
Marketing I am afraid that our session we have to start with in a very banal way. We have to first of all 

define what is the marketing? Why? Because in spite of the fact that the marketing book in the last 50 

years is giving reasonable definition of marketing reality is that in most companies you will not find 

marketing. They somehow confuse marketing with sells. So, maybe we should use some stronger words to 

deliver the message of what is marketing and what is sale and how the difference is from each other. 

Marketing, my eyes, is the spreading the corn for the ducks to come and sit. Sales is taking the gun and 

shoot a sitting duck and if the duck is not sitting but moving like a mosquito don’t blame the sales person. 

Blame the facts that they don’t have marketing or another words marketing is the bringing the market to 

desire your product or your service.  

Marketing: 
Bringing the market to desire 

your service/product. 
 

When you at the stage of marketing you don’t see the individual prospect you see maximum a section of 

the market in front of your eyes. Sales is you see a specific prospect your job is close the deal.  

Sales: 
Closing a deal. 

 

Close the deal. Now if you think it is easy to shoot a sitting duck, try to do it. And remember if you miss and 

the bullet goes near it ears it is not sitting any more, it flow. Good marketing means have a lot of sitting 

ducks with glue on their feet. Now how do we do it? What is the real problem today that prevents 

companies from doing a good job in marketing.  

What to change? 
What is the problem? 

 

What is the problem? What is the core problem? From analyzing the marketing I will not go today in the full 

analysis I will just rely on things that we’ve already established which is the problem once again is this 

notion of local optima is the way to reach the global optima. The local notion of things and this is what 

creates the real conflict for marketing. It’s  stem from the fact that due to this local approach of looking 

things trying optima is each portion in isolation  we have increase drastically one of the perception of value 

that exist in the field.  

SUPPLIER PERCEPTION VALUE 

According to the investment in the  
product/service. 

 

You see when you have a product or service that two different perceptions of value for this same product 

one is the perception of value of the supplier. What is it based on? If you really look on it it’s based on 

actually the efforts that went into providing this product. The more efforts, the more money, the more 



time it took you as a provider to bring this product from nothing into the hands of the client the more you 

think that it is valuable.  

CUSTOMER PERCEPTION OF VALUE 

According to the benefits expected 
from acquiring the product/service. 

 

If you put into material thousand dollars and then you have to work so much and you have to put new 

technology and you have to build the whole expensive distribution thing in order to provide if you think 

that the value is high.  

SUPPLIER PERCEPTION OF VALUE 

According to investment in the 
product/service. 

 

In other words there is something that called supplier perception of value and this value is according to the 

investment in bringing the product or the service to the market. But let’s not forget there is another 

perception of the value to the same exact product or service and this is the perception of value of your 

client of your market now if you note it there is nothing to do with your cost or your efforts to bring the 

product it has everything to do with what? With how much your product if other require it. How much 

benefits am I going to get from it? It has everything to do with satisfying my needs nothing to do with your 

efforts is it understood, yes or no? Suppose that you had huge efforts but this product is not satisfying my 

needs or satisfying it to very, very small degree who cares I am not willing to pay a lot.  

CUSTOMER PERCEPTION OF VALUE 

According to the benefits expected 
from acquiring the product/service. 

 

Customer perception of value is according to the benefit expected from acquiring the product or the 

service.  
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Nothing to do with your cost. Now look how these two perceptions of value bring marketing into enormous 

conflict and this I believe is a conflict which is at the root of jeopardizing our marketing efforts. Let’s look on 

the conflict.  



 

You want to make good decisions. You want arrive at good decisions. In order to arrive at good decisions 

when we are talking about marketing good decision must be such that if you really follow that decision you 

will get enough sales volume because if you don’t get enough sales volume this is definitely not good 

decision. In order to get enough sales volume you have to satisfy what? The market, otherwise they will not 

buying from you or another words in order to get enough sales volume you must act upon the clients or the 

prospects perception of value. But on the other hand good decision also means what? That you will not 

lose your pants in other words arriving good decision means that you must get a reasonable “product 

margin” and in order to get reasonable product margin you must act upon the supplier perception of the 

value and now you are at the huge conflict. And this conflict is not at the highest levels in any company how 

many times you have heard an argument or a quarrel like don’t except the order the price that this client is 

willing to pay is ridiculous. Sorry, we must accept the order we don’t have enough work. We must get more 

sales we must accept the order don’t accept the order accept the order don’t accept the order, why did you 

accept the order. Have you heard such arguments before? This is chawing you to what extend companies 

are all selecting on the conflict area. As long as this cloud, this conflict exists marketing hands are totally 

tied up. We have to find the way to break this cloud and this is actually the job of marketing. My first step 

will be to purify this cloud because if you noticed in the cloud itself not at just assumption of the cloud we 

have already the collocation of the local optima which tells us even the problem itself of today is not stated 

correctly where is this collocation of the local optima? It’s coming from the word product margin. How do 

we call product margin? Based on product cost what have we learnt at this series of programs. A product 

cost is baloney so first of all let’s clarify to ourselves that we will see the real conflict it does exist but let’s 

purify from the local optima fog that is around it. So, if we look on the assumption that led us to the 

product margin.  



 

Let’s look on what it is. In order to arrive to good decisions you must get reasonable product margin. Why? 

Because assumption is having positive margin for each product or service guarantees that the company is 

profitable that’s why you want it. Now from reality is it correct? Most companies at losing money currently 

do they have positive margins on each and every product? And the answer is yes. Which means that 

something is wrong with the assumption. If you look a little bit more into it you find immediately the fallacy 

of this assumption. Look on the following, suppose that we are producing one unit of one product of course 

all overhead is contributed to this one product and by that we know what is the product cost and thus 

product margin and suppose that we are producing two units of the same product what happen to the 

product cost? It’s much, much more reduced the whole calculation of the product margin has to change. 

Which means if you noticed even though we are talking in terms of product margin and as if we have a very 

accurate notion of it, it’s just an illusion why? Because the product margin is also a function of how much 

from each one of the products are we going to sale. Anybody know that how accurate is your forecast on a 

product level? A joke. Which means it gives us impression that it’s accurate when it’s not. And if we have 

missed in our expectation about  
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the quantities even though it will look to us based at stoic dater  as if each product has a positive margin 

will be amazed or not so amazed where … with a loss. This assumption is wrong. In order to make sure that 

you understand to what extend is wrong let’s take the sister assumption underline the same arrow which is 

even more demanding. This another assumption here.  



 

In order to arrive to good decisions must get per each product reasonable product margin because… 

because assumption that we make is any sales which has negative margin reduces the company’s 

profitability. If you take even a single product and sell it below cost by that you have caused the profitability 

of the company to go down. This is our assumption. Is this assumption correct? I hope that by now you 

understand that it is not but let me show to what extent. Let’s take an example. Just to show you how 

wrong this assumption. Suppose that you have a company that sells … one hundred million dollars and 

what can we do. You are losing two million dollars in the end of the year, it’s not an exception and you have 

access capacity the constraint in the market you don’t have enough sales.  

 

You have so much access capacity that you actually can produce 20% more volume and you are lucky and 

you are lucky because there is a segmented market that you can get rid of this 20% but for prices which are 

30% below your current prices which means definitely below cost. Then first of all emphasize what I mean 

by segmented market. Segmented market is not a niche in the market doesn’t have the same connotations. 

Segmented market means a section of the market will be called segmented if and only if any price in 

quantities that you sell this market in this section does not have any effect what so ever on the price and 

quantities that you are selling in the other sections. Then and only then you say it’s segmented now let’s 

suppose that this company have such a segmented market not so easy to achieve it. My question is what 

will happen to the profitability of the company if we take 20% additional production that definitely we can 

sell in this segmented market but for a loss relative to the product cost and we will do it. In order to be able 

to do the calculation let’s assume that raw material and subcontracting and commission another words all 



totally valuable cost the one you have to pay more per each additional unit that you are producing let’s 

suppose that this is 40% of the original price, now remember we are talking here about selling a large 

quantity, additional quantity for a loss. According to this assumption we should lose even more if we now 

are losing two million we should lose even more. Now let’s we do the calculation. Well let’s do the 

calculation, that’s not so difficult, look 20% more. If we sell the 20% more for the original prices it means 

that delta sells will be additional twenty million dollars. Correct? If the total was one hundred million and 

the selling another twenty at this original prices then the delta they change the sales will be positive 20 

million but we cannot sell it in the current prices we can sell it at the segmented market but for 30% less, 

OK, this means that delta sales in the segmented market will actually be only, help, forty million  or 40% 

less. This is delta sales, the changing sales this is not the changing support why? Because due to the fact 

that we are producing the selling more we have to have more raw materials and commission and so on. 

How much of the 40% of original price if the original was twenty dollars, twenty million dollars 40% means 

eight million. Which means we have to reduce in totally available cost of eight million. This means that at 

the delta support will be 6 million.  
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How much in the delta operating expense how much more operating space do we have to pay? Nothing we 

have said that this is access capacity that we pay anyhow. Which means that the delta operating expenses 

zero and that’s why the delta net profit is six million dollars. So, if we’ve lost two million dollars before, now 

we have made four million dollars profit. Look what happen here. I’ve sold additional things each of them 

I’ve sold in the loss but in the total I’ve made money. No wonder cost account is simply wrong we’ve prove 

this more than once, OK? The assumption that any products that you are selling which does not have a 

positive margin reduce the profitability of the company is wrong. This assumption is totally wrong. By the 

way don’t get the wrong impression that I am recommending to reduce prices when you have access 

capacity. I am not recommending it at all, I tell you why because in most cases I have seen the companies 

doing it since they don’t pay attention that the market is totally segmented that’s not in a price war if you 

started a price war everybody loses. That’s the most dangerous thing so I am not recommending it at all. At 

the same time we have to understand that this phrase is wrong it’s not that we are looking for having 

positive product margin what we are actually looking is something else.  

 

We are looking to get reasonable instead of getting reasonable project margin actually what we are looking 

for is that if we do the right decisions at least we covered all the investment and the expenses that is 

important because let’s face it good decision means I still want to meet the goal of the company which 



means to make money or I don’t want to run out of the budget and be bankrupt. So the real cloud, the real 

dilemma is arrive at good decisions, get enough sales volume but get also … enough to cover the all 

expenses cover at least the companies expenses in investments.  

Cover at least the 
company’s 

expenses/investment. 
 

It doesn’t change the cloud not by much if you look on the cloud now, OK, what you see is I am still stuck 

between rock and a hard place I am still stuck between the perception of value of the supplier and the 

perception of the value of the market. Is it understood? So we have to find the way to break it still and look 

on it. Where is the way to break it? In the conflict area itself.  

 

Why do we claim that there is the conflict? Why do we claim that to act upon the client’s perception of 

value is in conflict with acting upon the supplier perception of value. We claim it only in a one case when 

the market is not willing to pay us enough. If the market, if the client’s perception of value is much higher 

than our perception of value we don’t have a conflict am I right, yes or no? If the client is willing to pay 

more than I need I don’t have a conflict which means that assumption that is underling the conflict area is 

that the client perception of value cannot be raise significantly.  Can not to be raised to the extent that the 

client perception of value is higher than our supplier perception of the value. Now let me ask you what is 

the job of marketing? Isn’t it clear? The job of marketing is to raise the client perception of value at least to 

the level that is higher than the supplier perception of the value. How to do it? That’s another question, but 

to see the core problem that we must to deal with is not to do calculations it is to find how do you raise the 

client’s perception of the value. Now most people think that in order to do it we have to come with new 

innovations. A new innovations in terms of the product any us it does help. What most of us don’t realize it 

at all there is the way to do it as even with existing products. We just have to think for that. How do we go 

about finding way is to do it? 
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How do we go about constructing the solution? We know now what’s the problem. The problem is that we 

don’t focus on raising of perception of value of the client at least to the extent that is higher than our 

supplier perception of value. What we have to do is to demand marketing to do that and we have to put on 

top something else. We have to demand for marketing to find ways to do it. Ways that competitors  will 

find it hard to imitate because if marketing comes to the brilliant idea and competitors are imitating  it 

within one week and thank you very much we are exactly at the same situation.  

Marketing objective 
1. Increase the customers’ 

perception of value for our 
products/ services. 

 

This immediately means that any good marketing idea that raise the perception of the value if it is good 

marketing idea another words it will supposed to break the constraint of the market than it cannot be 

based on  lowering prices because if it is based on lowering prices the competitor now is in the  bad 

situation.  

