	E-mail from Chris Harolds on Industry Trends 

	

	

	[image: image1.png]Shome





To:
You, Analyst

From:
Chris Harolds

Subject:
Trends in the greeting card industry
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I think the board will like the strategy statement you developed for Shomei Cards.

Next, I'd like you to study what's happening in the greeting card industry overall. Please identify trends that may affect Shomei's profitability.

When doing this, consider how industry trends pose opportunities and threats for Shomei Cards. Then I'd like you to comment on how these trends affect the sustainability of our competitive advantages and the strength of our industry position. Finally, describe how the trends affect our competitors' industry positions and competitive advantages.

I am including the market research and industry report that you have used before. I thought an article I found, "E-greet or E-gress," and a response to the editor would be helpful as well.

Thanks!

Chris
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	Compiled by Surelock Researchers, Annapolis, Maryland

Hercules Cards
Revenue: $1.6 billion
Estimated profitability: $192 million
Employees: 8,000 (500 artists)

Profile

The largest card manufacturer in the United States, Hercules is famous for its flowery, poetic sentiments and watercolor designs. Founded in 1946 as the first national greeting card company, Hercules has a large following of loyal clients, primarily female, who appreciate the familiarity of the cards. Hercules consumers expect the strong sentimental messages printed inside the cards.

As the market leader in the greeting card industry, Hercules has a strong distribution channel, an extensive distribution of retail outlets, and efficient production and strong brand recognition. Hercules employees personally stock the shelves at supermarket and mass-market retail sites. In addition, Hercules has a chain of freestanding stores that sell Hercules products exclusively.

There are rumors that Hercules is preparing to release a high-end line of cards. A few of our retailers have told company salespeople that they have been approached by Hercules representatives and asked if Shomei has an exclusive license to distribute cards at their stores. In addition, Hercules continues to struggle with Atlas for control of the supermarket and drug store chains.

Challenges

Hercules is facing major challenges that may be contributing to its decline in profitability. As recently as 10 years ago, Hercules dominated the market with more than 20 percent profitability. Today that profitability has dwindled to 12 percent, which is well below the industry average. Some speculate that recent price competition has narrowed Hercules' margins or reduced the advantages it gets from its economies of scale.

Because of the growth of the Internet, Hercules has been struggling to maintain its talent pool. It has been forced to raise the salaries of those artists who are willing to remain, further compromising the company's profitability.

Evidence of Hercules' declining market power is exemplified in its failure in the high-end (greater than $5) card market. Hercules has had trouble attracting and retaining talented artists to create designs for these cards. The country's top creative designers have flocked to energetic, young companies such as Shomei Cards and avoided conventional card companies like Hercules.

Target market

Hercules has traditionally dominated the market of 40- to 60-year-old women—those who manage households and purchase cards for the entire family to give and receive. These women generally purchase cards while doing their grocery shopping. Hercules' expansion to the Internet is an attempt to reach yet another market: the nation's growing population of young professionals.

Product line

Hercules produces traditional cards for a variety of occasions, including religious and ethnic holidays, Valentine's Day, Mother's Day/Father's Day, anniversaries, birthdays, and graduation cards, as well as sympathy/get-well, and congratulation/thank you cards.

The company's lines include the following offerings:

· Traditional cards for seasonal and everyday occasions. These cards range in price from $.99 to $3.99 and are printed on standard card stock, which is purchased from several major paper suppliers. 

· A new line of $.50 cards printed on recycled paper with lower-quality ink. 

· A collection of cards for all occasions, accompanied by prestamped envelopes. These cards are sold singly and in boxed sets, which are available for $15 per box of 10 cards. 

Materials

Hercules was the first card manufacturer to use "overlays" on its cards—for example, paper lace coverings on its Valentine's greetings and tissue or foil coverings on its Mother's Day cards and Christmas greetings. It was also the first company to offer boxed greetings during the Christmas season.

The company holds an exclusive licensing agreement with Brite-Star Pictures to use its animated characters on Hercules cards, gift wrap, and other supplies. These items are sold in the company's exclusive gift shops, along with stationery, invitations, Christmas ornaments, and other trinkets.

