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The health club industry has rightfully pursued the unfair competition of YMCAs.  The tax advantages the Y gains from not paying taxes while competing head to head with many for profit health clubs, palls into insignificance when we look at the larger picture. Greg Le Roy in his new book Job Scam: Corporate Tax Dodging and the Mythe of Job Creation [1]reveals the wide spread practice of giving huge tax breaks to corporations—especially those that relocate to their town.  On average each state has thrifty tax break programs for corporations amounting to a $50 billion dollar tax give a way to corporations.   In the last twenty five years these programs have cut in half the amount of taxes corporations contribute to states to about 5% of the total taxes.  WOW! And you think your state or town should worry about the Y?  

 

The public argument for the tax breaks is to create jobs.  The author presents convincing evidence that this rarely happens.  Apparently economists have been saying this for years.  But I suspect the political positives from luring a new business to town out weigh the lost tax revenues.  Even when new jobs are created there is a likely tendency to have the new employees needing new schools and other public services with out the tax base to support them.  The author estimated 96% of the tax breaks are simply corporate windfalls or welfare.  Any you worry about welfare costs for the poor?  Get you priorities straight.

 

STRATEGIC INSIGHTS

The author’s career with labor unions obviously creates a potential bias in revealing corporations as the bad guys so the book must be taken with a grain of salt.  But it does give me a platform to raise three strategic insights for the club industry.

1.  Pandora’s box is a scary thing to open.  When club complains to its public officials about unfair tax advantages, those very same officials may, if they are smart, be very wary of opening the box of tax breaks given by them and their fellow politicians.

2.  When the Y gets a hold of this book, it will give them very strong data to protect their relatively minor tax break which is likely to have little Hard dollar impact compared to the tax give a ways to other corporations in the city of state.  Additionally, the book gives the Y a strategy for nurturing the fear of Pandora’s box being opened by a health club in their geography.  The book is published at $24.95 by Berrett-Koehler, a published well known in the non profit world.

3.  All club owners must grapple with the emergence of hyper competition.  This occurs in most industries as they mature.  It may be faster and worse in the club industry for three reasons:  First, the more clubs share how they do things in national publications and conventions, the more similar they become.  Second, when the equipment and program suppliers, because of their relative size, focus on innovation, and sophistication in marketing and sales, dominate the industry, there is less innovation in the clubs themselves. Thus clubs all tend to buy very similar equipment, similar facility design and similar programming.  They better you become, the more alike you are.  The major differences now may be the size of your club and the range of services and your niche width.  In the last ten years about three dozen narrow niche, small (easy to finance and start) chains have proliferated (e.g. curves, cuts and bleeds)!

Thirdly, clubs like many businesses fail to understand the customer.  This occurs because the vast majority of people in the club industry have fallen in love with equipment, exercise physiology, monthly membership fees, etc.  In my White Paper on the Club Industry (available at www.REXonline.org) I state that one reason only 14% of the population are members of clubs is that clubs are designed to keep a significant part of the public out of their facilities.  The ability of Curves to attract hundreds of thousands of women to exercise who never even consider joining a club is piece of evidence for this.  The photos of most of the models/members in your ads and your posters, and in the majority of all industry publications and equipment marketing materials, and the way your staff dresses tells the rest of the story. It’s a hard body world.  I wonder what percentage of the markets clubs have of the 18-24 year old segment.  I’d love to see the market capture by age band and economic status.  It might give strategic insights into how to reach a larger portion of the market?  Any one have this hard data?

 

HOW TO LEARN

If you think I am overstating my case and not giving the club industry enough credit, you are right!  I love the industry and the people in it. But too many of club owners and industry influencers are asleep at the wheel or at least drifting off now and then.  You make all kind of micro improvements while neglecting the one truly powerful improvement which is DIFFERENTIATION[2].  This requires you to understand how your market really sees you.  SO you can create unique value in the market’s eyes.  When you do this competition is much, much less of an issue.  And you are not in the pricing game.

 

So how do you as a leader learn, try on the ideas in this review.  Assume they are true, now how would you think?  Behave? The learner is curious not defensive or protective.  When your reaction is to dismiss the thoughts and challenges in this review, no learning is possible.  

 

PS It’s not just the club industry.  Michael Porter one of the handful of strategy gurus in the world wrote an article for the Harvard Business Review a few years ago called What Is Strategy. He begins with this note of frustration which I have paraphrased: I’ve written many books and articles on strategy; I’ve lectured world wide and consulted to many businesses, yet it feels like no one gets it!  Everyone is busy investing in technology or equipment or facilities or recruiting staff or new management systems, but few formulate strategy.  And get this strategic planning is rarely strategy!  It is making plans for what you want to do.  Porter then explains the heart of strategy is focus.  This means deciding what not to do, so you can really focus on what to do. (If you’d like a Briefing on Strategic Focus, contact Monique@REXonline.org.  Strategy work is hard, it requires you to challenge the assumptions of your industry and you business; then you must innovate! 

 



[1] Thanks to Aaron Bernstein of Business Week for his brief review of this book.  I have used his thoughts in this review.

[2] As a starter read: Differentiate or Die by Jack Trout.  If you want to go really deep read Blue Ocean Strategy by W Chan Kim & Renee Mauborgne. Both are reviewed on www.REXonline.org. 

