Downwardly mobile phone brands
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For 10 years the global mobile phone handset players surfed a tsunami of global market development: annual profits and revenue performance were strong. But in the last year the wave has broken and profits are trickling away.

Revenues are down, profit warnings are common, companies are laying off staff and stock prices are falling. Growth in the mobile-phone market, especially in Europe, is slowing as market penetration increases. The mobile handset business is working on tighter and tighter margins under constant pressure from the operators.

Branding has been an important part of the whole industry, with handsets, operators, retailers and now content providers all trying to "own the customer relationship". The largest global players, Nokia, Ericsson and Motorola, have implemented different brand strategies in recent years. Some interim conclusions can be drawn.

Conventional wisdom dictates that in a maturing market, businesses need to segment customers and build brands by understanding a customer group. Companies should develop products and services for this group that are better than competitors', and communicate why they are better. The reward will be loyalty and revenue.

This thinking has dominated Motorola's brand strategy for five years. Motorola globally spent a lot of time and effort segmenting mobile-phone users into four groups: Managers, Technophiles, Connectors and Status-seekers. It researched and developed products based on its deep understanding of consumer needs, both emotional and functional.

The soft sub-brands that resulted were: the TimePort (for Managers), Accompli (Technophiles), V (Status-seekers) and TalkAbout (Connectors). This was heralded in the industry - and indeed in other industries - as great brand strategy. I first came across it when Motorola came to Procter &amp; Gamble, where I was then working, to talk about its "breakthrough" segmentation strategy.

However, Motorola never managed to drive these brands effectively into market. The company found the resources needed to support these soft sub-brands difficult to maintain. There was a perception internally that the introduction of these sub-brands harmed the Motorola parent brand. Consumers were confused.

It is hard to make a segment-based brand strategy work. By creating different products for different segments it was almost impossible to achieve viable margins at the prices demanded by the operators. Motorola is now changing its strategy, to focus on the core parent brand.

Nokia and Ericsson, either by luck or judgment, never followed a segmentation-based strategy. Nokia, the strongest brand and business in the global handset industry has succeeded by understanding core communication and style needs across segments. Nokia developed a brand supported by products that met the needs of customers. Simple really. Nokia are the best in the world at making mobile phones and enjoyed the rewards of this leadership in a growing market.

However, the game is changing. The market is rapidly maturing and loyalty to the brand will become vital. As all good brand strategists know, loyalty comes from a deep relationship between a consumer and brand. Gaining this relationship is hard, especially in a market that has historically been driven by content-based incremental improvements and where segmentation is economically difficult to implement.

Nokia has been leading the move to a deeper relationship with users. Initiatives such as Nokia Game and Nokia Club are focused on developing a deeper customer relationship. Nokia seems to know what it is doing and could teach sectors like FMCG how to build relationships with customers on different levels over and above the product. Whether this effort, in an increasingly commoditised market, actually drives loyalty and protects margins remains to be seen.

The Scandinavian battle during the past decade for mobile-phone supremacy has been fascinating to watch. (Nokia is Finnish and Ericsson Swedish.) The Swedes love design and technology. They resent a Scandinavian beating them year after year. These feelings have been one of Ericsson's biggest problems.

For years it has been obsessed with beating Nokia at its own game. Ericsson has tried to be a design-based company making funky colourful phones (remember the red, green and, even shocking pink T10s and T18s). Ericsson turned itself inside out following trends that were mostly led by Nokia. But it is not a youthful brand, and certainly  not a funky design company. Rather it is one of the best in the world at communications technology. (Its business excels in the infrastructure from which mobile networks are built.)

This should not surprise anyone because the company was born to develop military technology; just look at the dark-grey and dark-green T28 - it could be hanging from the belt of an SAS officer. Ericsson needs to focus less on understanding the market and more on what it is all about as a company. The lesson for Ericsson and brands in general is that you must satisfy customers by playing to your own strengths.

Playing your competitors' game is a recipe for disaster. The mobile phone handset market is a complex place to build brands, and one where more and more players are moving to dominate the customer relationship. However, all is not lost. Consumers are used to navigating crowded brand landscapes. For example, we all watch television quite happily, yet if you deconstruct the TV experience it is a confusing mix of channels, programmes, suppliers, and equipment.

Consumers look for a benefit and want to know why a brand is the best for them and whether what they are getting represents good value.

So who is best placed to catch the next big wave? Winners will be those companies which increase loyalty whilst reaching as many consumers as possible, thereby achieving commercial viability. They will develop their brand from a pure product to a mix of product and service offerings to deepen the customer relationship. And they will understand how they add value to customers and why this gives their organisations competitive advantage. It's not rocket science, but it is very difficult to get right.
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