Retail locations

Hercules has secured its strong market position by contracting with large supermarkets and mass-market stores. Hercules' size, coupled with consumer demand for the company's product, has made it difficult for competitors to gain a position in the same mass market. Hercules employs an army of representatives to stock these stores by hand. Hercules was able to secure its position in these mass-market retail outlets by offering to purchase, place, and restock the card racks, which the company owns. Atlas Cards is the only other card company that has been able to break into the mass market. Although some retailers are willing to sign exclusive agreements with one card vendor in exchange for better prices, many prefer to sell to multiple vendors so that they can offer their consumers more variety.

In addition to retail outlets, Hercules operates a highly trafficked website. Consumers can select from the artwork of 12 graphic artists and send free electronic Hercules greetings to friends and family. Hercules has been able to generate significant revenue through banner advertisements and e-commerce opportunities on the site.

Atlas Cards
Revenue: $800 million
Estimated profitability: $80 million
Employees: 13,000 (100 photographers, 125 artists)

Profile

The greatest threat to greeting card giant Hercules Cards is Atlas Cards. Atlas targets the same consumer market as Hercules and has been able to rise to the top through carefully executed acquisitions. Most recently, Atlas bought out No. 2 card manufacturer Moya Cards several years ago, catapulting itself to its current position of second-largest card maker in the nation.

Atlas is able to compete with Hercules thanks to its acquisitions, management team, and exclusive licensing rights. As it has grown in scale, Atlas has successfully engaged Hercules in price wars, which may have contributed to Hercules' decline in profitability. Atlas has used its cash reserves to acquire companies, which its management team has successfully integrated into the company's culture. The management team has secured Atlas' position in the market by focusing on key themes for the company's greeting cards. To ensure competitive advantage, the team has engaged in exclusive contracts for the rights to certain logos.

Challenges

Atlas' acquisitions and its rapid expansion into new markets has affected the company's profitability. Last year Atlas had an estimated profitability of 10 percent, well below its previous average of 13 percent. The company's strategic move into sports-theme greeting cards and cards with audio messages may turn out to be a wise long-term move, despite disappointing short-run revenues, which are barely covering costs.

To address their web-savvy, young professionals, Atlas launched a website where consumers can purchase hard copies of Atlas cards found in stores as well as send electronic greetings. Although Atlas is likely to benefit from a web presence, its website is not improving its market share or profitability at this time.

Target market

Though its traditional card consumers have been women, Atlas has successfully targeted and attracted a new card consumer through its sports specialty sector: men. Today more men are giving their girlfriends and sisters cards, such as those depicting famous female sports stars. Increased public interest in professional female sports, such as volleyball and soccer, has contributed to record-breaking card sales for Atlas.

Product line

To differentiate Atlas' offerings from Hercules', the company has designed several lines targeting key consumers. These lines include the "Girlfriend" collection, generational cards that focus on women from their 20s through their 50s; special cards targeted toward teenage girls; and a unique collection for men, which features classic sports scenes and sports stars appealing to men between the ages of 18 to 35. Atlas' ability to focus its product lines on niche markets has enabled it to compete effectively with Hercules.

The full line of Atlas cards includes the following collections:

· The "Sports Starlet" series, a collection that features photos of female sports sensations 

· A collection of cards depicting photos and illustrations of couples in athletic settings 

· Traditional cards for the following occasions and circumstances: 

· Religious/ethnic holiday 

· Graduation 

· Anniversary 

· Get well/sympathy 

· Thank you 

· Congratulations 

· Mother's/Father's Day 

· Inspirational cards featuring sports heroes who have rebounded from injuries 

· Cards featuring photos of college athletic stars 

· A series of cards targeted toward grandparents 

· The "Girlfriend" collection for women between the ages of 20 and 50 

· A collection of cards for teenage girls 

All of Atlas' cards are printed on standard card stock. The cards range in price from $.99 to $4.50.

Materials

The card company has acquired exclusive rights to license Olympics-related cards and cards from other major international sporting events, such as the World Cup and the World Series. In addition, Atlas has arrangements with 75 percent of U.S. universities to design cards using school teams with school sports themes on them. The cards are sold in university bookstores and grocery stores throughout the country. The company also sells its cards at collegiate and professional football games.

Just last year the company decided to add sound to its greeting cards. By pressing a button on the back of the card, the consumer can listen to a school's fight song, its alma mater, or the sound of an audience cheering.

