Bus 290 – Competing over Time
Today we will be looking at Ch. 4 in the text – Competing over Time.  
I. resource inventory/gap analysis.

a. I wanted the resource inventory / gap analysis to be at least 2 pages.  Did anyone have difficulty making it that?  

b. What’s next – competitor / industry analysis
 Due in 2 weeks – July 22/24.

c. How many have difficulty identifying the industry or competitors relevant to your analysis?  

i. First step – what is the relevant region for your analysis?  

1. SuperSteam – local.  


2. Lookout Source Solutions – regional 


3. Peng Lin – global.  

ii. Some of you may find you are seeking to be a very very small part in an industry even in the small area that’s relevant.  That’s Ok. 


iii. Some of you will find that making an estimate of the industry size involves wild guesses.  That’s OK too.  

1. I used to be a journalist

2. I used to be a free-lance writer working for consulting firms.  


3. The guesses are wild. 


iv. I’ll be looking to see – can I see a way to help make the guesses a little less wild.  



d. Competitors   
i. On line

ii. Yellow pages   
II. from last week – Slywotsky - Try to think constantly of the biggest risks and the opportunities they may hide.  


i. Bill Russell quote – p. 55.  ‘rebounding is the start of offense.’  

III. One more point about industries that’s very important before we get into Pharmaceuticals – they have and are institutions.  


a. Nature of institutions – when I write a book, this will be the heart of it.  
ii. Rules of the game (regulative – economics)


iii. Taken for granted part of our thinking (cognitive – sociology) 


iv. Seen as appropriate (political science) 


b. You see this in every industry. 


c. You also see within organizations


d. You also see between countries (this is most famous)  




e. People want to change through government, but passing laws doesn’t completely change things.

IV. Pharmaceutical industry – I want to say from the outset that where I had a sense with Wizards of the Coast and Starbucks that each can give us some pretty clear, simple illustrations and lessons, I don’t think things are clear and simple in the pharmaceutical industry.  But I think it can

i. illustrate key uses of our approach to industry analysis

ii. illustrate why we have to go beyond it.  


b. Earlier I mentioned  2 strategic groups in the pharmaceutical industry.  The case adds a third - 

biotechnology 

what’s the difference?

c. Based on the info in the case and the framework we have from Porter, do you think big pharma is profitable?  

one of the most profitable industries 

AstraZ – 31.4%
Glaxo – 50.6%


i. do you think biotech will be profitable over time?  



ii. Do you think generic pharmaceuricals will be profitable?




d. Do you think is the future of this industry will be good or bad?  


i. Here we have numbers – Exh 1.  













e. That’s about as much as we can say with confidence, but it’s quite a lot.  


f. What kind of strategies do you think you would want to adopt 


i. in generic pharmaceuticals.  


ii. in biotechnology.



iii. in big pharma.

Can anybody estimate what share of the business is big pharma today?  

Total business in 2003 - $466 bil. 
   20 largest biotech are approx $20 bil

g. Is there a right way to regulate this industry?








h. What we’re finding here (complexity and confusion) is perhaps a bit extreme.  But it’s indicative 

i. for firms, strategies should and often can be clean and simple


ii. industries, especially industries where big profits are available, 
are usually messy


iii. theory can give us some basic parameters, then we have to struggle.  

1. What I’m looking for really is the simple strategy that will deal effectively with complex reality.  

Next week – Technology – from Grant text.  

A number of you think of competition in innovation terms and to some of you that means technology innovation.  

But as you’ll read for next week in the excerpt from Grant’s book, more technology-intensive firms seem less profitable.  

In-n-Out Burger
I) Competing over time  

a) Review our basic model developed in the first 3 sessions  
i) Resources / capabilities / core competences 

ii) “Offense” -  Superior economic contribution – distinctive competences  

iii) Defense - Sustainable market position – 

(1) prevent imitation by avoiding industries where any of the 5 forces are strong

(2) make it hard for your customers to go elsewhere  


b) Those are the basic principles.  But industries change over time.  Today we’ll talk about how they change.

i) It turns out the way things change in industries is pretty predictable.  


c) Moore’s theory of how industries emerge – 

i) preface and ch. 1 also have interesting things, but not so concentrated.  


ii) model on pp. 14-15.  


(1) chasm


(2) bowling alley


(3) tornado  



d) We can talk about a lot of stuff off the top of our heads, and that will illustrate the model.  But when we look at real research on this topic, we’ll find a lot of it is done on the auto industry.  Why?  

i) The auto industry has people who just love it.  In much of the U.S. they follow it like people around here follow the 49’ers in a good year.  

(1) Around 1982, some group of auto buffs pulled together a book that has every single company that ever produced even 1 car in the United States between 1880 and 1975.  

(2) So we have lots of detail on the auto industry.  

(3) And at Harvard, Stanford, and MIT, people have been mining this book ever since.  


e) The book shows 3 phases – growth, shakeout, maturity.   

i) We should add a 4th (phase zero) – embryonic.  