Marketing objective 
1. Increase the customers’ 

perception of value for our 
products/ services. 

2. Do it in a way that the 
competitors cannot quickly 
imitate. 

 

It is sitting down and looking being working for you? No. Excellent, now you have lost money you are going 

out of the market. It worked for you? Perfect, tomorrow I am reducing the prices as well, big deal. There is 

no problem here in doing that. So let’s understand it very well. We are looking here for something that I am 

calling unrefusable offer to the market.  

CUSTOMER PERCEPTION OF VALUE 

According to the benefits expected 
from acquiring the product/service. 

 



Something that is so good that the market perception of value for our products and services goes up 

immediately and I am dying to buy it some people are calling unrefusable offer by the name of mafia offer, 

you know unrefusable. Unrefusable offer cannot be based on lowering prices because if it does there is no 

problem for the competitor if it works to mimicry on the spot and then you find yourself together with the 

competitive even in the worse situation from where you started. How do you go about constructing an 

unrefusable offer? The first step is obvious to everybody there is no point in looking internally in calculating 

costs. That’s not the way to raise the perception  of value of the client especially when you are not allowed 

to do that by lowering prices. Am I right yes or no? Fine. So the first step must be to realize that the 

perception of value of the customer is according to the benefits expected from requiring your product 

service. What determine this perception? What determine whether or not the client will get the benefits? 

And you know it. If your product or service solves the customer problems it brings him benefit the higher 

and the larger number of problems that your product is solving for the client the higher the value for the 

client and because of the higher the perception. Is it understood? Obvious, so what do we have to do we 

have to find not only what are the problems of the market we have to find what is the core problem of our 

market. Because if you can solve the core problem the one that leads to all the problems by that we bring 

the maximum value. Another words it is not enough to do a survey on the market because in survey on the 

market you will get the market’s undesirable effects, you have to find the core problem and some core 

problem that you can do the supplier something about it.  

The bigger the problem 
solved – the bigger the 

benefits 
 

This means not a list of problems that you are going or list of undesirable effects but to do the full analysis 

to connect all undesirable effects to some relationship to your offer to your product. All undesirable effects 

of the market to connect then to find how you as the supplier and of course all of your competitors are 

actually causing it. Yes it is putting us in very uneasy situation, OK, we have to find out how we are the one 

who creates a primes to our clients. Now this is not done in order to be altruistic or in order to have guilt 

feel because if you are not the problem you and your competitors together. If you are not causing the 

problem you cannot provide the solution as well, OK, so if you want to provide an unrefusable offer you 

had better put yourself in the position to think how do I create the problems and how do you do it you start 

a list of undesirable effects and then you do the full analysis build the whole cause and effect tree.  
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I want to show you an example and first of all I want to show you what is the meaning of the real rigorous 

analysis. What is the meaning of doing a current reality tree? The first session we have talking about 

current reality tree of the steel industry. This was so long ago. Maybe we should really examine again what 

is the meaning of doing an analysis of a section of the market. Moreover, I want to take the example that 

we demonstrate to what extend even when we are implementing everything that we said in the last four 

sessions bring us to the excellent situation when we waist it. Another words, suppose that we have improve 

our production  and our finance and we have improve the distribution and now we are excellent in terms of 

a speed of supply, this does not mean yet that we have converted it into an unrefusable offer to the 

market. This does not mean yet that your sales will go up, OK. So what I want to do is to take real example a 

tree that was written by the real company that was in that situation where implemented all the logistic 

solution and still sales have the problem. The constrain was deeply in the market no wander by the way 



because when you are implementing what we have said in production and in distribution you expose 

enormous excess capacity and then of course the real problem still to become in how to increase sales. So 

let’s go over this current reality tree that you have in your own books, in page number one, one nine, yes 

one one nine and I want to go over it slowly. This is not the best tree in the world in terms of being super 

ultra written correctly. It was written by a real client I was a little bit involved I must admit. Let’s see what 

the meaning of it and here we are analyzing the huge section of the market that companies that was doing 

it was selling to shops, let’s them to analysis.  

100. Brands offer big 
discounts on large 
quantities. 

 

 Let’s start with one hundred what I want to show you now in current tree  later I will show what is the 

process by which you build such a thing, because let’s face it. In marketing everyone is unique you will have 

to build your own solution, you will have to do the analysis for your own market. One hundred, brands and 

brands mean not only that company but the other major companies that supply that same type of product 

to the market, the brand names. Brands offer big discounts on large quantities. Now let’s I am going to the 

shop and say do you want to buy the product this is the list price. Ah, if you will buy for quantities which is 

enough for six months for you we will give you a discount and this discount are not huge.  We are talking 

about some like 30% discount. Something like that now remember what is the meaning of that supposed 

that you are an owner of a shop and there is another shop in the next street and this other shop will buy 

the same merchandise from the same company 30% less than you, they will wipe you out, OK. So, in other 

words if the companies are offering this large discount on large quantities now do you have a choice of not 

buying large quantities? No. What is then due to that the unavoidable ramification if brands of a big 

discounts on the large quantities then and look on your tree and you will see immediately what is 

unavoidable conclusion then purchasing in large quantities, purchasing not just for the immediate need but 

for the long term becomes a must. Is it understood this cause and effect relationship? It is not an option 

any more.  



 

Now due to that two different and at the first glance opposite effects are unavoidable for the shop. These 

two effects that I would like you to concentrate now on are from one hand side one fifteen and from the 

other hand side one seventy. You see if you now have to buy, not for just immediate sales but for the long 

term you are buying in large quantity what is unavoidable impact on the inventories that you hold?  
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It increases.  

115. shops 
inventory 
increases. 

 
170. shop runs out of 

inventory on some 
products. 

 

Shop inventory increases you have too much at the same time the exact opposite is also coming. Why? 

Look on the following you actually your forecast especially at the shop level is not superb, right? So you 

order some quantity even big quantity after two three months this particular product went extremely well. 

You are running out of this product. You want to buy more, this is the product goes but if you buy just for 

that remember from the other you still have mountings can you buy a large quantity? No, so what do you 

do? You don’t buy. So exactly on the hot items you now have shortages. Is it understood yes or no? So from 

one hand side due to the same policy from one hand side you are holding much too much  inventory overall 

and at the same time you are running out of inventory on some products on the whole products. Now let 

me ask you something, what is the impact of having too much inventory on the shop profitability? What do 

you think most shops are taking the money in order to buy the merchandise. Do you know where I take it 

from? From the bank. More inventory means much more interest that you have to pay to the banks and 

some shop owners will tell you we are not working for ourselves we are working for the bank, OK. Of 

course the bigger the inventory is the more longer it have to take the more interest and because of it less 

profitability for the shop. At the same time what is the impact of the running out especially on the good 



items. What is the impact on the profitability of the shop? Goes down. So you see what happens from the 

same policy of the suppliers which is I willing to give you large discount provided that you will buy a lot, OK. 

Two different things are happening too much inventory and I don’t have enough both of them are leading 

to the same thing reduction on profitability of the shop, but let’s look now on the totally different angle of 

the same thing.  

 

We’ve said shop inventory increases but there is another thing which is very prevalent at the same thing 

which is the brands are not willing to give merchandise on concerning terms and back at the bottom of the 

tree in statement one hundred and five. As a matter of fact, consignment? Totally no, no they don’t want 

even to hear about it. We are brand we are giving it you for free, are you crazy? What does it mean? Who is 

financing all this inventory? The shop, which means unavoidable result of that is shop’s cash need increases 

what happens when the shop does not have inner so much cash. That means borrow and borrow and 

borrow another words there is the squeeze on the cash. When in times the squeeze on the cash is so big, 

that they have problems meeting the payment to the supplier when these problems become big what is 

the supplier think? I am not giving you merchandise unless you pay in cash. Now the shops have even 

bigger problem from getting the right merchandise. What is the impact on their profitability? Down. Is it 

understood, yes or no? Then something horrible starts something that you have pay attention whenever 

you put count round the tree. It’s called negative loops. Negative loops can kill companies. Here is an 

example. Let’s look on one fifty, one of the top which is companies’ profitability is down. Fine? Now 

remember even if you are on the case with the shop cash is squeezed. Where do they take the money? 

From the bank. They have to borrow the money from the bank. What happens when your profitability goes 

down what happen to your available credit? Goes down as well.  



150. shop 
profitability 
decreases 

 

Which means let’s had seen it if shop profitability decreases then unavoidably out of that will be that credit 

or ability to borrow money decreases as well if the shop available credit becomes more limited what 

happens now to the cash squeeze? Becomes even bigger and we are facing it finding ourselves in a loop. 

Let’s look on the whole picture and see the loop again. Shop cash is squeezed, if it is squeezed I have now 

problems in meeting payments, I have problems to get merchandise, my profitability goes down, my 

profitability goes down my credit goes down my cash is more squeezed and look what is happening this is 

called negative loop. 
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What is the result of it? If a shop allows this thing to start to go do you know how calls the end result? 

Bankruptcy. Does it happen? Do you know what, do you know to what extend it happens? Look on your 

own experience. Go to a shopping mall or to big concentration of shops and then go two years later do you 

expect to find all the shops that you have seen two years ago? No. What happen to one disappeared? 

Usually they were caught in this cycle. That’s what’s happening. Which means the huge problems for the 

shops that’s not a small undesirable effect. And remember when it all started? It started from the policies 

of the supplier. But that’s not the end of the story. Let’s look now on the right sight of the same tree of the 

analysis and the base of it is one seventy five. Let’s read what is one seventy five. Brands constantly release 

and advertise new products.  

175. Brands 
constantly release 
the new products 

In most merchandise it is happening and by the way the life time of the products in most merchandise 

becomes smaller and smaller today. Look on even things like gulf clubs. Do you know what is the life time of 

the gulf clubs today on the market, until a new generation of gulf clubs is coming? Less than six months. It’s 

not just electronics, suitcases. What is the life time of the suitcase in the market before a new generation of 

whole new design is coming? It’s less than nine months, now remember what is happening here. Who is 

advertising the new merchandise in the market in the magazines in the TV and so on. It is usually not the 

shops it’s the brand companies themselves, OK. Now look what happens when you are looking  on facts 

that brands constantly release and  advertise new products and combine it to the fact that shop are holding 

much too much inventory. If you look on the two together one seventy five and one fifteen what do you 

see?  

110. purchasing a 
larger quantity than 

 
175. brands constantly 
release and advertise 



is needed for short 
term actual sales 

becomes a 
necessity. 

new products 

 

For one in side we force them to purchase a larger quantity than is needed for short term actual sales, this 

is necessity now for the shops and at the same time we are advertising the new model. Now what happen 

to the shop? They are stuck now with merchandise that all of a sudden due to the fact that you are 

advertise a new thing all of a sum that holding become almost absolute it is not absolute but it is about to 

be absolute. So what do they do? They don’t wait until it becomes totally absolute what do they do? They 

must get rid of it. How? Sale, even if it is not worth less get rid of it because in totally two months we will 

not be able to get rid of that at all.  

185. shop offers 
discount on 

dated/obsolete 
products 

 

Which means exactly at the time that the brand company is spending a fortune to induce the market to buy 

the new brand, the new models, the shop is going out of the way to persuade the same market to buy the 

old one. Perfect sense which means sales of the new products are immediately jeopardize and at the same 

time who is giving these free brands in the shops? The shops. What happen to their profitability? They are 

getting the hit from the both sides from one side that they have these free brands to get rid of all thing and 

from the other side this is the new thing it is not selling so well because you are eating into it yourself. This 

is what is called a real analysis of the market.  



 

Don’t go and ask the market for it, the market is not able to give you such a beautiful cause and effect. It’s 

your responsibility to find out the complaints undesirable effects and to do the whole analysis to see where 

it is coming from because once you have the whole thing look now on the bottom. Look now on the 

bottom. Do you have any ideas of how you can improve the situation, how you can give an unrefusable 

effort to the market it becomes obvious now. Am I right? The question is of course how do you constructs 

such a things so let’s go over the steps. It’s not so easy but it’s definitely much, much easier than to 

flounder for who knows how many years. First step is make a list of the undesirable effect of the next link in 

the supply chain.    

