Harley-Davidson
Growth Challenges Ahead

The Great Recession hit Harley-Davidson hard. During the fourth quarter of 2008, Harley’s global
sales dropped 13 percent, profits decreased by 30 percent for the year, and, over a 12-month
period, its stock price plummeted 70 percent.! Harley had not cefifronted a drop in sales and
profits of this magnitude since the early 1980s, when it barely\aﬁ)ided bankruptcy as a subsidi-
ary of VMF. But, fortunately for Harley, it faced the new ché‘ﬁgnge with resources that it simply
didn’t have 30 years earlier. By 2016, the Harley bar ang?hield logo, a symbol of American in-
dividualism, was the 80th most valuable globe\wér@?\mth an estimated value of $5.5 billion.?
The brand sold not only motorcycles, but atso Wide variety of merchandise. Moreover, the
Harley Owner’s Group (HOG) was the lang&t torcycle enthusiast organization in the world,
with almost 1 million members. The Hatleyibrand with its loyal customer base, combined with
an increase in consumer confide 'Qg’ﬁhgtped boost sales to $6 billion in 2015.° Despite the re-
centrebound in revenues and @ﬁl\%@i Harley’s sales were still almost $300 million lower than
they were in 2008. The chal@%e\s{ﬂ‘ lat to declining sales, even in a good economy, had Harley
Davidson CEO Matt Levatfch (&I his team concerned about whether Harley could grow during
the next decade the .it(@d in the previous decade (see Exhibit 1).

Traditional ridérs, Q\a’\l\casian men ages 35 to 74, had represented the largest portion of Har-
ley’s retail salesfo r{qé\ny years.* And, although this demographic—coming in at around 50 mil-
lion peopl 5e?1z;ksﬁxpected to remain stable from 2013 through 2050, the baby boomers who
had grown up.ith the Harley brand were aging, with fewer riding motorcycles each year. More-
over, many@testioned whether Harley-Davidson could grow outside its traditional customer
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base. Harley had struggled for decades trying to sell to nontraditional riders, including young
adults (ages 18-35), women, Hispanics, and African Americans—four groups that together are
three times larger than the number of traditional riders.® A survey done by Harley-Davidson
revealed that young adults found the dealership experience intimidating and tended to have
sticker shock when seeing the price of a Harley.” Furthermore, some critics blamed the bike’s
reputation and size (average weight between 450 to 800 pounds) for Harley’s lack of popularity
among women.® Investors were looking for continued growth, so they wanted to know what
Harley was going to do to expand into other demographics.® Likewise, they wanted to know if
the American motorcycle could improve sales in international markets.

History: Born in a Shed and Raised
on a Race Track

In 1901, William Harley completed his blueprint drawing of “an engine designed to fit into‘@o’

bicycle.”!® Two years later, the first Harley-Davidson motorcycle emerged from a 10-b 45-
foot wooden shed, and William and his colleague, Arthur Davidson, started selling theééﬁey-
Davidson “bikes™ to the public. The first Harley-Davidson motorcycle was built forép%ed and
designed to be a racer to compete with Hendee Manufacturing Company@f?é&%rsepower,
single-cylinder motorcycle, which had to that point dominated both th e,;)gﬁmg motorcycle
market and motorcycle racing sport.** On July 4, 1905, a Harley—Dav@?ork@c’r’otorcycle won its
first race (a distance of 15 miles) in Chicago with a time of 19:02 ??iu@&z Other victories on
Harley bikes quickly followed, and they became popularin th ddifg racing community.

Harley-Davidson officially entered motorcycle racing asca ¢ any in 1914, with engineer
and cofounder William Harley as its first racer.!® Willian@w@\}mas a passionate competitor,
was determined to win every race and so made ra 'm% pQﬂ‘ormance the company’s primary
objective. Consequently, William and Arthur inv@gd(&avily in research and development
(R&D), which allowed the company to develo& new'and superior features, including their
own electric starter, front brakes, and stang;é Lgﬁ parts.’* The company pioneered several
early industry breakthroughs, includir@@?g\&(’cwin engine, clutch, and internal expanding
rear brake.®® X

Not surprisingly, as Harley-Davids&Qs motorcycles continued to improve, the compa-
ny’s racing team began to fulfill Willlam’s ambition to win every race in which it competed.
Immediately following each Win,@ team traditionally took its mascot, a pig, on a victory lap.
The victory routine was popula@with the racing community, and, as a result, Harley-Davidson
bikes were nicknamed “Hogs” after their mascot.* The nickname was immediately embraced,
and the “Hog” label is still used to describe Harley-Davidson motorcycles.

Harley Becomes a Rebel

In 1921, Harley was the first motorcycle to win a race with an average speed of more than 100
mph and was the go-to-bike for daredevils wanting to break land-speed records.'” But, as its
reputation for power and speed became more widespread, Harley-Davidson began to attract a
different kind of customer—the rebel. Harley’s speed set itself apart from the competition, and
it began to attract customers outside of racing who also needed the fastest bikes on the market.
For example, the US armed forces contracted the motorcycle manufacturer to produce motor-
cycles for the war effort during World War 1.8 Additionally, highway patrol officers road the mo-
torcycles during high-speed chases, and notorious biker gangs used the bike to elude police.

'A short name often used to refer to a motorcycle.
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