Retail locations

Like Hercules cards, Atlas greeting cards are sold in grocery stores, drug stores, and other major mass-retail outlets throughout the country. After acquiring Moya Cards, Atlas also gained a presence in discount stores, where it is vying with Hercules for volume and space. Most recently, the company developed an exclusive arrangement with major sporting-goods stores to stock its cards at their checkout counters. All shelf stocking and reordering of inventory is handled by college students, most of whom work part-time. Atlas offers free electronic greetings on the web and sells cards online. Since 1995, it has had an exclusive relationship with several Internet service providers to offer e-greetings on their sites.

Snapadoo Cards
Revenue: $114 million
Estimated profitability: $16 million
Employees: 1,200 (90 photographers)

Profile

Snapadoo Cards satisfies a niche that few other greeting card companies can rival: The company uses photographs to convey sentiments. Snapadoo holds exclusive licenses for classic pictures from well-known photographers such as Andy Whitner. The themes of the photos vary from dramatic natural scenery to historical events to emotional images.

Snapadoo secured the fourth-largest market share in the greeting card industry by capturing exclusive licensing rights and targeting a loyal consumer market. Snapadoo's exclusive contracts for the majority of "classic" photographs ensure a monopoly in this segment of the greeting card market. Its management appears to have discovered the magic formula for gaining loyalty among high school and college-aged students and young professional consumers.

Challenges

The Internet has significantly affected Snapadoo, reducing its profit margin from the traditional 16 percent to 14 percent. In particular, the introduction of digital cameras and the ability of consumers to download pictures from the Internet has weakened Snapadoo's competitive advantages. Furthermore, Shomei Cards' success in the artisan market has damaged Snapadoo's monopoly on artisan appeal. Unlike Shomei, Snapadoo has been unable to retain much of its artistic talent; many of Snapadoo's photographers are leaving the company to seek jobs in the Internet world.

Target market

Snapadoo cards are extremely popular among high school and college-aged students, artsy individuals, and photography enthusiasts. Snapadoo has also been extremely successful in marketing to a young professional audience. Snapadoo appears well-positioned to capitalize on the growing popularity of greeting cards among this demographic group.

Product line

Snapadoo carries the following lines:

· Black-and-white and sepia images depicting romantic scenes of couples in love, babies and their mothers, and young children 

· Black-and-white images of still lifes, such as city street scenes, architecture, and cars 

· Slim Shots—postcard-size missives that customers can send or collect 

Materials

Snapadoo has made a substantial investment in its photographers. Although the company has printing rights to many famous photographs, it contracts with photographers to create original shots. Contracting with photographers allows Snapadoo to achieve its 14 percent margins. Thanks to the nature of its cards and the total automation of its systems, Snapadoo has the potential to be a formidable competitor on the Internet.

Retail locations

In addition to Snapadoo's small booths located in upscale malls and shopping centers, the company's cards are sold in photo-development shops, camera equipment stores, museum shops, and major bookstores. The company even markets its cards in the backs of photography and art magazines. Snapadoo is planning to place its cards in photography studios and college bookstores in the near future.

Snapadoo's sales force is responsible for the sales distribution of the product. Salespeople must order their cards at least seven days in advance and are rewarded for condensing their orders. Generous incentives for the sales force ensures that Snapadoo cards are rarely out of stock.

One of the company's most successful marketing moves was establishing small booths on busy street corners in major cities. Customers like the convenience and the "artistic feel" of buying a card from a street-corner artist. Snapadoo was the first greeting card company to market its cards in this way.

Art students and photography students flock to work for Snapadoo with the hope of seeing their work displayed on the company's popular cards. Snapadoo does not offer its artwork on the web, although it has reportedly been approached by many companies to develop an online presence.

Felicita Cards
Revenue: $57 million
Estimated profitability: $5 million
Employees: 280 (50 artists and translators)

Profile

Felicita Cards established its position in the greeting card market by offering foreign language cards. The company uses standard greeting card formats and prints its cards in Spanish, Japanese, and Chinese. By offering an entirely new product, Felicita has been able to capture the No. 5 spot in the greeting card market.

Felicita, the newcomer to the greeting card market, is growing rapidly. The company has distinguished itself through its multilingual and multicultural offerings, which target a fast-growing sector of the U.S. population. Because ethnically focused retailers are eager to stock Felicita cards, they are willing to take responsibility for ordering the cards. When Felicita takes an order, the retail outlet is billed for the entire order, which is then shipped through the U.S. Postal Service. Most other card companies are paid only when consumers purchase the cards.