 

 

 

 

 

Make a list of the undesirable effects of the next link of the supply chain. The next link in the 

supply chain is your market, is your client. Is it understood, yes or no? Make a list of the 

undesirable effects that somehow are connected to your production or your service. You know 

enough, you don’t know enough, - fine. Go, make a survey. If you find out in this real case that it 

exists. If you find out that you cannot find undesirable effects, this means that your offer is not 

directed at the next link, but the link after that. If you cannot find at least three undesirable effects 

for the next link, go a link after that. Then client, clients, maybe that’s the one who will really make 

this, then your offer will be based that your client will be able to sell more because he’ll be able to 

give unrefusable   to his clients. This rarely happens, but this does happen. The indication that if 

you cannot put three undesirable effects, it’s either because you don’t know your immediate market, 

Analyzing the Market 

 

Start with next link in your  

sales chain. Make a list of its  

undesirable effects that might 

be connected  



or your immediate market  is not your market. It’s a step after that. This is specially important when 

you are talking about new product, or in the real case, when it’s horrible, is a start up, when a 

product was never sold. I’ve seen many times the product is beautiful, the solution is phenomenal, 

you come to write undesirable effects of the market, there aren’t any. It means it’s beautiful solution 

for no problem. It’s better to know at the beginning and not to start a company. Anyhow, first if 

these three undesirable effects somehow are connected to your offer, not just your offer, yours and 

your competitors’, your industry offer. Then, the next step after that take each of the 3 undesirable 

effects, whichever you have more, and write the corresponding cloud. Write the corresponding 

dilemma, remember. 

Each of the undesirable effects theory is there, because of specific conflicts it causes. If you can 

recall, we have done such a thing when we talked about project management. That’s where I 

showed you exactly how to do this method, and it’s not so different how to convert the undesirable 

effect into the corresponding dilemma, or corresponding cloud. Such three clouds, then comes a 

stage, which is a little bit more different, which is   How we are getting a conflict, which is at the 

bottom. I’ve shown it in project management, we’ll go over it again, this time looking at the process 

rather than a content.  

 

 

 

 

Once you have that, start to expose assumptions, underline the errors, but not any assumptions. You 

are looking for assumptions, which are stated policies of you and your competitors, their policies in 

their relationship with that market.  

 

 

 

 

If you don’t find that you will find many ways for the client to solve his problems without changing 

the ways of how he is doing it. You will not find a way to sell to him. So, you have to force yourself 

not to write any assumptions that will break the cloud, but write assumptions, which are policies of 

your competitors that are assumptions underlying this cloud. Not so easy to do it. Once you do that, 

how you have whatever is needed, because this Now let’s see how this is done. Not o difficult. Now 

it’s much, much easier. How do you build the unrefusable offer? As a matter of fact, I hate this 

word, I prefer the original word, some people don’t like it.  

 

Building the Unrefusable Offer 
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Analyzing the Market 
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So, just between you and me. Mafia offer. That’s what you are after. Let’s see the mafia offer. In 

other words, how do we convert the understanding that we’ve got from the analysis of the market 

into what we are going to offer. What has to be at the bottom? Our new policies. Correct? What has 

to be at the top? The undesirable effects of the market. If improved so much that it becomes the 

desirable effect. If you succeed to do that, you have the unrefusable offer. This is how we do it. We 

start with the bottom. For example, what we had in the counter under tree the 100 brands offer big 

discount on large quantities. Let’s start with that, and then we know that that’s bad. This is creating 

a huge problem to our market. What should we do instead? Come on. What should we do instead? It 

is obvious, first of all, we should not give any incentive to our shops to but large quantities. Am I 

right? Yes or no? First of all, you know it’s totally against our instincts. Not in the case that I am 

going to show here. This company that is offering a big discount in a peculiar way, there are 

problems where the products are very bulky relative to their price, and because of it the freight was 

the major part of the price, so they say if you buy this amount, which is 20 pounds or more, the 

freight is on us, which is maybe 30% something like that, that’s the way that they give the incentive 

for buying big quantities. Of course, this is off. We give the freight for free. At the same time, 

remember the following: the shop that does by large quantities, does want to get a reduction in 

price. The whole business is based on that. So, what do we do? At the same time, that you are 

reducing incentive to reduce to buying in large quantities, you should not reduce incentive to buy in 

large quantities. How do you do that? You give him an umbrella contract, which means if you buy 

within 6 months so much, this is going to be the price.  Is it understood?  So, we don’t force the 

shop to buy completely the specific thing and hold it, at the same time if they buy this some  
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amount of dollars, they will enjoy this same reduction in prices as before. Otherwise, you will kill 

them, which means you will not be able to sell to them. Let’s see what’s happening. That’s how you 

convert them. If you had at the bottom of the counter tree, let’s offer big discounts on large 

quantities, this is converted how no incentive to buy now in large quantities. In that case it was no 

freight charges, and at the same time, this means no discount is based on the rate of the sales 

(instead of size of order), which is actually what you want and what the shop wants. Is it 

understood? Yes? What else? In the bottom o the counter tree we have something like shops run out 

of the inventory on some products. Remember it? That’s very bad. We don’t want that. So what do 

we want to do instead?  

 

 

 

 

 

 

 

These are daily, weekly or bi-monthly frequency of delivery (according to sales volume). In other 

words, we must make sure that the shop will not run down of the merchandize. Not because of the 

shop, but because of us as well. Is it understood? Yes or no? Now this is very important, because 

this thing gives you also the point in the solution that is very hard for the competitor to imitate. You 

see that in these companies as they have actually done it, they implemented the distribution results 

of TOC. So, this is supposed to be not the problem at all, because most of their competitors work on 

conventional distribution, more possibility. Is it understood? Yes or no?  Remember the rule: your 

offer must be based on minimum one looted policy change. One is it. Because remember we said, 

competitors will be able to quickly imitate. If you have a new invention, especially if it is patent 

protected, they will not be able to quickly imitate. Eve though today it is not even the case any 

more. You know what gives you much bigger window until they will be able to imitate if your 

solution is based on changing the looted policy, that’s the harder thing for the competitors to 

Brands offer big discounts on  
 large quantities 
  

Discount is based on rate  
of sales (instead of size of 

order) 
 

Shop runs out of 

products 
There are daily, weekly  
or bi-monthly  
frequency of delivery  
(according to sales volume) 



imitate, because until they will change the policy, hu hu, here there are two policies that are 

changed. One is that we are not pushing down this road any more, we re replenishing very quickly 

and we give consignment, which is a total no, no. We’ve estimated the window of opportunity. The 

window of opportunity means that it works so well until the competitors understand that they will 

be able to imitate, we estimated that it will be a minimum of 2 years. It is 7 years, even though this 

company has doubled their market share, the competitors have not succeeded yet to imitate. It, as 

the counter change is too big. Is it understood: yes or no? Back to that. You see how we derive now 

what we should do, 

 

Shop Holds Goods 

Only for Expected 

Very Near-Term Sales 

 

No Freight 

Charges 

There are daily, weekly or bi-monthly frequency of 

delivery (according to sales volume) 

 

Discount is based on rate of 

sales (instead of size of order) 

 

But it is not enough. We have to convince ourselves to clear that out of that vigorously with perfect 

cause and effect. The effects of the shops will turn into desirable effects. Let’s look at what is 

unavailable result here. No freight charges, which means we are not pushing the large quantities, we 

do encourage to buy by giving the reduction in price. They don{t go now and put an amount on 

themselves. If that{s the case what days it mean if we unavoidably claim that we will get one 28 

unavailable of that. If shop holds goods only for expected near’term sales, then and this has 3 

positive ramifications: one supports one investment, and one – operating expense. We hit all the 

good things. Let’s look at it. If we have less slow moving items in stock, that means the 

introduction of the price is much smoother. Correct? At the same time if we have less slow moving 

items, which are held in stock, then inventory goes down, which means what happens to the 

investment of the shop? Down.  
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At the same time, if there are less obsolesces of the shop. Let’s not stop here. Let’s look on the 

other side. Which means it is my itself a mafia offer. We’ve done something more. It wasn’t just 

shot. It was a cash problem. It’s a hope here. So, if we had in the counter tree, we are not willing to 

give consignment, because the cash needs increase. Instead of that. let’s go all the way. Our own 

company, the merchandize of our own company needs for goods display.  

Shop’s cash increases 

 

Brand goods needed for visual 

display plus reasonable stock are 

given on consignment 

 

How gracious we are. By the way, as long as we are making a fortune out of it , why not be 

gracious. If that’s the case, now combine with the other part of our effort. Look what’s happening. 

If we are really giving it consignment terms, you see what’s needed, and what is needed. 

Shop doesn’t need cash for 

offering BRAND goods 

 

BRAND goods needed for visual 

display plus reasonable stock are 

given on consignment terms. 

 



Some visual stock until we replenish then and enough to put for a visual display that means shop 

doesn’t need now cash for offering. Look now what happens in terms of sales. We combine with 

our brand goods. So the fact that we didn’t force them to have large quantities and with the fact that 

we replenishing all the time now, the full stock, the full spectrum, they are not willing to do it, and 

if they need something, they will immediately replenish it. This means shop always holds goods for 

proper visual display, the whole spectrum. Look what’s coming out from it. So many different 

positive effects, even though at the first sight, it looks the same one. If shop always holds goods for 

proper final display 

Shop always holds goods                      

Shop doesn’t need offering goods 

No freight charges 

There are daily, weekly and bi-

monthly frequency of delivery 

(according to sales volume) 

 

Availability increases 

Shop always holds goods for proper 

visual display 

 

The whole spectrum, this means availability increases. Do you know what’s the meaning of 

availability increases? Availability increases and maintained all the time. If availability increases, it 

means what, sales increases. The point is where do you want to go: to small shop that might have 

what you need, or to the place that you know is holding a full spectrum. Which place do you prefer 

to go: the one that holds the full spectrum. Through availability, that’s why the sales are going up, 

but that’s not the only this. The availability increases, it means that you have less missed sales. Less 

missed sales means what, not because you came to the fact that you expect to find the full spectrum, 

but because you found what you wanted and not because ‘Oh, sorry, we don’t have it today, come 

next week.’ But there is a 3
rd

 element, which is a long-term element. If you have less missed sales, 

this means greater customer satisfaction. This has a 3
rd

 impact on sales. I am talking here about 

liability. You came to a shop and bought exactly what you wanted. Next time you come to the same 

shop, you find what you wanted 

Sales increase Greater customer satisfaction 

Availability increases Less missed sales 

 

3
rd

 time you are conditioned to go there. Same thing works in reverse. You come, you don’t find, 

you don’t find the 3
rd

 time, you don’t bother. 2 great elements. How much combine all that? Cash 

problem, and priority problem, and so on. This is a mafia offer. Is it understood? Yes or no? With 

whom do you have now the problem? Not with the clients. With your folks, in your own company, 

because now they will say: ‘It’s too good. Why should we be so generous? Because remember 



where we started. We want more sales. And what is the initial reaction from everybody? Initial 

reaction from everybody, is yes, small yes, big but...Do you have any sort of people that are experts 

in these buts. This is the most important part of the solution. Your solution is not completed now. 

What you need now is to polish it. You are in love with it, you are convinced this is the best since 

the life spread. Yes, you do have your solution, but it’s far from being completed.  

Polishing your unrefusable offer 

 

It hasn’t been polished yet. How do you polish the unrefusable offer? And the idea is don’t go into 

the market. Go internally, into your company. What we’ve done in this case. We took the future 

reality tree as it and we sat it to people with company different functions within the company.  

Polishing the unrefusable offer 

Spread copies                                                                                 yes 

but….people                                                                                    

company 

and ask for  

 

And we ask for components. Within half an hour, the facts stated to work. And these were not 

exactly the complimentary comment, they were on your side. That’s exactly what you want. But 

you have to understand it correctly. What’s the meaning of yes, but? Yes, I understand your offer.  

But from it comes a “but”. From your own solution comes a negative ramification. That’s a 

meaning of “yes, but”. Don’t expect from people in verbalizing the great job of gut feeling. It ‘s 

your job. And this is quite frustrating. Here we’re getting something a beautiful baby. He is talking 

about some chad. Don’t loose your patient. First thing is take what he said even though he didn’t 

verbalize it very well, and you write the entire logic of why he is right or he is right. Do you 

because of what comes out of it, is something phenomenal. Your own solution becomes polished 

and becomes ten times more powerful. Let me show you what is happening. And for that I will take 

the real case. This is a real case, that I am showing you. I will show 3 

Polishing Unrefusable Offer. 

Spread copies to enough “yes, but...” people in your company, and 

ask for their reservation. 

