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Mattel Recharges
Its Batteries

C O V E R S T O R Y

CEO Robert Eckert has run with his
mantra: Build brands, cut costs and develop

people. Now comes the hard part.

ON HIS FIRST DAY in fact, his first hour on the job, Robert

Eckert, the new CEO and chairman of Mattel Inc. (MAT), strode into the

cafeteria at the company s El Segundo, Calif. headquarters to get down to

the business of introducing himself to the company s 25,000 employees.

Television monitors were set up to beam his message across the country

and overseas, where the majority of Mattel s employees work.

I was anxious, I ll tell you that, says Eckert, 48, a tall, trim man with

a firm handshake, easy smile and the precise, thoughtful speech of a

Midwesterner. Eckert had been president and CEO of Kraft Foods Inc.

(KFT) when Mattel came knocking a month before. The choice to leave

the company where he had spent 23 years was a huge decision, a huge

move for me, Eckert says.

After some brief remarks, Eckert began taking employee questions. It was

then, he recalls, that he knew everything would be all right: They asked

about my kids, my family and where we would live. There was this tremen-

dous receptivity I felt from the audience. And as we went on, I sensed a sort

of hungering that they just wanted Mattel to get back to its better days again.

Since taking over the top spot in May 2000, Eckert says he has put

together a solid management team that has effectively slashed costs, more

than doubled operating profits to $734 million (on sales of $4.9 billion inIL
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2002), expanded international operations and created an environment

that allowed for the rejuvenation of established brands like Barbie and

Hot Wheels, as well as the creation of new ones, such as ello, a building

system for girls. And he s put in place a structured worldwide system to,

as he puts it simply, develop people. Eckert s also changed the way the

company deals with Wall Street by refusing to give quarterly earnings

estimates or guidance to analysts. Guidance turned into give me the

numbers, he says. Now, with the cleanup work almost completed, Eckert

admits that Mattel faces perhaps its biggest challenge: finding new ways to

expand in the slow-growth toy industry in the U.S. and abroad.

his is a very simple business to understand

but not to manage, Eckert says from his

sunlight-filled office at Mattel s headquar-

ters, a jet-roar away from Los Angeles

International Airport. The chief execu-

tive s space is every child s dream: Walls

are lined with boxes of the latest Polly

Pocket! dolls, Matchbox cars and stuffed

animals. This is a cash-flow-friendly

business, Eckert says. By that I mean we go from a new idea to an item

on the shelf and cash collected all within about a one-year cycle.

The difficult part, says Eckert, is figuring out what items are going to

generate that cash. Think about it: Our customers are zero to eight years

old, he says. We re a new-product-focused business with customers who

can be very fickle. And unforgiving. If the latest toy isn t under the

Christmas tree, Eckert says, no eight-year-old or her parents will care

about inventory shortages or delivery foul-ups.

When Eckert arrived at Mattel, we were coming from a time when the

company had a real need for better controls without sacrificing the creativ-

ity to create new toys, recalls Ronald Loeb, general counsel at Williams-

Sonoma Inc. (WSM) and a longtime Mattel director. During conversations

with the board before he took the job, Eckert quickly saw the opportunity

it offered. Here was the world s biggest toy company, with the best brands

and the best people in the toy industry, and it had gotten off track, he says.

My mission was to get back to basics and do what we do best: Make toys.

In 1999, Mattel bought computer-software-outfit The Learning

Company; a year after the $3.5 billion purchase, Mattel reported a

$430 million loss. Says Eckert flatly: It was just a failed acquisition. Five

months after his arrival, Mattel sold The Learning Company.

Getting costs under control was an essential part of Eckert s plan, he

explains. When your cost structure is growing faster than revenues,

profits are naturally going to drop, he says. Rather than razzle-dazzle

the rank and file with some fancy rescue operation, Eckert says he

looked at the company s peak year in profits 1997 and said: Let s

work hard to get back to where we used to be. Then we ll figure where

we want to go next.

Over the past three years Mattel has consolidated manufacturing plants

(from 10 to eight) around the world, in 2002 closing its last remaining U.S.

plant as part of the company s costs-saving initiative. The company reports

that it also trimmed headquarters staff by about 10%, pared unprofitable

items from Mattel s lineup and centralized back-office procedures. Much of

the plan involved simple common sense, says Eckert. For example, Mattel

pays employees every two weeks, but the company was running weekly

payroll because some divisions paid workers on alternate Fridays. We

figured it would be more cost-efficient to centralize the whole operation

and run one payroll system every two weeks for the entire company.

The moves have paid off, says Eckert. At the end of 2000, he calculates, the

company was losing about $1 million a day in cash. Now, he says it makes

about $2 million a day. The improved cash flow went first to reduce debt,

Eckert says. When he joined the company, Mattel s debt-to-capital ratio was

52%, a figure Eckert says was simply too high. Today it is 30%, and Eckert

says that in the very near term it will be down to 25%, a level that, he says,

could give Mattel an A credit rating. We have to find the right new product

each holiday season, he explains. We don t want to exacerbate that

operational risk by having too much financial risk.

Colleagues say Eckert is a pragmatic man who thinks through decisions

carefully. Having spent his entire career at Kraft, he says, he didn t seriously

consider the Mattel job until he and his wife, Kathie, figured out how the

( )We make money on brands,
not items. Items come and go, but a

good brand has staying power.
ROBERT ECKERT, CEO AND CHAIRMAN, MATTEL INC.
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