members make regular cash contributions, creat-
ing a pool from which they can borrow).

The big surprise is that these lenders were not
the most important source of start-up capital for
the Korean entrepreneurs, Bates says. Owner eg-
uity capital and loans from financial institutions
were. Together they provided more than $50,000
of the roughly $60,000 in financial capital that
the average Korean-owned firm had when it
started. Equity capital (almost all of which rep-
resents household wealth) amounted to more
than $33,000 for the average Korean firm. By
contrast, the average black-owned business
started with much less capital (about $20,000),
including only about $9,000 in equity capital.

Korean entrepreneurs not only are apt to be
more affluent than African-American ones, they
also are likely to be better educated. Of the Ko-
rean businesspeople, nearly 50 percent were
college graduates, compared with less than 33
percent of the African-American ones (and 37
percent of white proprietors of small busi-
nesses). “Operating marginally profitable small-
scale firms may be a form of underemployment
for many highly educated Korean-immigrant
entrepreneurs,” Bates suggests. Their education
and relative wealth, as well as their strongly
supportive families, give the Koreans the edge.

Too Much of
A Good Thing?

“Extend Profits, Not Product Lines” by John A.
Quelch and David Kenny, in Harvard Business Review
(Sept.—Oct. 1994), and “The Logic of Product-Line
Extensions,” in Harvard Business Review (Nov.—Dec.
1994), Soldiers Field, Boston, Mass. 02163.

New products that are often just slight variations
on old ones have popped up on store shelves
with astonishing frequency in recent years. Crest
and Colgate toothpastes, for example, together
now come in more than 35 flavors, types, and
package sizes. Although most companies today
are aggressively expanding their product lines,
Quelch, a professor of marketing at Harvard
Business School, and Kenny, a vice president of
Bain & Company, a Boston consulting firm, con-
tend that bombarding consumers with brand

name clones can be a mistake.

The popularity of product-line extensions
with managers is not hard to fathom, the authors
note. Such extensions “offer quick rewards with
minimal risk,” which appeals to executives who
do not want to invest time or risk damage to
their careers by trying to develop a new brand.
Successfully launching a new brand costs an
estimated $30 million—and only one new prod-
uct in five stays on the market longer than one
year. The successful launch of a product exten-
sion, by contrast, costs only $5 million.

For many companies, the cheaper strategy
has paid off handsomely. Nabisco’s new array
of Fat Free Fruit Bars, an extension of its famil-
iar Fig Newtons, helped that firm’s total cookie
sales grow three times faster than the overall
market. Frito-Lay’s new Cool Ranch Doritos led
the way to sales of more than $1 billion for the
entire Doritos line of corn chips.

But extending a product line too far can be-
wilder potential customers and weaken their
brand loyalty, the authors maintain. Faced with
a confusing array of different laundry detergents
under one brand name, for example, shoppers
may switch to a rival brand that offers a simple,
all-purpose product, such as All Temperature
Cheer. Line extensions also can cause problems
with retailexs. In response to the product prolif-
eration, grocery stores and other retailers have
been rationing precious shelf space, charging
manufacturers for the display of new items, and
demanding extra fees for those that fail to sell
well within a few months. Disenchanted retail-
ers have also been allocating more shelf space to
their own private-label products.

Some companies that went in heavily for
product-line extensions have since reversed
course, the authors note. Proctor & Gamble, for
example, which in 1989-90 introduced 90 new
items, not one of them carrying a new brand
name, announced in 1992 that it was going to
eliminate some of the slow movers. Quelch and
Kenny applaud this bold step backward: Proc-
tor & Gamble “can now close less productive
plants, reduce marketing-management over-
head, concentrate advertising resources on its
strongest brands, and open up shelf space for
genuinely new products.” Sometimes, less really
is more.
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