettes would soon obtain a significant share of the automotive market.

In Bingham's opinion, portability, compactness, and ease of use were the primary reasons for the rapid market acceptance of cassette recorders.  Typical portable cassette recorders had overall dimensions of 10 x 5 x 21/2 inches and weighed approximately 5 pounds; advances in electronic miniaturization had made possible even smaller units, which currently were intended primarily for the business dictation market.7 According to the consultants' report, approximately 80 percent of the 1970 unit market would consist of portable units, ranging in price from $19.95 to $139.95. Some of the more expensive models included a built-in AM-FM radio, which facilitated off-the-air recording and was believed to increase the cassette recorder's attractiveness to young people.  In the consul-

expensive tape recorders and cassette equipment.  List prices for 60-minute blank cassettes containing specially coated tape ranged from $3.95 to $4.95.

'The "business-type" dictating equipment market was forecast to reach $60 million (at manufacturers' prices) in 1970 by Electronics magazine.  Bingham estimated that this market consisted of about 500,000 units, perhaps half of which utilized cassettes.
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tants' judgment, portable cassette recorders selling for less than $50 frequently suffered from mechanical defects and offered only "minimum" sound quality, but the more expensive portable units generally provided fidelity equivalent to that of a good radio.

According to a study published by Billboard magazine, there was considerable variation in age between cassette equipment owners and cartridge equipment owners. (See Exhibit 1.)

While little was known about how consumers used cassette recorders, it was believed that they were used (1) by students for taking notes and recording lectures; (2) by businesspeople for dictating, recording conferences, and self instruction; and (3) by households for live recordings (e.g., "baby's" first words) and for the recording and playing of music.  While the music on virtually all new phonograph albums was also available on cassettes, prerecorded cassettes represented only $100 million (at retail prices) of the $3 billion recorded-music market. (Prerecorded eight-track cartridges were expected to have 1970 sales of $385 million.) The relatively low share of the prerecorded-music market held by cassettes was attributed to two major factors.  First, prerecorded cassettes were considerably more expensive than phonograph records.  A record which had a list price of $4.98 was cheaper than the $6.98 (list price) cassette or cartridge.' Second, the recording at home of

'Records, cartridges, and cassettes were, however, all vadely available at discounts of approximately 20 percent off list price.


radio broadcasts (called off-the-air recording) was apparently quite prevalent among cassette recorder owners.

Trade sources estimated that 6 million to 7 million cassette recorders would be sold by retailers in 1970, with perhaps 50 percent of these sales during November and December.  Blank cassette sales were expected to reach $130 million (at retail prices), a 60 percent increase over 1969.

The consultants forecast that blank cassette sales would grow at an average rate of 30 percent per year through the 1970s.  They based this estimate on an extrapolation of historical trends and on the following considerations

1.
Cassette players were expected to represent a major share of automotive applications by 1975.  As the cassette share of this market grew, the practice of making "tapes" at home for use in the automobile would create a huge new market for cassettes.

2.
As the teen-age group which was around when cassettes were introduced moved into college and business, a revolutionary increase in the use of recorders in study and business activities was predicted.

3.
The rapid growth of the teen sector of the population indicated continued interest in the portable and fun features of the cassette.

4.
Improvement in equipment and tape quality would allow cassettes to capture an increased share of the serious audiophile market.

5.
Some industry observers expected cassettes to be commonly used for "letter" writing,

EXHIBIT 1
OWNERSHIP OF CASSETTE AND

CARTRIDGE EQUIPMENT BY AGE GROUP


Age group
U.S. population
Cassette owners
Cartridge owners

0-19
23.9%
32%
17%

20-29
34.7
27
45


30-39
17.7
22
32


40+
23.7
19
6



100%
100%
100%

home message centers, and a wide range of other consumer data storage and transmission purposes by the mid-1970s.  In time, these observers believed, as many as 75 to 80 percent of the 65 million households in the United States would own one or more cassette recorders.

Products

Blank cassettes were produced in four basic. capacity configurations: 30, 60, 90, and 120 minutes.  Since all four configurations used the same cassette case, they could be used interchangeably with any standard cassette recorder.  The most popular 60-minute size seemed to be available in three quality-price configurations: (1) professional quality, with a typical list price of $2.98; (2) standard quality, with list prices ranging from $1.75 to $2; and (3) budget quality, with list prices of about $I.' Professional quality and standard quality cassettes were generally sold under relatively well-known brand names (Sony, 3M, Mallory)" and were distributed through audio shops, the home entertainment departments of department stores, and

'Professional and standard quality cassettes utilized essentially similar cassette cases.  The primary difference between the two types was in the materials used to coat the tape in the cassette.  Generally, standard quality cassettes had red, blue, orange, or yellow labels, while professional quality cassettes used some combination of black, white, and silver.