   

of about 40 undesirable effects, and the undesirable buts that came out. This is one of them. In a 

minute it will appear on the screen, I hope. Now, it didn’t come out too logical. Ar least 5 people 

are telling you that. In their own words, until you are beginning to say: ‘They are right what do they 

mean and you put it real cause and effect.’ For example, in this case you have it on your books on 

page 123. Yes, it means it starts from your own solution. It comes due to your solution. Your 

solution says shops have more available cash. It also says: shops don’t have cash to purchase our 

goods. Now you forgot something. In reality this always a page of a negative branch. This is your 



solution. There is something else in reality that you overlooked, that shops sells the brands’ goods 

as well. They are not our shops and our goods 

214 ABC’s display share will decrease Trimming this led to increase in display share 

212 shops have limited display space 210 shop might use cash surplus to increase 

other brands offering 

202 shop sells other brands that do not give 

consignment 

152 shop has more available cash 

122 shop doesn’t need cash for purchasing 

ABC goods 

 

 

But they are our competitors as well. What does it mean? It means that if the plant has any problem 

with cash flow, they have problem with our goods, they have others they are buying from. What are 

they going to do with cash surpluses most probably? Shops may use cash surplus to increase other 

brands offering. They enjoy, you enjoy. Not true. What is the contract of the shops? Shops have 

some limited display space. And if they buy from the others, it’s their money, and our merchandize 

is our money. What do you think is the most probable that they will display: our fixings or the 

things that they’ve bought from the others? In other words, our display share will decrease, and 

whatever is displayed is not sold, and here, and also here, with this beautiful offer we should shoot 

directly in the foot. Don’t ignore it. They are right. It’s one thing: to ignore it and get punched in the 

nose. At the same time, what we’ve realized now, what is the thing to do. We said: ‘Fine. When we 

come to the shop, and we offer it what is the condition, and the condition is that our display share, if 

you do it, the shop has no problem, if you don’t mention it, you might kill yourself, because the 

sales persons that have come to the shops and said: ‘This is our offer, ok, yes, this is our problem, 

what happens to the display space? And they kept their mouths shut, and the shops agreed to give 

more. So, from a negative it becomes a positive. Is it understood? Yes or no? In most times, if you 

really ignore the “yes, buts”, reality will kill. Don’t ignore it, you will get punched in the nose. If 

you are at this stage causing them no problem, it turns into positive. Some other times it’s even 

more frustrating, because it turned out already from the “yes”, but that is actually emerging is 

something huge that you didn’t pay attention to. Let me show an example of it.  
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This is another “yes-but” that the people may have stepped on. The shop doesn’t need cash for 

purchasing our goods, this is part of our solution. Due to that our cash is used in inventory held for 

shops. If it’s the shops, it doesn’t need to put the money into inventory. Now, we forgot something. 

Our cash is bigger than the cash of the shops, but it’s not unlimited. And if we do it on such a great 

scale, what will be the result. We may suffer from cash shortage, and God forbid, this will exist. Do 

you understand the problem? And we looked for it, and we understood it nicely, and we said that 

they have a point, but they have a point. Then we looked at it a little bit more, and then we found 

out the answer. Yes, today the minute we ship to the shops , it’s sold. Do they pay us then? Nope. 

There are payment terms. In that case, it was 120 day, and the shops have paid and many shops did 

not pay after a number of days, which means it’s their inventory, but our cash is stuck in the 

payables. According to that scheme, we haven’t sold, they haven’t bought, but when they sold, 

immediately it’s bought and they have to pay within the same week. On the average they paid after 

30 days, rather than after 120 days. Yes, it was an impact on our cash. 90 mln dollars more cash was 

assembled in less than 6 months due to that. Yes, we are holding some now in the inventory, but we 

reduced by far more cash that we had in the payable. If this wasn’t needed, we wouldn’t have taken 

into account that we have to use the cash surplus for it. It’s not so simple. By the way, if you get 

such a thing as surprise, it can put you into a trouble. No surprises here. But sometimes the power of 

these “yes-buts” is even more than the people can ever imagine, because if somebody sold but it 

developed such a huge problem, you didn’t even thought about, a huge problem. And this is 

demonstrated by the third case. By the way, these are all real things. These are all from reality. 

Look, what is the situation here.  
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Our solution was saying: shop doesn’t need cash for purchasing our goods. Due to tthat our cash is 

ties up in inventory held in the shops. That’s fine. We forgot about it. We neglected. Which is 230, 

232. For many years, shops were run, there were goods purchased rather than consignment. And 

companies, rather than the shops, do have inertia. So, until they adjust to this new time, shops might 

be slow in adopting this new product mix. They are used to hold a mountain. Is it understood? Yes 

or no? But this time the mountain is on our expense, which means our company will finance two 

high stocks of slow moving products. Yes, all our solution was based that the shops will switch to 

the new mode, but this is not the case. How can we cause the shop to turn very quickly? We are 

giving them this amount on consignment. They want more. Their problem. Ok. Now, whenever we 

sold something, we replenish it. We will ship to them on consignment terms under 1-2 conditions. 

Either when it’s sold, or they are committing to a large display case. We will sell them more 

merchandize to fill up the space. Otherwise, forget it. Is it understood? Yes or no? By that, we force 

the shop to do the switch very, very quickly. And we solved another huge problem! We don’t need 

anymore to monitor the shops. One of the biggest problems was: whether they sold or not. If they 

sold, they will tell us. Now, they have a huge incentive not to tell us because the minute that they 

say, they have to pay. This is the maount of inventory they are getting. In order to get more 

inventory, what do they have to show? The shop that will cheat, will dry up out of inventory on the 

spot. Is it understood? Yes or no? No incentive now to lie. We don’t need now any policeman 
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anywhere. That’s why I am saying you have to go out of the way to solicit these “yes-buts”. So, 

once you have written the future tree, you are really proud of it, yes, we have it, what other steps 

that you take. How do you polish the unrefusable offer? Let’s look at it step by step. The first step is 

to take the future. 

 

 

 

 

 

 

Don’t ask for praises, ask for their results. By the way, you can ask for praises, what you’ll get are 

results anyhow. Don’t fool yourself, no matter how good it looks. Once you get these results, the 

next step is what? Document the results. Remember, most results as they come are totally confused. 

People are not used to express their results in perfect logic. They are using what’s called 

TransAtlantic logic, some associations. It is beginning to be like ‘what’ the hell are they talking 

about’. You write it using cause and effect that tie your suggestion to the predicted undesirable 

effects. 

 

 

 

 

 

Don’t tie your suggestion to the negative. Go out of your way to really do it right. It doesn’t have to 

be large, but it has to be such that everybody understands it. Then don’t rush. Don’t decide: ‘That’s 

it. What you have to do now is to check the documented resolutions with the originators. 

 

 

 

You send it back to them and you say: ‘Is it what you were talking about? Very important. Why? 

Because in many cases, he will tell: ‘You know, I meant something totally different’. And the other 

thing is even more important. Is it understood? Yes or no? Even when he tells you ‘yes’, usualy 

what comes out of it, he has suggested a solution that is better than what you have in mind. So, the 

next step after that is to figure out: How do you cause negative not to happen?  

 

 

Polishing the unrefusable offer 

 

Spread copies through “yes, but..” people in our company and ask 

for their reservations 
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using cause and effect that tie your suggestion to the 

predicted undesirable effects. 
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There is something else that you have to do on top of it, so that the positive will stay, but this 

negative ramification will be trimmed. First of all, what did I tell you, to solicit from the person that 

has warned you about the problem, enough introduction to suggest a solution. If he doesn’t come 

out with it, break your head. There is always a solution. Then, the next step, of course, is to 

incorporate it in your solution.  

 

 

 

 

Now the solution is perfected. Now you have the corn to spread. Now, depending on the situation 

you have to figure out how to spread it. You have corn rather than pedels. Is it understood? Yes or 

no? Amazingly, to what extent, if you have a product, which is sold now, there is always a “mafia” 

offer for this product, even though  it’s a pure commodity like matches. And I am telling you tha 

based on over 3,000 cases like that. Many times when they stated it looks like these, there is no 

“mafia” offer here. Well, after 2-3 days, if you really dump, it comes out. Just do as we said here. It 

works. Now it looks like we solved the problem. No. The real thing is still ahead of us. All these 

“mafia” offers are nice, but there is something else, which is even better. And it was totally asked 

by notion of a local Optima. So, this is just the first step, but there is something bigger than that. 

And on that we’ll talk when we’are coming back from the break. Ok. What am I holding up my 

sleeve? What can be more than I’ve shown you here? Something called “segmentation”. 

Segmentation today is almost enormous to find a niche in the market. And this is wrong. Let’s start 

from the very basics. And the very basics id your perception of value. The two perceptions of value. 

Our perception of value as we said is the perception of value of the supplier, which is according to 

the investment in the product. Due to that, an unavoidable ramification was that we started to have a 

notion that there is one fair price for the product, the price that is based on one fair cost of the 

product plus some reasonable margin. What is reasonable matgin? Depends how greedy you are. 

But there is one fair price, and it’s amazing how many people think like that. But if you look at the 

other perception of value, the perception of value of the market, or the consumer, the customer, 

what will we say? The perception of value is based on the benefits that client expects to get from 

acquiring your product. Where the benefit is coming from? From the extent that your product 

satisfies the client’s needs. You really believe that what you call a uniform market, each and every 

client there has exactly the same needs. Even if he has the same needs, does he have exactly the 

same magnitude of the needs? If not, that means that different clients may have different needs, and 

because of that different perception of value. Is it understood?  
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Of course, the first question that comes to mind, what is the profile of our markets? If we are 

plotting the line of percentage of our market, the perception of our product, what is the profile at 

all? Oh, nobody knows. Don’t bother to go and make surveys in the market. 
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                                                   Perception 

As mush as you put survey in the market, what wil lcome out is a mumble, jumble. It’s a perfect 

way to procrastinate and lose a lot of money, but without making any surveys, we do know 

something about this disribution of your market. For example, we know that for your market, your 

product, the graph starts here, at the origin.   In other words, it must start where there is 0% of your 

product. You must think that the value of your product is zero. Why do I claim it? Because that 

someone who thinks that your product to him has zero value, is definitely not your prospect. This is 

one point. But there is also another point. We know that as we are going to a larger amounts of 

value, the % must decay to a zero. How? What % of your market thinks that your product is worth 

for them $1 mln., $10 mln., a bln.$ I wil take the number high enough. I must reach 0. Is it 

understood? Yes or no? So, we know another point. We know that somehow far enough on this 

graph we must reach 0. And we want to know something more, as long as we are talking about 

products that are now selling in the markets, 
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   Perception 

 

which means there is some non zero % of the market, that thinks that your product has non-zero 

value. Otherwise, it is somewhere here in the positive range. Am I right?   



What is exactly the shape? Nobody knows. But you know now, it must be the shape that must start 

from 0, must climb. Somepositive value, must then go back to 0.  
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Am I right? This is the spread of your own market. They say the market is uniform. The market 

today is not uniform. When we are supeimposing on that fixed price, whatever the price that we are 

choosing for our product. Suppose that we choose our price to be here 
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Ok. By that I claim that you desected your market into three, even though you are looking at it as 

uniform market. The first section is that when you look at the 1
st
 section, their perception of your 

market is higher than what you are asking for it. Don’t worry. They won’t volunteer to pass more 

than what you are asking for it. So, this is the question of the market that you are losing money, 

because if you have asked for a higher money, they would have gladly paid. You have not explored 

this sectin of the market at all. The next are two that are some vertical line 2. I don’t know where it 

is, but suppose it is here. 
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And it really dissects your market into two. This is the section of the market that their perception of 

value is lower than what you are asking, but because your competitors are not offering it at a lower 

price, they still have to buy. These are the people tha don’t like you. They think they are paying too 

much. Do you have such clients? Just ask your sales people. If your sales people say: ‘Our prices 

are too high\, they definitely want you to lowwr it. Now, this is a very dangerous section, because 

they are not happy. Any excuse that they could give you, is not good. If your comptetitors can beat 

the price, they will run away, forget about loyalty. And this is bulk of your sales usually, but there is 

also another segment. This is really your market, and their perception of value is so low relative to 

the demand that they simply don’t buy. So, see where we are stuck here. 

