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Timex Corp. was one of the first companies to offer low-cost, durable mechanical watches.
These watches were mass produced with hard-alloy bearings which were less costly than jeweled
bearings. They were also much longer lasting than nonjeweled watches had been before. Timex
attempted to sell these watches in jewelry stores offering a 30 percent markup. However, jewelers
commonly received 50 percent markup on merchandise and therefore many refused to stock them.
The company then began selling direct to drugstores, hardware stores, and even cigar stands. At one
point the company had a distribution system of nearly a quarter of a million outlets, This
mass-distribution strategy was coupled with heavy TV advertising demonstrating the durability of
the watches. For example, one of the ads showed a Timex watch being strapped to an outboard
motor propeller and continuing to work afler the engine had been run for several minutes. Such ads
were used to support the contention that Timex watchés could “take a licking and keep on ticking.”
[n order to keep dealers and prices firmly in line, Timex limited production to about 85 percent of
 anticipated demand, making them somewhat scarce.

This strategy was extremely successful. By the late 1960s Timex had 50 percent market share
in America and as much as 20 percent of worldwide sales. [n 1970, Times had after-tax profits of
$27 million on sales of $200 million.

After a quarter of a century of dominance in the low-price watch market, Timex began to face
serious  competition by the mid-1970s. One of the major technological advances was the
development of electronic watches which Timex executives initially judged to be unimportant. By
the time they recognized the importance of this technological change and introduced an electronic
watch, competitors had already developed and marketed much-improved models. In fact, the Timex
clectronic watches were so big and clumsy that employees nicknamed them “quarter pounders” and
price ended up 50 percent above competitive, much more attractive watches.

By 1983 Timex’s U.S. market share had plummeted to about 17 percent and operating losses
appreached 3100 million. Distribution had declined to 100,000 outlets. Timex ranked fifth in
volume behind Japan’s Seiko, Citizen, and Casio, and a Swiss combine, ASUAG-SSIH Lid. Digital
and quartz analog watches dominated the market and even the successful Japanese cn.mpanics faced
increased price competition from manufacturers in Hong Kong. In fact, the export price of the
average digital watch dropped from $5 in 1981 to less than $2, and many companies were forced
out of business with margins of only a few cents per watch.

At this point Timex decided to attempt to rebuild its watch market. (It also decided to make
itself less vulnerable by diversifying into home health care products and home computers.} To
rebuild its timekeeping business, the company invested over $100 million to retool and redesign its
watch and clock lines. Timex's marketing vice president supported this investment by stating that
“we were thick, fat, l::gly, overpriced, and behind in technology.™ The strategy then became to
produce watches that were jusl as attractive as higher-price brands and keep the major portion of the
line priced at under $50. Of course, this forced Timex to compete in a world already overloaded
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with too many inexpensive watch brands. In addition to watches from Japan and Hong Kong, Swiss
manufacturers scored a big hit with a trendy timepiece called Swatch, which was brightly colored
plastic and sold for $30. Sales soared to 100,000 units per month, and Swatch could not be
produeed fast enough.

Times also attempted to compete in the over-$100 price range with its superthin quartz analog
Elite collection, which was sold in department and Jewelry stores for up to $120. However, as one
competitor summed it up in evaluating the market potential of the Timex Elite collection, “It’s got
one disadvantage; It's got a $12.95 name on it.”
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