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This series of handbooks is dedicated to David Ogilvy




The quality of research will improve, and this will generate a bigger
corpus of knowledge as to what works and what doesn’t. Creative

people will learn to exploit this knowledge, thereby improving their
strike rate at the cash register.

—David Ogilvy, 1983
(the first of 13 predictions about advertising)
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Introduction

John Philip Jones

his handbook is the first in a planned series of five. The individual volumes
are to come off the press in sequence and with minimal delays between
them. The titles of the five volumes are as follows:

1. How Advertising Works: The Role of Research

2. Advertising Procedures and Operations

3. How to Use Advertising 1o Build Strong Brands

4. Multinational Advertising: Realities and Myths

5. Advertising Organizations and Publications: A Resource Guide

This rather ambitious project, which I have been planning for many years,
comprises a collection of separate articles by advertising specialists—many
of them world-renowned figures—all of their contributions focused on the
topics covered by the five volumes. Each volume is designed to cover its
subject area fairly comprehensively. The large majority of individual chapters
were written specially for this series, although a relatively small number are
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2 HOW ADVERTISING WORKS

adaptations of articles that have appeared in the professional press. These are
the pieces that I consider to be the classics: the cornerstones of an edifice of
knowledge about advertising and how it works. Notes accompanying the
previously published chapters detail where they originally appeared.

Most of the individual chapters include endnotes that contain carefully
selected references to further published sources, with an emphasis on the
empirical rather than the theoretical. It is my ambition to make the battery of
references represented here the best possible knowledge bank relating to
advertising available anywhere.

Each of the five volumes in this series covers a relatively self-contained
field, and I have tried to minimize the overlap between volumes (although I
fear that some will inevitably remain—but perhaps this does not matter much).
Each of the individual chapters can also stand on its own, although in many
cases different contributors, using different types of analysis, come to similar
conclusions about advertising.

This volume is the work of 20 authors; 15 are practitioners and 5 are
academics. Of these, 13 are American and 7 are British (of whom 6 have lived
and worked in the United States). The contributions of the British analysts
signal the importance of the British intellectual contribution both to our
understanding of how advertising works and to those developments in meth-
ods that were pioneered in the United Kingdom.

The Advertising Business

Advertising is carried out by three main groups of participants: clients, the
media, and agencies (including agencies’ outside suppliers). Some analysts
think that researchers should be included as a fourth group. However, I believe
research to be so important that I prefer to consider it as a component part—a
strong basic element—of each of the three main groups.

Clients and agencies carry out work that overlaps to a considerable degree.
They are both involved in strategy, budgeting, media planning, media buying,
and the evaluation of campaign effects. The specific expertise of agencies lies
in their flair for developing creative ideas and their craft skills in supervising
how these are executed as finished commercials and print advertisements. This
supervision calls for intimate knowledge of the talent market as well as
negotiating ability.
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Agencies to some extent resent clients’ attempts to trespass on the agencies’
creative territory, but this does not prevent most clients from expressing robust
views about their agencies’ creative efforts. Some clients go further and try to
become a (not totally welcome) part of the creative team. It is a refined art for
aclient to develop sensitivity in exercising informed and constructive creative
judgment while at the same time not interfering in the creative process itself.
Some client organizations are cleverer than others in this regard, and within
the better client companies there are wide differences among individuals.

The division of responsibilities between clients and agencies highlights the
fact that advertising is partly a scientific and partly an artistic activity. The
“science” is the concern of both clients and agencies; the “art” is the respon-
sibility of the agencies alone. Science is rather a flattering word to use in this
context. Nevertheless, there is (or should be) a good statistical foundation to
advertising strategy, media planning, and much advertising evaluation. Also,
agencies carry out on a routine basis a good deal of qualitative research to help
develop strategy and to evaluate creative ideas.

This duality in the advertising process is the reason advertising agencies
(and clients, to a smaller degree) recruit two types of people—those with
analytic skills and those with creative skills. The combination of these two
types of talent working closely together is a source of much excitement, but
at the same time considerable tension. To use a reasonably appropriate
metaphor, this tension acts like the grit in an oyster necessary to produce a
pearl.

Advertising Agencies

A striking characteristic of the advertising agency business is its fragmented
nature. Individual agencies may appear prima facie to be large. However, in
comparison with the aggregate size of the advertising business, they are in fact
small. In most years, the top six individual agencies in the United States
account for a total of only about 20% of all advertising in measured media—an
extremely low concentration ratio in comparison with the fields in which their
clients operate. The six-firm concentration ratio in most consumer goods
industries is at least 60%, and in many cases it is much higher than that. The
figure for breakfast cereals is more than 90%.
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There are two reasons for this fragmentation. First, clients are very restric-
tive about their agencies’ accepting competitive business—a narrowness that
often goes to extreme lengths. A client employing an agency in one product
field but in no others will often require that the agency not accept competitive
business in other fields in which the client operates but the agency does not.
This attitude on the part of clients has grown stricter over time, and it
inevitably inhibits agency growth. Interestingly, the only important country
that does not put sanctions on agencies’ handling competitive business is
Japan. As a result, Japan is a country of many large agencies. This does not
mean, however, that the large Japanese agencies are better than the smaller
American ones. There is in fact a limit to growth.

The second reason for the relatively small size of agencies is that econo-
mies of scale are less apparent in the agency business than in capital-intensive
enterprises, such as most manufacturing businesses. It is true that in advertis-
ing, large clients will normally generate slightly higher relative profits than
small clients, as a result of lower operating costs per million dollars of billing,
because the costs are more widely spread. But clients are aware of this and
frequently impose sliding scales on their agencies’ remuneration, with the
rates going down as the volume of business increases—a procedure that
pinches out the agencies’ financial rewards from their scale economies.

A related point regarding scale is that diseconomies of scale set in fairly
early in an agency’s initial growth phase. An individual agency is invariably
dominated professionally by a small number of people at the top—sometimes
by only one key figure. The larger an agency grows, the thinner becomes the
contribution of the top talent to each individual client. This naturally tends to
slow growth; in the words of a notable contemporary practitioner, Jay Chiat,
founder of Chiat/Day (now TBWA Chiat/Day), “How big must we grow
before we get bad?”

These characteristics of the advertising agency business have contributed
to the ferocious nature of the competition among agencies.

Secular Difficulties for Advertising

This volume is concerned with the research needed to understand the adver-
tising process. The problems afflicting the industry that are discussed in this
section would be solved by the wider exposure of effective advertising.