Challenges

Despite Felicita's unique offering, the company has been challenged by retail space. It has successfully placed cards in small businesses, bookstores, and venues that cater to niche markets, but has been struggling to maintain its profitability within this widely fragmented retail market. Because artistry is not Felicita's selling point, it has not been significantly affected by the shift in available talent from traditional greeting card companies to the Internet.

Target market

Felicita targets Spanish-, Japanese-, and Chinese-speaking consumers in the United States. These consumers are more interested in finding a traditional card in their native language than in satisfying a need for an artistic sentiment.

Product line

Felicita carries the following card lines:

· Basic U.S.-style greeting cards written in various foreign languages 

· Ethnically specific cards created for ethnic holidays or to convey a special sentiment 

Materials

Felicita uses standard greeting card paper. The designs are stored in the company's database and printed in large runs. Part of the reason for the company's profitability decline has been attributed to deep discounts on overstock of holiday-specific cards. To offset this problem, Felicita has had to downgrade the quality of its ink to reduce costs.

Retail locations

Felicita sells cards to small businesses, bookstores, and ethnically focused venues. Felicita does little marketing and is often approached by storeowners who want to carry the company's products. Consumers spread the company's message through word of mouth. There is a general consensus in the foreign-language community that if Felicita's business is adequately supported it will spawn other language-specific products.

Estimated Margins and Profitability of Selected Competitors

The information in this table is as accurate as our sources could locate; therefore, it should be used as a guide, rather than an absolute, for determining cost and margins for competitors.

Excluding the retail selling price, the remaining data in this table have been normalized to reflect known differences in accounting practices.
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*Hercules and Snapadoo are privately held. Financial information for these companies is estimated.
**The cost to retailer is equivalent to the revenue to card manufacturer.
***This includes the content creation and royalty payment costs.
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	Greeting Card Industry Executive Council
Report on Recent Industry Trends
Industry Overview

During the past decade, the growth rate in the greeting card industry has slowed. Although this rate has been close to 9 percent annually, recent trends identify a 3.8 percent compound annual growth rate. Industry analysts expect this sluggishness to continue and predict an annual growth rate of 2.7 percent each year for the next five years. Despite slow growth, industry profitability is $334 million with an average margin of 12 percent.

The lack of growth in the industry may be attributed to the shift from seasonal to everyday card giving. Although there are various theories about the reason for the shift, its mere existence is of greatest importance.

Because of increased communication in our culture, the Internet, and e-mail, people have become more interested in the casual use of greeting cards. The industry as a whole has been slow to recognize this trend. I believe growth rates will resume their rapid rise once the industry fully embraces this shift.
—Jan Maxim, senior analyst, Wright and Shiff Analysts

U.S. Market Figures

The following graphs depict the relatively flat growth of the industry in recent years. It is important to realize that these growth rates may be explained by the shift in the industry. In an effort to catalyze growth in the greeting card industry in the future, players in the market may want to think about developing mechanisms to better address new consumer demands.

[image: image4.png]$3,500
$3,000
$2,500
$2,000
$1,500
$1,000
500
$0

Retail Outlet Revenues (in millions)

1996 1997 1998 1999 2000 2001 2002 2005Ex




[image: image5.png]$2,500
52,000
$ 1,500
$ 1,000

$ 500

s0

Card Company Revenues (in millions)

1996 1997 1998 1999 2000 2001 2002 2005Ex




[image: image6.png]Units Shipped (in millions)

1,800
1,600
1,400

1,200
1,000
a0y
601
aoy
201

o

1996 1997 1998 1999 2000 2001 2002 2005Ex.

8888




Growth in the greeting card industry over the past few years has essentially been flat. The growth mirrors inflation. 
—Shantel Carter, portfolio manager, McMillan and Harvie Investors

Gross Profit Represented as a Percentage of Wholesale Revenue (in millions)
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The greeting card industry continues to allow retailers to receive 26 percent of the profits. Though retail locations cannot be abandoned altogether, the rise of the Internet creates an opportunity for card companies to increase revenues.

