PART ONE

[He BAND







Before the Web, bands promoted their new albums by sched-
uling tours across the United States and around the world.
Fans paid huge bucks to attend sold-out shows, where they
were treated to pyrotechnics, light shows, and, of course, the
music. Concerts were the same every night and included the
bands’ “best of” songs, with cuts from the new album mixed
throughout the set. The goal of these concert tours was to sell
as many records as possible to ensure that an album went
gold or platinum.

Fans bought albums at their local record store, where they
would find the list of top albums for that week taped to the
wall next to the cash register. For an album to go to gold in
1975, a band had to sell 500,000 records and hit $1 million
in sales. To be awarded the coveted platinum certification,
bands had to sell one million albums and hit the $2 million
sales mark.

Doing concert tours to promote these moneymaking albums
was the fundamental business model for bands, the record
labels, and sundry hangers-on. The Grateful Dead turned
this business model on its ear: rather than focusing on selling
albums, like other bands, they focused on generating revenue



i

from live concerts, and in doing so created a fan “experience”
that was unlike any other.

Because the concert tours themselves were the main source
of revenue, the Grateful Dead ran their concerts in a very
different way from other bands. For example, each show had
a unique set of songs, and each song was played in a unique
way, giving fans a strong incentive to see the show for several
nights in a row (or weeks, months, or years), because every
night you were treated to a different musical experience. This
is the exact opposite approach to that taken by other bands.

Since the concert tour was at the heart of their business
model, the Grateful Dead didn’t tour periodically to promote
an album; with few exceptions, they were permanently on
tour. The Grateful Dead invested heavily in their light show
and sound systems, both of which were the best in the indus-
try, and in doing so made the musical experience much more
powerful for their fans.

Due to these factors and others, the Grateful Dead developed
a following of people who would see show after show. These
followers became part of the concert experience, especially
as you waded through them in the parking lot, where you
were exposed to tasty foods such as veggie burritos, all sorts
of exotic drugs, unique clothing, and all the other crazy stuff
that went along with a Dead tour.

By changing that one fundamental assumption in a typical
band’s business model, the Grateful Dead created a cascading
effect of benefits for themselves and their fans.
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THE GRATEFUL DEAD CREATED A BUSINESS MODEL
THAT WAS THE EXACT OPPOSITE OF EVERY OTHER

BAND’S AT THE TIME.

Imagine for a moment if the Grateful Dead had put them-
selves in the care of a manager who was focused on selling
records and increasing the profits of a record company. If
they had conformed to “industry best practices,” the Grate-
ful Dead might be one of the thousands of bands on the
dead heap of music history. The concert-as-business-model
worked, and the Dead created a passionate fan base that
became an underground cult that catapulted the Grateful
Dead into the rock-and-roll stratosphere: the fan base grew
from thousands to hundreds of thousands to millions, with
the Grateful Dead selling out shows year after year.

MARKETING LESSON FROM THE GRATEFUL DEAD

It's much easier to follow what other companies are doing
and mimic their business model than it is to innovate. Don’t
do it! Watch your competition, but avoid the temptation to
follow them with every fiber of your soul.

Today’s big winners typically won because of unique busi-
ness model assumptions, rather than some new technology
or complicated product improvements. A few common
examples include Netflix (versus Blockbuster), Zipcar
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(versus Hertz), eBay (versus yard sale), Google AdWords
(versus Yahoo), iPod and iTunes (versus MP3s and download-
ing), Southwest Airlines (versus driving long-distance), and
Walmart (versus the local store). Like the Grateful Dead, these
companies turned the core assumption of how their industry
works on its head to create an unlevel playing field for them-
selves. Their rejection of core assumptions in their industry
allowed them to really stand out from their competition and
create a cascade of benefits for their customers.

THE GRATEFUL DEAD TEACHES US THAT BUSINESS
MODEL INNOVATION IS JUST AS IMPORTANT, IF NOT

MORE SO, THAN PRODUCT INNOVATION.

CREATES ONLINE BUYING
DESTINATION FOR LUXURY GOODS

An exclusive, invitation-only online destination, Rue La La
is a web site where members can purchase high-end fashion
goods at discounted prices. What'’s different about Rue La La
from a T. J. Maxx or other discount retailers is its business
model. Rather than offer last year’s items that didn’t sell in
the stores at heavily discounted prices, Rue La La developed
partnerships with designers and, by working closely with
them, offers current merchandise and one-of-a-kind items
at discounted prices—items that can only be purchased
during limited time periods.
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Here'’s how it works: Each day, Rue La La features a designer
boutique, say Villeroy & Boch or St. John, that opens at

11:00 A.m. Eastern and remains open for 48 hours or until
merchandise sells out, with a blinking clock counting down
the time. Because merchandise can sell out in a matter of
minutes, members often set calendar reminders so that they
can be at their computers a few minutes before 11:00 a.m. The
company sends out e-mail reminders a few days in advance
that let people know which designers will be featured on

the site.

Since its inception in April 2008, Rue La La has built a
passionate fan base of 1.6 million members using viral
methods. To become a member, you must receive an invita-
tion from another member. Once a member extends an
invitation, he or she receives a $10 credit when each friend
places their first order, with no limit placed on the number of
credits one can receive. Credits can then be used against any
boutique purchase.

You would think that the limited availability of fashion
items would frustrate people and turn them away. Instead,
the opposite is true: Limited availability of items reduces
over exposure of brand partners and their merchandise, as
well as customer fatigue caused by seeing the same brand
or fashion items over and over again. It also creates a sense
of urgency—if shoppers don’t buy something immediately,
they’ll lose out and will kick themselves for days afterward
for missing a good deal. This is different from the typical
shopping experience in which, if you're not sure about an
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item, you can go home and “think about it,” which usually
means a no-sale for the retailer as your ardor cools and you
realize you don’t really “need” the item.

Rue La La helps people make fast purchases with its “Quick!
Buy It” feature: a member enters her credit card number and
billing/shipping information on the account settings page,
and when shopping can click the “Quick! Buy It” button,
eliminating the number of clicks needed for hot purchases.
Members can even shop via smart phone—making it easy to
purchase items while on the run. If a member has a problem
with any purchase, she or he can Tweet Rue La La’s
Concierge, who responds immediately.

Instead of competing with retail discounters or high-end
department stores, Rue La La has created an innovative
business model that targets a distinctive demographic. With
passionate fans around the world, the company grew from
around $25 million in sales in 2008 to $28 million in the
third quarter alone for 2009. Their business model “paid oft™
as the company was purchased by GSI Commerce, Inc., in
early 2010 for $350 million.



Brian Halligan and David [fTleerman Scott




10 g [fTarketing Lessons from the Grateful Dead