Budget quality cassettes were believed to use inferior cassette cases and tape.  They often had pastel or iridescent labels and were typically packed in blister packs (for pegboard display) rather than boxes.  Budget quality cassettes were often promoted in newspaper advertisements and flyers by discount stores, occasionally at prices as low as two for 98 cents for the 60-minute size.

'Sony was a well-known manufacturer of television sets, reel-to-reel tape recorders, cassette recorders, and stereo systems. 3M manufactured a wide variety of consumer products (e.g., Scotch.brand cellophane tape) and was well established as the leading brand in the blank reel-to-reel tape market.  Mallory was well known as the manufacturer of long-life batteries, which were used primarily in electronic and photograph4c equipment.
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some discount stores.  According to the consultants' report, even the leading brands had done 11 a minimum of advertising" and had "limited

distribution, poor display and packaging, and generally inferior merchandising." The consultants noted, however, that RCA and Capitol Records had recently entered the business and that Memorex, a leading supplier of tape to the computer industry, was about to do so.  It was worth noting, the consultants believed, that Memorex had hired two former Procter & Gamble marketing executives to head its new blank cassette business.

Budget quality cassettes were believed to have captured 50 percent of the dollar market in 1970.  These cassettes were sold under a large number of relatively unknown brands and under the private labels of several large mass merchandising chains.  Except for the private labels, it was rare for a particular brand to be stocked by a retailer on a regular basis.

In 1969 and 1970, the rapid growth of the cassette market had attracted a number of marginal firms into the industry.  According to trade sources, 100 percent of the products of some of these firms were defective in some respect.  While a superior quality cassette had an expected life of 1,500 hours of normal use, "the majority of cassettes produced in 1969 had on the average perhaps less than 50 hours of playing time.... According to the consultants' report:

Essentially, the problem boiled down to three parts: (1) oversize cassette cases which would not fit machines, (2) poor internal [cassette] construction in order to reduce costs, and (3) inferior quality tape resulting in poor recordings, limited high frequency response, and wear on machine recorder heads.

At the conclusion of their report, the consultants had attempted to ascertain the economics -of 4he blank -cassette -industry.  Using the 60minute cassettes as their example, they noted that such cassettes typically had retail list prices of $1.95 (standard quality) and $2.95 (professional quality).
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Retailer discounts, if they bought direct from a manufacturer, were typically 50 percent off retail list price.  Wholesalers and rack jobbers, who currently handled about 70 percent of professional and standard quality cassette volume, also received a 50 percent discount from retail list price, plus periodic promotional allowances.  A retailer who purchased cassettes from a rack jobber or wholesaler received a 35 percent discount.  The extent to which wholesalers passed promotional allowances on to retailers was not known.

In the course of their study, the consultants had interviewed a number of suppliers to the cassette industry.  On the basis of these discussions, they estimated that high-quality unloaded cassette cases could be purchased in large lots for $0.159 each.  Standard quality recording tape could be purchased for $0.08 per 100 feet; professional quality tape would cost $0.12 to $0.14 per 100 feet." (A 60-minute cassette contained 268 feet of tape.) The cost of loading, packaging, and inspecting was estimated to be $0.20 per cassette.

While supplier cost data were difficult to obtain, the consultants estimated that manufacturers of unloaded cassettes obtained gross margins of approximately 25 percent on large lot sales and that producers of tape realized gross margins as high as 50 percent.  Despite the large increase forecast in cassette sales, the consultants believed that there was excess capacity in both unloaded cassette and tape manufacturing and that SRD would have no difficulty in contracting for whatever components and materials it might require.

The consultants had not investigated the feasibility of SRD's entering the blank cassette business from the standpoint of internal resources.  Bingham had, however, held preliminary discussions on this subject with SRD sales and manufacturing,- executives.  The, -SRD sales

"The new specially coated tapes for use in Dolby systems

were not currently available from outside vendors.


manager believed that his sales force could 11 squeeze cassettes in," that cassettes could get as much as 10 percent of his sales force's time during the first year, provided that SRD did not introduce any other major new products during this period.  The manufacturing manager assured Bingham that his operation could assemble cassettes, although he thought it might take as long as a year to achieve a rate of 1 million cassettes per month.  "On a very rough basis," he estimated that fixed manufacturing costs and overheads at this level of operations might be approximately $500,000 annually.

Developing a Program
While Bingham considered the data he had obtained to be "still pretty rough and incomplete,"" he had discussed the cassette market with several high-level SRD executives, who had shown considerable interest.  On the basis of these discussions, Bingham had agreed to prepare a "hypothetical business plan" which could be used as a basis for deciding whether SRD should proceed toward entry into the blank cassette business.  In developing his plan, he was especially concerned with the following considerations:

1 .
If SRD entered the blank cassette market, Bingham believed that it should initially limit its manufacturing activities to the assembly and packaging of purchased components.  If the entry was successful, however, he believed that SRD should manufacture its own tape within I year of the introduction and its own unloaded cassettes within 2 years.