We have been held captive by retail outlets for too long. With the Internet we have the opportunity to make the retailers play by our rules. 
—Jack Johnston, vice president of strategy, Atlas Cards

Distribution

The most recent data on the distribution of greeting cards indicates the following:

Table 1. Share of U.S. Greeting Card Retail Dollar Sales, by Outlet
Outlet
1998 (%)
2002 (%)
Card and Gift Stores

36.0

37.4

Drugstores

20.9

18.5

Mass Merchandisers

16.2

14.7

Supermarkets

15.9

16.9

Variety Stores

3.3

3.6

Bookstores

2.0

2.5

Department Stores

1.7

Not applicable

All Other*

4.0

6.4

Total
100%
100%
*This category represents museums, specialty stores, coffee shops, teahouses, art galleries, and the Internet.

Although drugstores, mass merchandisers, and supermarkets account for 50 percent of total card sales, trends show a continuing increase in the distribution of greeting cards through bookstores, specialty shops, and the traditional card and gift stores. In addition, the "All Other" category is increasing. This category represents the emergence of the Internet as a means of creating and sending greeting cards.

Inputs and Production Challenges

Although paper prices are increasing because of a tightening supply, alternative raw materials continue to be available. These raw materials, such as natural ingredients and licensed artwork and designs, have increased material costs for some manufacturers. There appears to be little relief for these manufacturers in the future as material costs are expected to remain high, and increase at a rate of 1.8 percent over the next five years. In addition, payroll costs are expected to rise at a rate of 0.3 percent annually for the next five years.

Unless we figure out a way to do things more cheaply, it will be difficult to keep our current profit margins. With decreased volume growth, we cannot afford to lose profitability.
—Anthony Wolff, operations manager, Hercules Cards

Recently there have been improvements and advances to the traditional production process. These include high-tech processing, unique designs, high-quality paper, recyclable paper, licensed artwork, and "nature" cards. In addition, alternative card production has been targeting the "do-it-yourself" market, including kiosks, online outlets (electronic greetings), and home computer software packages. Societal trends have also affected the greeting card industry. The increasingly faster pace of society has led manufacturers to look for quick ways to express sentiments. The growing diversity of greeting card consumers has resulted in new niche segments.

Despite improvements in processes, the allure of the Internet has had a significant impact on the industry's talent pool. Internet firms are recruiting the best graphic designers and writers and are offering salaries up to 400 percent more than those at traditional card companies. Other than Shomei Cards, no competitor in the greeting card industry has been able to develop a formula to promote the type of artistic freedom that can compete with Internet opportunities.

Consumer Market Challenges

Greeting card sales are growing more slowly than the projected population growth of the industry's traditionally large audience (50- to 64-year-olds). As the projected growth rates indicate, the traditional target market will grow by almost 11 percent over the next 10 years. There is concern that the target market is expanding while the card market is not. The card industry as a whole must learn how to get this market to increase its card purchase rates.
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With such a strong population of 50- to 64-year-olds, there is no reason why this industry should not be booming. I will not accept the Internet as an excuse—that's too easy. Although the Internet may be a factor, there have to be other factors. I hope this council can work together to make sure that we as an industry survive. 
—John Macushla, vice president of research, Greeting Card Industry Executive Council

The rise of the Internet has altered the way many people communicate. Women have traditionally sought more means to communicate than men, and women make up the majority of greeting card consumers. However, with the advent of the Internet, men are looking for more ways to communicate and new avenues to express themselves. Tapping into this interest may prove an excellent opportunity to ignite growth in the greeting card industry.

Major Types of Cards

There are two major categories of greeting cards: seasonal/occasional and everyday. The latest data indicate that each category represents approximately one-half of the total publishers' shipments to distribution outlets (seasonal: 44.8 percent; everyday: 55.2 percent). Of the seasonal cards, 93.5 percent were purchased for Christmas, Valentine's Day, Mother's Day, or Easter.

Ninety percent of U.S. households buy greetings cards. Last year, of those households that purchased greeting cards, 81 percent bought everyday cards and 75 percent bought holiday cards. The chart below shows the declining purchase rate of holiday cards and the increase in purchase of everyday cards.
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Demographic Breakdown

Although demographic data have changed in the past five years, technological advancements have enabled greeting card companies to capture increased amounts of information on consumers.