Here we have the bitching and moaning, and this we\ve trimmed out somehow. Sometimes the 

graph is very, very narrow. If that’s a case, the damage of having a fixed price is not big. Many 

times it’s very, very spread. In other words, if you go and ask yourself, are the needs of my market 

very different when I am looking from one to the other, then you are in situation that the market that 

your are really capture is a small part of entire market. What do you do then? What you have to 

realize is the following: Tha market is segmented. Different clients have different needs. What gives 

us the true impression that the market is uniform? You know? Our action. If we have treated it as a 

uniform, then we are offering our product at one single price. 

 

 

 

 

We are making this segmented market into uniform market. What is a thing? First of all, when they 

have vast variety of different needs, this means the market is enormously segmented. What brings 

the uniformity is our own offer, then we are treating the market as uniform, we are asking on eprice, 

and by that we\ve made this marke into a uniform market. So, what is the meaning of the segment 

here? Meaning of segmentation means that you have to find a way that a client, a prospect with our 

needs, and our production of value, we’ll pay a high price. For the same product, same product from 

your point of view. The clients with more needswill pay a lower price. 

 

 

 

That’s not enough. In order to offer segmentation you must see that when that happens the client 

that pays a lot must say, it’s not what I needed, no wonder that you paid much less.  Wenever the 

market is diversed, whenever the needs are different, there is always a way to do it. Let me give you 

on ecase. They\ve been doing it for the last 40 years. They have lost already the logic of why they 

are doing it. The people that have put it in place, have died already long time ago. The logis is that 

this is segmenting itself to death. And it becomes negative, simply because people don’t know how 

to do it, they exagerate. And I am talking about the airlines. You know, when I am going to Tel-

Aviv, and I am asking I want to buy a ticket from Tel-Aviv to New York and back, and I want to 

When different customers have somewhat different undesirable 

effects, 

The market is inherently segmented 

The only thing that prevents effective segmentation is your offer 



pay now for both ways, they must ask me a question. You know what they asked me: ‘How many 

days you plan to stay in New York?’ My inclination was to tell them: ‘None of your business. I 

wanted to ask them: ‘Are you going to give me a better airplane, a better food’. Oh, they would not 

have even answered. And then something amazing happens. I say: ‘Three days. The price is high. I 

say 3 weeks, the price is less than a half. Have you noticed that? They are not stupid. At least, 

people tha have invented that are not stupid. The question that they asked me was to find out my 

needs. How much time do I need to really go to New York? So, to find out is to ask , how many 

days are you going to stay there? Only to go there for 3 days, with 7 hours of jet lag time, I only go 

there for 3 days only if I must. So, it’s a high pay. If I say 3 weeks, it might be a vacation, the price 

will be much lower, even though it’s the same airplane, the same seat. Am I right? Yes or no? 

Market has segmented ittself. If you go on the airplane anywhere around the world and you ask how 

much people have paid for their tickets, you’ll never find anyone who’ve paid the same price. There 

is no logic. It’s just a nightmare, but the concept is still correct. They are selling not based on the 

cost, because you are not interested in the cost. You are interested in the benefits, but based on your 

needs. But it looks a little bit unfair. So, let me show you another example of it, which is a little bit 

more fair, and then I will generalize about the segmentation. And the example that I am going to use 

is to prove that I am condicting my affairs according to TOC as well. So, the example will be this 

program. This 8 session program. If I am going back to the graph of distribution of my market, I can 

see immediately that my market for this program is very diverse. For example, these are indicators 

that want to see that 8 hour session to set a better understanding of how to run a Company. As 

indicators, they are definitely not going to pay $10K for it. Even though they pay for the uniformity. 

That’s another story. This is the low end, if I look in the middle, there are companies that have 

realized that their real problem is the fact that right below the top level, managers do not see their 

company as a whole. The communicatin between the departments is horrible. And what they are 

looking for is something tha will enable a common language throughout all the departments. In my 

eyes, they have to pay about 15% of their employees through this program. These are companies 

that their perception of value is much, much higher than I want to know for myself only. Because 

the benefits are huge. And there is a third type of companies, companies that believe that their 

biggest assets are their employees. And they believe that everybody will judge their actions 

according to the whole impact on the company. For that, they want to put everybody’s word. We 

are talking about companies where communication is here (points at the far right segment of the last 

Chart). You see the diversity. Now, if I offer these tapes, and you know they are not just alive, 

somebody in the back, on the trucks, they are taping it, what price should I put on it? You see, 

whatever price I will put on it, I am in this situation (points to the 2
nd

 section to the right), some of it 

I am not exploring, some of it say: ‘I will pay too much (second right)’. Some of it: ‘I am trimming 

out’ (1
st
 segment), no matter what the price, so how do I segment the market? I am using something 

that says, what you want is not a physical product, but the use of the product. How are people 

paying for this use right now? They are paying for user. A price, a modest pricem or not so modest, 

per user. I am not selling the tapes, but I am selling viewing right per user. The difference is, - one 

user paid for it, you can see if for the 2
nd

, 3
rd

, 4
th

 and 5
th

 time, because it’s obvious now that to see it 

only once, is not enough. Then what happens? The ones that want it just for themselves will pay this 

price (1
st
 segment), the one that want it for 10% of their company, will pay this price (2

nd
 segment). 

The ones that want it for the whole company will pay even more (the 3
rd

 segment). And now I want 

to be really generous. I will reduce the price. And that’s exactly how the tapes are being offered. 

Have you noticed, do you feel that it’s unfair? Have I segmented the market? Hello. Same product. 

Was it my idea? No. First time that I succeeded to understand what the companies are doing, was 

the company that has contributed tremendously to marketing. It was the company called Zerox. 



When Zerox came, the Zerox machines, they faced exactly the same situation. Some people need to 

make copies of 3 or 4 pieces a day. Some other people need 5,000 copies a day because otherwise 

their office cannot operate. What do you do now? What price will you put for the Zerox machines, 

you are in this whole situation. What did Zerox do? At the beginning, they didn’t sell Zerox 

machines at all. Even if you store them at your place, we’pay for the maintenance and such. How 

many copies you’ve made? Zero – zero. 5,000 – 5,000. Have you noticed what they have done? 

They have segmented the market without feeling my unfairness, without any hesitation, because of 

somebody has to pay Zerox $20K a month for it, and someone who pays $50 a month. How many 

copies have you made? 3. Is it understood? Yes or no? By the way, this is one of the most powerful 

ways to induce segmentation. If you have a very wide spread of needs, think what really your client 

wants. Your product, or the use of your product? And if it is the use of your product, why do you 

shove down the throat your product? Why don’t you sell the use of your product? Because by that 

you have created the segmentation. Is it understood? Yes or no? Many times it was. Not always. 

What I want to emphasize is more generic approach, which exists when you find yourselves with 

relatively more complicated products, and the pressure from the market is so big that you have 

already the whole spectrum of these products, from very simple to more and more complicated. 

There are many companies, which are with these types of products. When the market demands the 

whole spectrum of products. What does it mean? It means that some portion of the market has little 

needs, and because of that is willing to pay little. And, therefore, we are giving them the simple 

product, some other portion has more needs, and because of that he is willing to pay more, and we 

are giving him elaborated product, and so on. Is it understood? Yes or nor? But still for each 

section, we are giving a price. So, even though we are in better situation than to give one price and 

one product, we are still averaging over major chunks. The other companies, major companies have 

showed how to segment it beautifully.  

There’s another company that contributed enormously to marketing. I am talking about IBM. Let 

me show you the situation that they were in, the situation that existed in many, many industries, 

especially when you are not talking about the commodity, but more complicated product. Let’s not 

talk about IBM. Let’s talk about some generic example. Suppose that’s the situation that you are 

facing in your company, and is the following. If you are looking at your market, you find out that 

you can, in gross terms, talk about 3 segments of the market. Due to the high end of the market, can 

I have description of the market? One is the high eshelon of the market, whose needs are very big, 

and they need a fully blown up system, and they are willing to pay, let’s say, million dollars for 

that.  
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      300 

 

      100 

 

Another segment of the market, they don’t need so much, they need decent product, they are willing 

to pay ½ mln. dollars for it, and the 3rd section of the market, they have relatively small needs. 

They need relatively modest product. They are willing to pay no more than 200K dollars. You know 

what usually happens, when you are looking at the size of the market, you are getting the totally 

opposite picture. The one that’s paying the highest only needs 100 units a year, the 2nd segment id 

getting 300 units, and the one that is paying the lowest, of course, gets majority of the units. Let’s 

say 800 units a year. Do I talk abput something awkward, or do I talk about something that exists in 

many, many place? Of course, quite generic. Now, now these companies look on it. They look on it 

product by product. Suppose the following. There are some limitations here. Remember, there is 

usually, unless you are IBM, som elimit on the results that you have.   

Marketing 
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Usually there is some limit on the resources that you have including the 

resources of money and people that you can put in development. And suppose that, 

and here on the reading from  page 126, suppose that situation is that the 

development expense for the top unit is 80 million dollars, - oh, yes, development 

costs a lot of money. The development expense for the middle unit is less but not 

much less, is 60 million. And the development expense for this unit is 40 million 

Ok… The production for the top one 100 000. I’m talking about raw materials and 

whatever ways that you’re calculating it. For the middle one – 90 000 and for the 

small one – 80 000. Yes, if you have noticed the differences in prices in the market. 

How much, much bigger than the actual production. If it is this… if I have to put 

another sophisticated circuit there. Yes, I have to develop it… and that’s the big 

money but in the terms of raw material and labour and it is not much more I would 

say. Here only facts, except for one thing which is. Suppose you are not IBM and we 

put a limit. Your available budget for development is only 100 million. What would 

do you do? Take your time… And think what would you do?  What will be your 

decision? This is the picture and in reality you can imagine such companies, right. 

Suppose, that this is some fancy electronics. Take your time… What I’m going to 

show you is that you reach the wrong decision not because of time pressure but 

because of mental blocks. Because, if I’m not mistaken, right now, the debate in this 

room is should we do “A” or should we do “B+C”. Or in other words in terms of the 

strategy of the company should be “B” the higher echelon, the Rolls Royse, or should 

it be the Volkswagen. The original Volkswaggen    for the masses. Am I right? Well, 

IMB have found themselves exactly in this situation. And I’m talking about 30 years 

ago. Color computers. The only difference is another zero for the prices of the 

computers of that time. What was the IBM decision? Oh, they have enough money, 

that’s why they’ve decided to do “A”, “B”, and “C”. Nay, nay..You don’t become the 

giants at this controlling 70% of the market by making such stupid decisions. They 

took into account another factor in reality that I haven’t mentioned. So, let me call it, 

oh, by the way, I forgot to tell you something…  
 

Oh, by the way: 

 

Oh, by the way… All I forgot to tell you is that in this type of systems if you 

have the top product it’s very easy to sabotage it to be the middle product or the 

lower products. To kill its performance… By the way, you didn’t know about it, or 

yes, you knew. So, I didn’t forget to talk about it. Now, what have they decided? 

They’ve decided to do something which is so awkward… They have decided we’re 

going not to develop “A”, “B”, and “C”, we’re going to develop only “A”. And, then, 

we’re going to provide “B” and “C” as well, by sabotaging the product down. Do you 

know how they’ve done it usually? By putting another wire that delay the processing 

time. That decay the performance. So, what happens? A client that wants the product 

“A”, product “C”, this product is for only 200 thousand dollars that they could have 

produced for 80 thousand dollars. They’ve given this client a product for 100 000$. 

They gave them the top echelon plus another wire that decays the performance. Are 

with me, yes or no? Does it make sense to you? Does it make any sense? Or it must 

make sense because I’ve been able to be so profitable. Do you know what’s that? 

That’s what they have done. Then the third - very simply. We’ve developed this 



series of computers. You have money only for that… No problem, we’ll sell you the 

lower part. As a matter of fact, you’ll have the whole computer. Plus, on top of it 

another wire. Then, a year later you’ll have more money. You want it upgrade. That’s 

something called “field upgrade”. Do you know this expression“field upgrade”, what 

it means? I’m not going to sell you a new computer, the better one. I will sell you a 

technician with a cutter, to cut the wire. Now, let me ask. Does it make sense? How 

much was that development? They’re to develop only “A”. …then let’s say they will 

develop it for a million dollars and then they will put another million dollars to decay 

to “B”, and another million dollars to decay to “C”. Now in less than 100 million 

dollars they can develop all the three. Correct? Now, let’s have a look what is at the 

bottom line, do the calculation, even though for each product that is not the top 

product in production they are paying more. Much smaller number. But look at the 

huge benefits.  