2.
SRD's advertising agency had suggested that the use of the Gillette name would be a decided advantage, since Gillette had a high connotation of quality and reliability, and

consumer  -had--recently -been "burned" by

"in particular, he felt that the trade estimates of blank cassette sales might be inflated, perhaps by as much as $30 million (at retail prices).
low-quality cassettes.  In discussions with SRD executives, Bingham had suggested the name Gillette Cassette, which had received an enthusiastic response.  He wondered, however, whether it would be a good idea to associate the Gillette name so directly with blank cassettes.  While he was sure that SRD manufacturing expertise could ensure that cassettes marketed under the Gillette name would be of consistently high quality, such cassettes, at least initially, would have no functional advantages over other "quality" brands.

3.
According to the consultants' report, blank cassette unit sales were divided among categories of retailers as follows:


Discount and department stores
40%

Electronics stores (one-third mail order)
18

High-fidelity stores
7

Drugstores
10

Variety stores
10

Stationery, TV, and appliance stores
5

Catalog stores (Sears, Wards)
7

Camera shops
3


100%

Bingham knew that SRD's sales force and wholesalers called on discount stores, department stores, drugstores, variety stores, and catalog stores.  He wondered whether it would be sufficient to distribute through these classes of outlets or whether electronics and high-fidelity stores should also be used.  If he did seek to distribute through these outlets, he might wish to use audio products manufacturers' representatives, who received a 10 percent commission on the billed price to the stores.  Bingham also wondered whether some of SRD's other retail outlets (e.g., supermarket chains), which did not presently sell blank cassettes, should be included in his distribution plan.

4.
Bingham assumed that media advertising, while uncommon thus far in the blank cassette industry, would play an important role
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in his marketing plan.  In the past, SRD had spent more than $5 million to advertise the introduction of a new shaving system (e.g., Techmatic), but he doubted that such high expenditures would be required in a market where there was no significant competitive advertising.  SRD's advertising agency, "on a very preliminary basis," had suggested a media budget of about $2 million for the first year and $1.2 million in ensuing years.  While the agency's "thoughts on media" were "still pretty rough," the preliminary media advertising budget was based on the premise that virtual saturation of teen-oriented radio stations would be sought.  Alternatively, the budget could be split (with reduced weight against each target) among teen-oriented radio, adult-oriented radio, and entertainment-oriented print media.

5.
Most manufacturers of "quality" cassettes also marketed cassette accessories such as recording head cleaners and cassette storage cases.  While Bingham doubted that such items would contribute significantly to profits, he wondered whether he should include them in his plan "in order to demonstrate to wholesalers, retailers, and consumers that Gillette is serious about getting into this business."

6.
Bingham had not yet given much thought to pricing, but he felt that the Gillette image for quality might allow the Gillette Cassette, if that name were used, to command a premium price at retail.  Competitive standard quality 60-minute cassettes (e.g., Sony, 3M, Mallory) had list prices of $1.95 but were typically discounted to $1.69-$1.75. He wondered whether a standard quality Gillette Cassette might not carry a higher list price.

7.
Wholesale and retail discounts from list prices were somewhat higher in the cassette industry-

than .,they were in the-,,razor. and blade business.  While Bingham doubted that retailers would accept lower margins than were common in the cassette industry, he won-
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dered whether SRD's wholesalers might not be satisfied with normal health and beauty aid wholesale margins (about 15 percent).  In this regard, he noted that SRD's wholesalers sold competitors' shaving products but did not presently carry blank cassettes.

8.
Several weeks before, Bingham had asked selected members of the SRD sales organization "to check out this idea on a preliminary basis with trade sources." Excerpts from his notes on these investigations follow:

Competition is fierce, and completely price oriented. [Major off-brand suppliers] offer everyday margins up to 67%.


On the positive side, [many of our sources felt that) there is a real opportunity for an aggressive promoter to organize the market and assume a leadership position with the consumer.

Our investigation revealed that the absence of promotion against the consumer will not last long.  Memorex, a West Coast firm, is building a 50person sales force predominately staffed by ex-P&G people.  They have also hired the Leo Burnett Agency to develop an ad campaign.  Our information is that they plan to go in the direction of high quality audio shop distribution.  It's difficult to imagine, however, that people with P&G backgrounds would refrain very long from attempting distribution in mass merchandising outlets.
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Appendix
I                       REEL-TO-REEL TAPE RECORDER-PLAYER
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