Table 2. Demographic Breakdown of Greeting Card Purchases

Factor
1998 Purchases
2002 Purchases
Gender (%)
 

 

Male

35.2

41.7

Female

64.8

58.3

Age
 

 

18-34

27.4

33.1

35-54

41.2

39.9

55+

31.4

27.0

Annual Household Income
 

 

Less than $19,000

25.8

20.3

$20,000 - 39,999

28.3

27.8

$40,000 - 59,999

23.1

21.7

$60,000 - 74,999

9.50

11.2

$75,000+

13.3

19.0

Race
 

 

White

87.0

82.4

African-American

7.2

9.3

Hispanic

5.8

8.3

Understanding more about who is buying our cards has enabled us to focus on niches that do not represent traditional greeting-card buyers. We have found that focusing on the Spanish-speaking population is extremely profitable. 
—Jorge Rodriguez, vice president of marketing, Felicita Cards

Competition

The greeting card industry comprises approximately 2,000 companies. Among them, five firms dominate the market. Combined, these five companies control 97 percent of total retail sales dollars. The top five competitors are listed in order below:

· Hercules 56% 

· Atlas 28% 

· Shomei 7% 

· Snapadoo 4% 

· Felicita 2% 

Other issues regarding competition include the following:

· Tougher competition: Continued growth in the greeting card business by mass merchandisers and supermarkets has led to deep discounting of cards. These discounts reduce the historically large margins in the industry and force competitors to make deals with store purchasing agents or managers. 

· Consolidation/acquisitions: With approximately 2,000 companies in the industry, there has been room for consolidation. The reduction of large profit margins and overall tougher competition has led to takeovers and mergers in the industry. Also, competitors are acquiring companies in order to gain new capabilities, such as computer competence and design and publishing abilities. 

· New entrants: Many small niche competitors have entered the greeting card market recently. Although some are regionally successful, others are capable of managing distribution nationally by distributing their cards through particular channels, such as hotel gift shops. However, few have been successful in achieving broad-scale national distribution; it is difficult to replenish the stock at these retailers without a costly, dedicated workforce. 

· Substitutes: The greeting card industry is faced with competition from other social expression products: e-greetings, do-it-yourself software, e-mail, reduced long-distance charges, balloons, and postcards. 

Overall the greeting card industry has changed. The old rules are gone, and companies must be creative and constantly evolve to survive.
—Dwain Thomas, chairman, Greeting Card Industry Executive Council
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	E-Greet or Egress?
Stepping onto the Electronic Greeting Card Stage
by Alexandra Asta
Staff writer
Quotidian Market News

The Internet is changing the way we communicate with one another. It is also altering the way we do business. One industry that has experienced the effect of the Internet most significantly is the greeting card industry.

When most people think of greeting cards, they imagine a paper-based product illustrated with a design and inscribed with a sentiment. But today a new type of greeting card is challenging this conception.

An electronic greeting card is sent via the Internet. Unlike traditional cards, an electronic greeting card can be accompanied by music and animation and is often customized with the sender's personal sentiment. Generally, electronic greeting cards are free.

Dozens of websites dedicated to providing consumers with digital greetings have crept onto the Internet since the mid 1990s, and millions of people have visited these sites to send their friends and family personalized messages. The threat this poses to traditional card manufacturers is palpable. Fearing the loss of business because of the convenience that digital greetings present, card makers have rushed to develop a web presence. The transition to the web has been smooth for some and rocky for others. But for all, the growth of new technologies has spawned a need to rethink competitive strategies and determine how to reach a new market of consumers with decidedly different tastes and priorities.

Consider the case of Redwood Cards. Two decades ago the Redwood family, well-known stationers from Chicago, developed a line of greeting cards made from the same fine paper used for their stationery, calendars, and diaries. The public loved the way the family used its high-quality papers and literary skills to help consumers express their sentiments. As a result, the business flourished.

Two decades later, Jason Redwood, grandson of the company's founder, took over the family business. Jason, an experienced web designer, thought the company should develop a web presence. The family agreed. So they created a special collection of electronic greeting cards and offered them free through their website, redwoodcards.com. The family was less interested in generating revenue through the site than in enhancing brand recognition and increasing publicity for the company.

For months the site flourished. People loved the novelty of sending free electronic cards via the web. Soon other card companies, such as Hercules Cards, caught on. Through its website, herculescards.com, it offered clients special electronic greeting cards that they could buy and send to friends and family online. Hercules soon found out, though, that consumers were not willing to pay for an online greeting. After all, they could go to redwoodcards.com and send one free. So Hercules decided to change its online strategy: It made all of its online cards free, using advertising relationships with candy and gift suppliers to generate revenue.