 
And what about the 

clients who will 

want to upgrade 

later? – This  slide 

appeared at 

01:46:44 

 

What about the clients who will want to upgrade later if you would have 

produced “B” and “C” alone? Now you can have that upgrade. And even if you 

produce “A”, “B”, and “C”, and now you bought “B”, now you have to take it back 

and give it “A”… whole mumble-jumble. Is it understood? “Yes” or “No”. Much 

better to cut.  That’s not the only advantage. Look at the other one. 

 
What about the fact that 

engineers prefer to develop 

the top of the line? 

  

What about the fact that engineers prefer to develop the top of the line? Show 

me an engineer that knows that somebody is developing “A” and he is in the team 

that develop “C” … I will show you an engineer which is not happy at all. And 

remember that’s a problem to attract the best. And IBM due to that policy didn’t have 

any problem to attract the best engineers. More.  

 
What about the fact that it 

is much easier for the 

logistical system     

purchasing, production, 

distribution? 

 

What about the fact that it is much easier for the logistical system     for the 

purchasing, for the production, for distribution, because actually you’re carrying one 

product rather than three? Is it understood, yes or no? How much money was saved 

here? How much money is reduced from inventory due to that? …More than that.  



 
What about the fact that it 

is much easier for service 

and maintenance? 

 

What about the fact that it is much easier for service and maintenance? Our 

service engineers… How many computers they have to learn?..Ah One – to see how 

much sense it makes. Enormous sense. By the way, you look at the client, when he is 

getting an upgrade he doesn’t have to learn a new computer from scratch, which is a 

huge advantage. It doesn’t have to transform the problems and it’s fully compatible. 

You know the fully compatible legend. Ok, it is the same computer, it is fully 

compatible. It’s only advantages. So, let’s look back what’s actually done and  let’s 

generalize it. Let’s go back to the profile of the market.  
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Actually, what we see is the following the heads of the situation. They had the 

markets that had low needs and that’s why we are willing to pay less, the middle 

market, and the big…(slip of the tongue) the operational market. They’ve decided 

we’re going to do segmentation not by offering different products, but offering the 

capabilities of the product, the same product… You’re buying the capabilities of the 

product. That’s what you want.   Right?    the capabilities… Fine. Services are 

capabilities, nothing to do with our cost. So, will you give me the box with all the 

capabilities inside? How much you’ve paid for these, and these, and these 

capabilities? That’s what you’ll release you .You want another capability? Fine… and 

because of it not only three products were offered but the whole spectrum of seven. Is 

it understood? Yes or no? Perfect sense. Which means when you’re dealing with such 

a case and your product is not a commodity but sophisticated… Think of 

segmentation in terms of what they bind is the capabilities of the product. And that’s 

what I’m going to sell in the sense that it might be the same product with all the 

capabilities. That’s not what they are paying for. They are paying for the capabilities 

that I have opened for them to use. Is it understood? If you look at me you will find 

out that other companies have done it. Unfortunately, most companies are not 

learning form it, not even IBM from itself, currently. The generation of the giants 

have gone. So, let’s see again. Whenever you’re in a situation where this graph is 

very diverse, no matter how good mafia offer you have, think again, how can I 

segment the market? And at the same time, stick it how in your head: I want to 

segment the market without segmenting my resources. That’s crucial. In the IMB did 

they segment also the development? Yes, there is the market, that wants this 

product… better product, better product. Did they have three development groups? 

no, they had one. They didn’t segment the development. What about the production? 

Yes, we can produce it for 80. We will produce only for 100 and downgrade. We’re 



not segmenting the production. The same thing is the distribution. We’re not 

segmenting the distribution, and the same thing is service.  

 
Segment the market, not 

the resources   

 

The strategic rule that comes out is segment the market, not the resources. We 

will see, once we’re arriving to the last session when we talk about strategy and tactic 

to what extent this rule is an absolute key because when you’re dealing with strategy 

your basic assumption must be I do not know how the market in the future will 

behave. Nevertheless I must have the flourishing company also in the future which 

gives a totally different interpretation towards the meaning of a good strategy. You’ll 

find out that this sentence, demonstrated now, becomes one of three keys in building 

a new strategy. Is it understood? Fine. Let me recoup what we have described so far.  

 
Summary 

 
The thing that you must chase out from your mind is the perception that I have 

about my product is the correct perception. And my perception is the more 

investment in the product the more the market should pay me. And if they’re refusing 

to pay me I will bitch and moan about unfair competition. That’s usually the case  

everywhere in the world: forget it. Instead, what you’ll have to tell yourself is that the 

perception that really is important is not my perception. It’s the perception of the 

clients. And the perception of the clients has nothing to do with how much effort and 

money I’m putting in my product. The perception of the client is to what extent they 

are going to reap up  the benefits if they buy for me the product. That’s what really 

counts.  So, when I’m talking about marketing I will have to go out of my way to find 

how do I bring more value to my clients. And the way to bring value to the clients is 

by solving their problems, problems that my competitors do not solve. Don’t fool 

yourself. We’re now usually thinking that the only functions that can help us is 

engineering. Let’s develop new products. That’s a mistake. Of course, engineering 

can help us a lot, but they are not the only functions that can help us. If you have 

noticed the example that I have showed you today it was zero changing engineering. 

It was in logistic, in the case of the offering to the shops. It was in finance, 

concerning  rather than this . It is in quality, it is in the distribution, all functions can 

give it to us, not just engineering. The thing that really counts is your market is not 

dumb, perception of the value of the market is not a riff-ruff. It is based on actual 

feeling of how much benefits you bring. Perception is not a riff-ruff. What you have 

to do is to do the analysis and remember all your competitors are looking at the 

undesirable effects of their market.   

The competitive edge is by not simply looking at undesirable effects but 

putting your mind in finding out where is the core. Where is the thing that causes 

several effects and finding out not how to change the client, - how to change internal 

policy, policy that you’re holding and your competitors are holding. So that, you do 

turn all these undesirable effects into desirable effects. That’s the way to get an 

unrefusable offer. Not simple, but far simpler than developing a new product, by the 

way. …Don’t stop there. Whenever you’re familiar now with your market and once 



again I must tell you that, from my experience, so many times I’m talking to a 

company and a I’m saying: “Ok, what are undesirable effects of your market in terms 

that you’re 30 years in this business you don’t know it? You don’t know the clients, 

it’s not  your problem. They know the purchasing manager. What is the problems of 

the client? First time that it was asked. More than that, they hate the client. So many 

times what you have to tell them is fine, go and do a tour through the client. Now 

comes is the undesirable effects. New worlds…, the same people that talk to who 

knows… And by the way, I’m talking more than a half of people. If you don’t find 

undesirable effects that somewhat connect to you it means all your product is valid 

not because it solved your client’s problem but it solved the client’s client problem. 

So, go to the analysis in the client’s client, a step further in the chain. The analysis 

should be perfect and perfect means every cause and effect is so obvious that you 

don’t have to explain it. A person that is in the business, is the client, will certainly 

say “yes”. When you know you have something good, when you show it they tell 

you: “Can you leave me a copy or can I keep it”?,    then you know that you have 

made it. Based on the analysis, if you do it the way that we saw how to do it here 

where at the bottom you don’t put their policies that cause their problems and there is 

as well …but because you put your policies and your competitors’ policy that cause 

their problem. Now, it’s obvious how to construct the mafia offer. It’s not easy 

because you have to change policies and remember changing policies is by far more 

difficult than decide to spend 50 million dollars. Ok. It’s obvious which policies you 

have to change. You have to do it rigorously. First of all you have to write down how 

from these new policies the undesirable effect of your market will be turned into 

desirable effect. Then, spread it to inside your company you’ll get all the… By the 

way, all the negatives that you…come back are not the negatives for your clients, it’s 

negative for you. That’s what will enable you to polish your offer. Otherwise, your 

offer is crap. Sorry my language, ok? That’s how you do it. Once you do that you’ll 

realize whether or not you’re in the situation where the needs are very diversified. If 

the needs are very diversified on top of it find a way to segment the market. And 

remember the meaning of segmentation. Good segmentation always is associated 

with less segmentation internally, more segmentation externally. You segment the 

market, not the resources – this should be etched in your mind. Is it understood? Yes 

or no. Otherwise you can complex yourself-, complicate yourself to death like the 

airlines have done. They complicate themselves to…     degree. And they suffer from 

it badly. Who should participate in that? – Marketing. Who should they call on? – 

Everybody. But there should be people who are doing it and doing it constantly. Why 

constantly? Because no matter what offer you give to the market, no matter what 

competitive edge you’ve won, it’s temporary, it’s just a matter of time until your 

competitor will catch up. If your competitive edge is achieved only by price, very 

quickly you will catch up. If it is by some new technology, now it depends what is a 

technology. It will take you more. If it is by changing policies, especially policy that 

the whole industry was using for who knows now how many decades… it takes you 

many many years until it shrinks the window. That’s not enough because when we 

will go to the section about strategy and the tactic I will show you that once you 

become really good doing all of that, and now you have the time, how do you work 

on opening a competitive edge that will last minimum ten years. Not easy at all. You 

need time for that. This is not like this what I’m telling you here that you can do it in 



two weeks, that takes much more time. But that’s the companies that have done that 

are the guerrillas. And you can be like that. If you just want.  

Choose: do you want to complain that you don’t have enough sales, do you 

want to complain that the competition is unfair, or do you want to build the mafia 

offer, an unrefusable offering. If you want to build an unrefusable offer you know 

now exactly how to do it. It’s not easy, it takes few days and it takes much more than 

that. …it takes the most horrible thing, it takes thinking. But you know now how to 

do it. So, the ball is in your court. Up to you, whether or not you’re going to try. 

Many have, everyone that did so far have succeeded. The interesting thing is that 

even though I’m personally aware of over 7 hundreds attempts, what came out is 7 

hundred different solutions. Probably that’s a nature of marketing. Not like in 

production that every time that you do the analysis no matter what the environment 

you come up with drum buffer rope in buffer management. In marketing every time 

that you do the analysis you come up with another solution. Unique. So, it’s up to 

you. Will you do it? I hope. Well, the time has come for questions and answers. Let’s 

see.  

 
Summary 

Now you know 
how to construct it. 

Try!!! 

 

 

Let’s see what type of questions. Don’t ask me to develop for you the mafia offer. 

 

- Javier Caracas (a man announced the first caller)  

Javier Caracas, please. 

 
Goldratt 

Satellite program 
 

Talk with Javier Caracas: 

…Thanks, doctor Goldratt. – Hi, how are you?- Hi, I’m fine, how are you? – 

Doing great, doing great. – Excellent course. – Thank you. – Well, what’s your 

question.  

 

Subtitle: Javier calling 

from Caracas, 

Venezuela. 

  

- Ok, the question that I have is related to the reality that we live in 

Venezuela and in some other Latin American countries where we have the 

inflation here in the economy. And basically besides undesirable effects that our 

policy is imposing on the clients we have the market that contracts because of the 

changes in the economy and reducing the purchasing power of the consumer and 

we have to deal with it. So, how should our marketing strategy focus? Should it be 

adjusted using T or C to deal with this? 



- You see you’re in better situation than others. Yes, simply because the 

problem of your clients are bigger than the problem of clients, for example, in 

France or the States. And because of it a combination of a mafia offer which is a 

combination of one of the traditional functions like logistics, or distribution, or 

engineering, or production, together with some innovating finance will have much 

more appeal to your clients than in other economies. Remember the two factors 

that you’re really different than others. One is the fact that your clients today, 

almost all of them have a real cash problem. Am I right? 

- Yes, you’re right. 

- There is another thing which is every day that you can cut from the 

payables is real money for you. You see if you’re talking with Americans and they 

will ask: what is the value of getting the money from my vendor a month earlier? 

Then you’ll say: ok. The interest rate per year is 4 , even if getting it one month 

before, it is… How much in hipperinflation is one month? Sometimes, your entire 

profit. Am I right? 

- Right. 

- Which means these two factors enable you to do mafia offers which will 

be far more attractive if you’re not operating in that environment. Well, I know so 

much about it not just because I worked a lot in Brazil where they have it but 

because I’m an Israeli. (Javier is laughing). And we know very wall what’s the 

meaning of 400% inflation per year. 

- Correct. 

- And we have learned how to live with it. After that we succeeded to 

bring the inflation down to 5%, which, I hope, Venezuela will succeed as well. 

But let me tell you one thing. In that environment, if you know, if you’re really 

internalizing what I’m saying that’s the time to do the fortune. Because you’re 

competing against – how should I say it? – bewildered wild kittens. 

- Laughing. 

- Just think about that, and remember… If you have mafia offers in your 

environment, the financial part must be very, very dominant. Two things: the 

undesirable effect of your market which is cash, your desirable effect to reduce the 

payables.  

- Right. 

- And now if you’ll take your own company’s thing and do it… do you 

mind to send me the mafia offer that you will come up with? 

- Ok, sure, I will.  

- And then I will tell you how to even improve on that.  

- Ok, thank you very much, Dr. Goldratt. 

- You’re welcome.  

- Undecipherable words of a person giving a paper to Dr. Goldratt 

(02.06.25) 

- You know it’s amazing. Because the first reaction is: ah, we are 

different, for us, for our product there is no mafia offer. I haven’t seen one single 

case like that yet. It’s amazing to what extent the room for the mafia offer is huge. 

Start to think. If anybody is thinking there… Luis from Porto Alegre, Brazil. 

- Hello, doctor Goldratt. 



 
Subtitle: Luis calling 

from Porto Alegre, 

Brazil 

 

- Hello, by the way, what is the inflation currently in Brazil? 

- Now it gets down to 10% a year. 

- Phew, nothing. 

- Yes, nothing. Thanks God. Listen, doctor Goldratt. We have retail 

site and we have a question for one of the attendants who work for retail 

comp.., shops, five shops? (Dr. Goldratt is nodding in agreement: “uh-huh”). 

They sell footwear and they just receive an almost mafia offer for one of the 

vendors. 

- Ah!, somebody is thinking there. Yes, and, what’s a problem? 

-  The question is. The mafia offers is as similar as you suggest it. 

They just have to pay the products when they sell it. But and there is a big but. 

They asked to …to be exclusive vendors of their products. So, the question is 

what do you do when you receive an almost mafia offer? 

- You put your… since you know that if you will agree to this 

exclusivity it will hurt you. On the other hand, the mafia offer is so good that 

you want to do it. In other words you’re in dilemma, you’re in a cloud. What 

you have to realize is that if one link in the chain is suffering the other links in 

the chains are suffering as well. In other words, you have to find the cause and 

effects that connect the fact that if you will give them the exclusivity you will 

be jeopardized, you’ll have to connect it to the fact that they will be 

jeopardized as well. Let me give you an example of it.  For example, If your 

shop sells only one company’s product you will attract to the shop usually less 

clients than if you’re selling a bigger variety. They will say: “Fine, you attract 

more people to the shop, but what we are interested is not how many people 

you attract to the shop only, but how many of them are buying our product. It 

might be that you can persuade them that you will give them the most 

dominant display area. But still you will offer the others. So, from one insight 

more traffic will go into the shop, but a bigger percentage of this traffic will 

buy their merchandize. If you can construct excellent cause and effect, there’re 

may be some injections how to do it you may be able to persuade it. And then 

you’ll enjoy and the vendor will enjoy even more. Remember what the vendor 

wants is to sell more through these five shops. He doesn’t want that the others 

won’t sell. How could he care less about that? What he wants is that he will 

sell much more. If you show him that by not giving the exclusivity but giving 

other things you are increasing the total volume of the sale. You have a good 

chance of persuading this vendor. Especially when if he can with the mafia 

offer ready to you it means he is thinking. So, he does listen to logic.  
- So he does listen to logic. Am I made it so clear? 

- — Yeah. 

- [Luis, calling from Porto Alegre, Brazil] 

- — If you succeed, please, send me the trees, if you don’t succeed definitely send me the 

trees, I will show you whether mistake in your trees.  



- — Yeah, that’s how we do it. Thank you very much for … 

- — You are welcome. By the way, I’ll finish with my answer. Before you go, even without 

this work, before you go to the vendor with your modified offer wait for the next session 

when I’m going about sales. We are going to show how to represent a win-win offer, how to 

represent a multi offer, because to present a multi offer to make a sale is more difficult than 

to present a conventional offer. So, make sure that not only that the offer back is making 

perfect sense, but that it is represented in the right way. Anyhow it will take you more than a 

week to prepare all the work. Fine?  

- — Yeah. 

- — Thank you. 

- — Thank you very much. 

- [Amadeo, calling from Mondragon, Spain] 

- — And now Amadeo? From Spain? 

- — Yes. Hello, doctor Goldratt.  

- — Hello. 

- — Nice talking to you. 

- — Nice talking to you. In a matter of fact let’s wait for your question, then I will decide is 

that nice talking to you.  

- — All right. Well. First of all I’d like to say that the reason I need to make the question is 

because we haven’t known about this methodology you’ve presented today. We walk in a 

company manufacturing components for air agents … Well, quite about different customers 

and well the whole industry right now is involved in cost reduction programs. 

- — Of course. 

- — So we find our customers that are forced by their customers to reduce their cost.  

- — Correct. 

- — So, when talking to them that seems that the only one refusal offer they’re willing to 

accept is price reduction. 

- — That’s true. 

- — We need to consider that they can find, at least they believe so, some of our competitors 

that could be perhaps been positioned to supply or to support lessers for the certain period of 

time and they would be able to accept … 

- — They would be able to find probably other companies that will yield to the pressure and 

will offer them the same part of products in a lower price.  

- — I agree with that. How to deal with this situation?  

- —First of all you have to understand something.  Even though was the thing if we want to 

reduction the price, was they really want is to increase their profit. 

- — I agree with that. But how to .. 

- — Somehow in their minds it’s synonymous. And that’s the link that you have to break. 

You have to show them that even though you are more expensive than the competitors 

nevertheless in terms of impact of their bottom line you are by far better than the competitor. 

There are ways to do it. Instead of going to the whole thing here and showing it, I would 

recommend to you the following thing. There is a beautiful presentation given two years ago 

by a glass company in Oregon, in the US. They were in a business of actually a commodity, 

glass, where two cent reduction on a piece of glass made all the difference with zero loyalty 

out there. 

- — Yeah.  



- —And they said the only way to compete at our market is the pace. And they will already 

squeeze their bones. And then they went and done exactly what I’ve said, the first time that 

they went into the client and find out what is done with their glass. They found out to give a 

multi offer, they give a beautiful presentation on what they’ve done exactly. And then they 

said: OK, we’ve asked now for twice the price that we’ve done before and the client didn’t 

blink an eye. And when somebody’s asked them, how did they … the price, they’ve said: 

twice it was good enough. Now this is not a miracle. They simply found out how to really 

persuade with real arguments and they had to change the way they are offering the glass. 

How to convince a client? That if they will buy even if we double the price that the client 

can make by far more a profit. What I’m suggesting is go on the website of the Goldratt 

institute... 

- — I will. 

- —…ask for the page visit testimonials, find that glass company from Oregon, I don’t 

remember exactly their name, but you’ll not have a high time, ask for the video, it’s an our 

presentation done by the top people of this company, by the way they gave it twice after 

year because, of course, after year their problem was totally different, was growth problems, 

how do you recruit people when you are in the environment where there is almost no 

unemployment and your market is … and so on. Huge growth problems and how they’ve 

solved that. So ask for both steps. Each one is about an hour. Look on it and you’ll find to 

what extent you can break this deeply rooted perception of your clients that the only way 

they can prove the bottom line, when they are under pressure, is by demanding reduction of 

price from you. This was done many times because don’t forget of something else which is 

called the Lopes’ syndrome in the car industry, where there was a period of tremendous 

pressure of reduce prices on companies that are doing components for the car industry. And 

over there I personally have seen seven phenomenon multi offer. And if you can persuade 

Ford or GM, or Opel, you can persuade your clients as well.  

- — Thank you. Thank you very much. 

- — Do you have any answer of question? 

- — All right, thank you very much. 

- — You’re welcome. 

- — Buy.  

- [Andrew, calling from Nottingham, United Kingdom] 

- — Andrew? From the United Kingdom? I love it. 

- — Hello, doctor Goldratt. How are you? 

- — I’m fine. Do you think that English will listen to me one of these days? 

- — Well, I hope so, I hope so. 

- — Yeah. 

- — Very simple question. Well, I hope it is. How do you construct a core reality tree to 

respect when you come for a new product in a new and it is yet on service market? 

- — You know the problem there is more difficult as you suspected than in the conventional 

way, simply because you have more degrees of freedom. It’s not that you have less 

knowledge about the market, you don’t have full knowledge, but so it is when you servicing 

a market for set years, you don’t have full knowledge, don’t fool yourself. But you have 

more degrees of freedom. And because of it you have to do more than one analysis. 

- — Right. 

- — In a case like that they who have conducted such a thing with a company and they have 

originally identified seven … markets for their product. And they’ve done the analysis for 



all the seven of them and only then decided: OK, this do we will start, than we will move to 

that market and other for even though it very nice already that construct is not the market, so 

who cares. So you might need to do more than one analysis. The analysis is done exactly in 

the same way. Except for one thing. Many times you’ll find out that you cannot find the … 

then desired effect simply because it doesn’t exist. The engineers are so … with the 

technology. It’s a beautiful solution and they are blind to the fact that there is no problem. In 

that case it’s much better to find it before you invested the millions and millions of pounds 

until you find out that alter market.  

- — Yeah. 

- — My suggestion to you in such a case: get an expert. 

- — OK.  

- — For all others that you are not in such a multitude of freedom and you want to know more 

how to write such trees and so on. The best book about it was not written by me; it was 

written by Lisa Scheinkopf and came out into the market two months ago. It is called “Think 

for change”. 

- — Right. 

- — Very nice double meaning. I highly recommend it.  

- — OK, I’ll delve into that. OK, thank you for your help.  

- [Mark, calling from Maastricht, Netherlands] 

- — And the next question is from Mark from the Netherlands. 

- — Yes. Hello, Eli. It … facilities from the Netherland. 

- — Hello, Mark. 

- — We have an open side here. 

- — Yes. 

- — And we have more theoretical question which is the following: assume that we have an 

offer for a must link and a total link. You understand what I’m talking about? 

- — No, say it again and slowly. 

- — Assume that we have a multi offer for the last link, the shops. Yes? 

- — Yes. 

- — And in between the shops and our position are more links. Yes? 

- — Yes. 

- — The question is: how do we get them to collaborate to make the offer works especially 

because their forces, the forces of the link in between could block the behavior we would 

like to change with the multi offer in the last link. 

- — Absolutely.  

- — You understand what I’m talking about. 

- — Oh, yeah. You’re absolutely right, that this is very difficult. Especially, if you have more 

than one link in the middle. See, if you have one link in the middle, the way to do it is… 

First of all listen carefully to my next session of how to do a sale, otherwise you are lost, for 

sure… But then is a desirable effect that you are really addressing is most …without more 

operate expanse, which usually enough to convince a company. He will collaborate with you 

at least in attempt to see whether or not clients are willing to buy your offer. And only then 

you will start to consider whether or not to change his policies. If you have two links in the 

middle, maybe, you are much better than I in those few cases that I’ve seen it and I try and 

failed. I simply failed to convince them. Oh, yes, I was mad and I blame them for being 

stupid and so on. Does not matter. I failed. So the only way out then is to go back to the 

drawing board and to find another multi offer which is not as beautiful, but which is much-



much easier to sale to your next link in the chain. Remember, the biggest enemy of an 

excellent multi offer is another one which is better. There are many of them. Definitely, 

there is another one which is a multi offer for your next link or at least to link after that. It’s 

still true that the multi offer may be to their consumer. But the efforts to convince all the 

links to collaborate are so big, especially, when you are asking them to change policies that 

were always in these companies. If you are dealing with one, you have good chances. If you 

are dealing with two, chances are reduced almost at zero. So my only answer is: try. Try to 

construct another multi offer, but this time you forget simply the one that you have and you 

are starting from scratch, looking on the desirable effect of the link that you directly serve. 

There is one. 

- — Yes. 

- — And the other one, put on the shelf, simply if you convince a next link and it does 

helping, then it would be easier next time when you are coming with a new offer to have 

him on your side. You’ve been trust, he knows already to listen to you because he’s made so 

much money from your offer, and it’s easier. But to do it in one jump... Well, Rome was not 

built in one year. That’s the best I can give you. Sorry.  

- — OK. By the way, Eli. 

- —Yes. 

- — You still have to talk about kales, you know? 

- — If you want, why not? 

- — OK. 