Hercules' biggest rival, Atlas Cards, did the same thing—only more aggressively. The company struck deals with large Internet search engines to be the exclusive provider of electronic greetings across their family of brands. In turn, the Internet companies would have the sole rights to advertise on Atlas' site. Atlas paid these companies millions of dollars for a three-year arrangement. Throughout the full term of the arrangement, the companies and Atlas agreed to share advertising revenues from their sites.

In light of these developments, greeting card companies need to ask themselves whether the Internet phenomenon has caused the recent decline in industry sales. For years the greeting card industry has been flat. In the early 1990s, card-publishing revenues were growing at 8 percent annually. By the second half of the decade, the growth rate dropped to less than 4 percent—not even keeping up with inflation and population growth. If, in fact, the Internet is responsible for this decline, it may be time for all companies in the industry to develop an online business strategy—much like Redwood, Hercules, and Atlas have done.

Despite what critics preach, perhaps the entire category of greeting cards will benefit from the Internet and the birth of electronic greetings. After all, some people may decide to follow up a modern electronic greeting with a more traditional and old-fashioned paper card, thereby expanding the industry as a whole. Whatever the case, companies need to decide whether to e-greet—to develop free online greetings for the public—or egress—to exit from the game and focus exclusively on their traditional paper products. Either way, the greeting card industry is likely to feel the changes.
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	Letter to the Editor (Re: E-greet)

I would like to comment on the recent article, "E-Greet or Egress? Stepping onto the Electronic Greeting Card Stage" by Quotidian Market News staff writer Alexandra Asta.

Though Ms. Asta raises some interesting points in her article about how greeting card companies develop and maintain an Internet presence, she astutely avoids the question of how the Internet transfers a company's core competencies to the web.

As a veteran of the greeting card industry (I founded Garant's Gifts and Greetings in 1947), I am troubled by the recent slump in this business. The card industry used to grow at more than 10 percent annually. In recent years, this number has declined. The projected growth in shipment is only 3 percent per year for the first few years of the 21st century. In other words, we're not just a flat industry; we may be losing ground.

Analysts suggest that the growth of the Internet is responsible for the slump. However, there is no indication in Ms. Asta's article that the Internet has successfully captured the essence of traditional greeting cards—in particular their literary sentiment and innovative designs. What we see on the web are animated cards and cute greetings, in many cases a dramatic difference from a company's paper counterparts.

How, then, are these online companies successful? Is it the mere existence of advertising relationships that sustain them? If so, I do not believe the Internet is usurping the traditional card business; rather, it merely markets products in a different way.

Consider the case of Redwood Cards, as Ms. Asta does in her article. What was it about the site that attracted the public's attention? Did the web site receive hits because it was one of the only sites of its kind on the market at the time (1994)? In other words, was the founders' success due more to timing than to talent?

How about Hercules Cards? Was it the company's brand recognition, rather than its captivating online greetings, that carried over into its online operation? Likewise Atlas—which of its skills did the company bring to the web when it decided to offer cards online in 1995?

Perhaps what has contributed to the decline in industry sales is not an outside factor such as the Internet but something from within. In short, maybe we, as industry leaders, are not listening to our consumer base or providing them with what they want—convenient, cheap, and customized greetings. Are we so focused on our relationship with retailers that we're neglecting our commitment to the ultimate consumers: the people who actually purchase cards?

In my opinion, I do not think the web will pose a major challenge to print-based greeting cards, as Ms. Asta does. Even though the Internet provides a free, fun, and fast way to express a sentiment to someone, these digital greetings can't be held and fingered, or cached away in a shoebox as a keepsake—sensory experiences that many consumers are not yet ready to abandon.

Furthermore, it has not yet been proven that these sites are profitable or that they will be profitable in the future. How many people are actually purchasing a gift to accompany an electronic card? If the number is low, is it realistic to think that advertisers will continue patronizing e-greeting sites?

I do not want to be overly critical of Ms. Asta's article. But as someone who has helped people express themselves for more than half a century, I am eager to continue this tradition. To do this, I want to know how these companies translated their talents and skills in taking paper-based cards to the Internet. In short, what are their core competencies, and how did they leverage them?

Sincerely,

John Garant
Garant's Gifts and Greetings
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