- — One thing I’ll tell you, kales means excellent order, different order that we are used to, 

but it’s superb order. Most people don’t realize it.  

- — OK. Thank you.  

- — You are welcome. 

- [Geoffrey, calling from Pueblo, Mexico] 

- — Geoffrey from Mexico. 

- — Hello, mister Goldratt. This is Geoffrey, calling from … car company in Pueblo, Mexico. 

- — Hi. By the way, did you got my email about... 

- — Yes, we did. Thank you very much. But we’re actually waiting for your definite answer. 

- — Excuse me?  

- — We are actually waiting for your definite answer. 

- —A, thank you very much. So to bring everybody into the game in one of your session I’ve 

just…  

- — The question today is: what is your recommendation… 

- — Wait, wait, before you go to the question of a day let me bring to everybody your 

question of few sessions ago. Few sessions ago … from Mexico asks what other 

measurements pair individual especially in the development. And I’ve said I’m working on 

it, maybe I’ll have answer in a month. Well, this week or last week I’ve sent them my 

answer, which is: Sorry, I don’t. I did succeed to find well I think the excellent answers to 

groups. But when we bring it in the individual, especially in cases when there is a lot of 

creativity, it’s hard to separate who have contribute and what. I gave up. More than that the 

only thing that I found out is how dangerous it is the whole topic. Because it’s not enough 

what you give, people are not looking just at the absolute bonus; they are looking also at the 

relative bonus. And this is the endless problem. For the example: you’ve done very nice this 

year, you have 10 thousand dollars bonus. Yeah. Tomorrow you find out that that idiot that 

you’re having on your back got 12 thousand dollars bonus. All I’m said, you forget about 



your bonus of 10 thousands, you are mad that he got more. This is such a huge problem. 

And sorry, I don’t have an answer. Maybe one of these days we’ll find it. I don’t have it 

right now. So that’s was on the previous question. Now what is today’s question? Are you 

going to ask me again a question I don’t know how to answer? Go ahead. 

- — We think you have a better luck with this one. 

- — Thank you. 

- — The question is: what is your recommendation for changing a politics over company to 

take care of frequent and changing demands in the market? 

- — At this time a have the answer, I’m just thinking about how I’m going to say it. It’s not a 

core part. But my answer is: please, ask me the same question at the end of next session. 

Because next session is about sales and most of it I will devote to the subject of internal sale. 

What is the internal sale? When you are trying to convince your company to change a policy 

is an internal sale. Most of the next session I will devote to internal sales. Based on that if 

you will still have questions, I will be happy to answer. What you’re asking is the problem 

that I’ve dealt with so many times in the last fifteen years that excellent answer for it, but 

why shooting it from your hip and devoting it… Since I’m going to devoted one and half 

hour in the next session. Why won’t you ask me next session? Can you do it in a week?  

- — Yes, we can.  

- — Oh, yes, I know.  

- — OK. Thank you. 

- — Bye. Oh, this time I have an answer for you. Checked one.  

- [Dave, calling from Ames, Iowa, USA]. 

- — Dave? 

- — Hello. 

- — Hi. Iowa. That’s a nice place. Let’s go ahead, Dave. 

- — How can a university differ a chain through the marketing?  

- — You the one who’re asking me or you the one who did it already? But this is an excellent 

question. How can a university differ a chain itself? Well, a university is proving a service. 

That’s obvious. Do these services find a market needs? To some extent. If the market needs 

is to have the title “I’ve finished university” then you must satisfying the market needs. If 

the market needs is a little bit more, we have a problem here. You know my opinion very 

well, Dave, about for example, business schools.  

- — Yes, you wrote a book about it.  

- —I wrote a book about it. But let’s expose everybody to it. Look, you are a top manager in a 

company. And you want to truce somebody to do some electronic engineering work. Your 

first question will be: have you learned electronics, have you finished, what degree you have 

on electronics and so on? Do you have engineer degree on electronics? And this would be 

quite decisive thing in your decision. In another words, to tale somebody who has not had 

any degree on engineering relative to somebody do have, to need to have some compelling 

arguments. Well, if you want to choose a manager and you have one that has the NBA, and 

one that doesn’t have the NBA, just have fifteen years of experience who do you choose? 

Which tells to what the expense the universities and business schools are doing a good job. 

It’s horrible. You are fighting with it as well. You know my opinion. I wrote also the 

solution in my book “Critical chain”. Most people think that “Critical chain” is dealing with 

project management. Yes, it does. But it deals with another topic, in my eyes even more 

important, which is business schools. The full analysis of business schools: what is a core 

problem, why it is there, what are the long assumptions, how to find a solution, how to 



create enormous competitive edge. Part of it is you’re changing policies. For example, you 

and I invest like that already that in the special track of NBA which is devoted to TLS and 

USA investees today like in the world. The first year of that we’re learning how to write 

trees and so on. The second year every two people going to one company or department of 

one company, they have six hours to question the people there. The can question whatever 

they want, but only six hours. So they have to think very carefully what they are going to 

ask before that. Based on that they have to do the analysis, they have to find core problem, 

they have to find the solution, and they have to convince the company to implement it. And 

the final degree, the final mark, is based on the extra bottom line results achieved in that 

company, which means if you’ve done perfectly the analysis, you’ve done perfectly the 

solution, and didn’t succeed to persuade the company to adopt it, you failed. And I think that 

is the correct measurement for NBA and bottom manager. And if manager does not know 

what to change, … to change and how to cause a change, why do we call such a person a 

manager? Why don’t we call him a golfer? And if you … to take so much of our time and so 

much of our money to teach us that exam should be. Well, how many universities, do you 

think, are willing to their student on such an exam? They don’t want to fail. But because of 

people like you, Dave, and by the way for you to understand, Dave, how many patterns do 

you have? 

- — I have six patterns. 

- — And where did you work before?  

- — … laboratories. 

- — OK. This all the type of profession are beneath. And these are the profession if we 

change the manager schools. Thank you, Dave, for being what you are. 

- — Thank you, Eli. 

- [Mauricio, calling from Mexico City, Mexico] 

- — Well, last question. Maybe last, maybe not. Mauricio? 

- — Yes.  

- — Mexico City? 

- — Yes.  

- — Good. Talk to me. 

- — Hi. Eli. How are you? 

- — I’m fine. Go ahead. 

- — Here is my question, Eli. Many big companies spend millions of dollars in brand 

positioning. I can name a few of them. 

- — Yes. And if you are out of names, I’ll add some more. 

- — Yeah. In your point of view, what real impact will … by itself have of the perception of 

volume of a client? 

- —A lot. Depends what is the product, of course. But if your product is not for individual but 

for a company, brand name has enormous impact. Because, you know what is one of the 

major considerations when a manager makes a decision about buying from that company 

relative to that company? It’s not just a value of the product and how much it answers needs. 

But to what extent it can be blade if it will not work. Now it is called cover your rare parts. 

Now if you are buying from a brand company, who can blame you? Even if everything go 

sore. So if your markets are companies’ rather individuals’, brand name has enormous 

impact. If it is individuals’ it has still an impact. Because if I’m looking on my wife, let’s 

talk about perfume. If it is company nobody heard about it: what you mean 40 dollars? If it 

is XYZ, 40 dollars is cheap. For me it the same smell, but what do I understand about it? 



Don’t underestimate how much is brand helping in the marketing and sales. At the same 

time, you don’t create the brand just may wasting millions of dollars. I’m not aware of any 

brand that was based on the lossy product. Advertising and proper advertising is a necessary 

condition for that. But it is not sufficient. Moreover, you know who are the best brands? The 

one that succeed to trigger the most powerful marketing mechanism that exists also which is 

called “The Word of Mouth”. You succeed to trigger let and you’ll have the best marketing 

in the world. But you cannot succeed to trigger “The Word of Mouth” by a … product. You 

do need an exceptional product. Exceptional product is a necessary condition; it’s far from 

being sufficient. So, don’t underestimate it. And don’t laugh on these people, on these 

companies, that spend millions of dollars in order to establish brand name. When I’m 

laughing at those that spend ten millions of dollars and not succeeding, because they didn’t 

know how to spread it. Let’s understand something. This session I was talking about the 

core that’s not enough. We have to spread it as well. And the most effective way to spread 

the cores is by triggering “The Word of Mouth”. For that multi offer is a necessary 

condition, but it’s not enough. Thank God that in the spreading there aren’t many conception 

mistakes and companies are doing many times a good job on that. We are in the making a 

core itself, unless we are talking about a new invention, technological invention, most 

companies are doing a glossy job. Even when all the components are in place. Have you 

constructed the multi offer?  

- — Not yet. But I’m planning to do. 

- — So, this is the first step. After that break your head about whether or not you should 

spend million to do a brand name and, if so, how? Because the nature of your multi offer 

will also dictate the nature of spreading the core. The core does dictate how you’re going to 

spread it. And not vice versa. But you will have to spread the core still. And sometimes it is 

millions of dollars. Millions of dollars. There are companies that are spending on it 30% of 

their budget. And I talk about large companies. Fine. 

- — Thank you. 

- —You are welcome.  

- [To the audience] 

- Anybody from here want to ask a question? Go ahead. Wait, wait, let’s have the microphone 

so the other could hear as well.  

- — A buyers purchases many times focusing on the uniform product, uniform conditions in a 

way to leave only one argument – the price. 

- — Correct.  

- — And they have succeeded in the many cases what we called commodities. They have day 

prices and oil, soy beans and whatever. 

- — Oil? They didn’t succeed.  

- — OK. 

- — In oil there is one the examples how a product which is exactly the same, by the way, 

they formulate was so simple. How many parties are for oil? Seventeen over country. 

- — I mean not motor oil, engine. I mean casually. 

- — How many prices?  

- — In my country… 

- — In the station. What about in the chain? Totally different prices. So it works beautifully 

inside, outside it is another story.  

- — Nevertheless. If there is a commodity market that they price, have there been examples in 

the market, where in that market you still can make a multi offer? 



- — Yes.  

- — Can you give an example? 

- — The great problem is giving example which is already in the public domain. Because, you 

see, most cases the companies that are generated the multi offer are not exactly happy to talk 

about the whole details of their multi offer. None that I’m allowed to talk about. But there 

are many. 

- — And there are many possibilities. 

- — Yeah.  

- — OK.  

- — Is a matter of fact every time that anybody tries there is another possibility. 

- — It’s correct. 

- — To that extent I personally know several of them. Unfortunately, at the nature of the base, 

most companies are very reluctant to talk about the multi offer. The only time they are really 

talk about it is when they have already the next one prepared. See, because one of them 

comes and learns very quickly is you don’t want to kill your competitors. As a matter of 

fact, ones we do reach our next sessions we’d talk about the strategy, you’ll see to what 

extent you must have your competitors, because God forbid if you are left without any 

competitors. And I will prove it very carefully in the strategy and tactic. They, these 

companies have been one major step ahead their competitors, but not two. Because if there 

will be two steps, they can kill the competitors. So what’s they are doing is the designing 

and implementing the first multi offer. Now they are waiting for the competitors to catch up. 

In the meantime they prepared everything to learn the second multi offer, which is usually 

much better. But they don’t launch until the competitor will catch up. And then they become 

frustrated that the competitors are in much catching gap, they give all the details of exactly 

how to do it. So the competitor will catch up and they can launch a next step. Amazing in 

what extent even when all the details are published. If then the competitors are not doing it, 

they find thousand excuses why they are different. So it doesn’t help much. I don’t know 

about anyone that was in the commodity business and published it.  

- Well, the time is come to an end. What I want is just emphasizing the following. This 

session without the next one is half work. Marketing should not be separated from sales. 

Moreover, since the better the multi offer the more difficult is to set it conventionally. The 

part of how to implement the multi offer is actually the part of how do you sale. And I will 

cover it in steps in the next session. I will cover internal sales which is part of it, because the 

multi offer is based on the changing policies inside your company. And external sales to the 

client. 

- Then the next session after that we will deal with the most important thing in my eyes which 

is how to use people. And then the last session is to bring everything together, more and 

more components are already there, and talking about the strategy and tactic. And then I at 

least can relax. I’m looking forward to it. And until next week. Thank you very much for 

your time.  

-  

- This concludes our broadcast for today. We’ve hoped you enjoyed it. But more importantly 

that you now waited to make improvements to your environment and how to make that 

change. Good luck with your improvements. We’ll see you again next week for Session Six: 

Sales, using the theory of constrains. 

 



 

  
   

 

 