(1) The book talks about the embryonic phase on p. 45.  Early in industry – the similarity among products may be only in what they are called. 

(2) Lots of innovation 

(3) people don’t know what customers will want in long run

(4) techie customers 

(5) Lots of custom products 

(6) Good products command high prices

(a) Auto industry – 1880-1895

(b) PCs – 1978-1982

(c) discount retailing – 1946-1960  



ii) The growth, shakeout, and maturity phases can be measured fairly rigorously.  

(1) Growth = increasing number of firms

(2) Shakeout = decreasing number of firms

(3) Maturity = stabilized number of firms 

f) growth – show second autos chart – total production 
   at the at the time of rising numbers of firms – growing production

(1) What’s happening when an industry takes off is that a bunch of customers have decided that a certain combination of components does something good for them.  

(2) A lot of “industries” are in the embryonic phase for a while and never get out of it.  

(a) we had an online drug store industry for a while 

(b) during an embryonic phase, there is great variety.  Competitors differ on what they think the key value and cost drivers will be.  

(i) PC software – word processors 

1. jocular

2. everything done with two fingers

3. specialized programs 

4. specialized machines  


(3) As firms watch what’s going on, they adjust behavior.  

(a) Firms want to follow the dynamic growth cycle 

(i) They have to have a dynamic capability to create repeated innovation.  

1. without it, they won’t be able to deal with the new entrants.  


(b) Ford is famous for getting stuck, but he is in fact an illustration of this dynamic growth cycle.  

(i) Fordmobile, an original Model A, Model C, Model N.  

(ii) Model T really worked.  


(c) Each firm progresses along a path where its next investments are to a great extent determined by its previous one.  path dependence. 
(i) So just because something seems like a good idea doesn’t mean it’s possible.  

(ii) history of adapting or not gives it absorptive capacity.  
1. ford adopted assembly line early on – people and machines pushing cars. 

2. then visited a pig slaughter house – there were machines that pulled the pig carcasses through.  Everybody worked more efficiently.  

3. ‘hey, I could use that on cars.’  

4. he had absorptive capacity.  


(4) When the heart of the growth phase gets there, often we have a 
dominant design – people know what is meant by a “car” 

(a) frequently established by one company 

(i) Model T

(ii) Apple ii / IBM PC 


(5) distinctive competence / core competence leads to a core rigidity
(a) Icarus paradox. – Henry Ford  


(6) The important value and cost drivers shift between the embryonic and the heart of the growth phase. 

(a) Geoffrey Moore – ‘crossing the chasm’ 

(i) embryonic – it’s technology 

(ii) growth 

1. ease of use 

2. customer-friendly features.  

3. reducing cost

a. scale-driven  

b. Because costs are declining, you may actually reduce quality – commercial banking.  


(b) So is it better to be a first mover?  

(i) scholars don’t know.  


(c) how do you price your product in the late embryonic and the growth phase? 



g) Shakeout.  This is measured rigorously – sustained drop in number of firms.

i) It’s not what you think of as a shakeout.  In autos, each time there was a boom and a lot of entrants, it was followed by a lot of exits.  These were in times of crisis for the industry.  The economist would say, that’s not a ‘real’ shakeout.  But you’re going to work in the real world.  It will feel real to you.  Frequently nobody knows in a shakeout whether it is the real shakeout or not.  
ii) The real cause of this shift is firms with superior dynamic capabilities.  (the Model T).  

(1) When the dominant design is established, the producer with the best capabilities – the real distinctive competence – isn’t initially in a position where he can or wants to knock everybody else out.  

(2) But he gets there.  = Ford in 1918.  

(3) How many firms disappear?  

(a) How imitable  are the dominant firms’ resources and capabilities

(b) are there defensible niche markets? 

(c) How much are the sunk costs and do predictions of future demand encourage staying in business. 


(d) regulation 


(e) These issues are important – American Airlines   




h) Maturity 

i) Slow growth rate (maybe growth stops) 


ii) Experienced buyers have clear preferences


iii) Concentrated market share among a few large firms.  

(1) coke vs. pepsi vs. dr. pepper  


iv) Niche markets exist.  

(1) small application software firms.  




i) Disruption – from linotypes to offset printing

i) Will a firm survive ?

(1) Does the firm control key complementary assets (resources)?  

(2) Do isolating mechanisms (patents, etc.) protect the innovators from imitation? 

(3) Do short-term opportunity costs prevent incumbent firms from switching?  




j) 3 types of change 

i) Technological substitution


ii) Disruptive innovation (Christensen) – 

(1) a new technology is introduced by a startup into a niche market that doesn’t interest the big players.  

(2) It produces poor results initially, but is cheap.  

(3) It improves


(4) Disk drives

(5) Transistor radios.  


iii) Radical institutional (regulatory) change – airlines.  




BREAK







II) TiVo 


a) An important concept – ‘ecosystem’ 


b) ‘inflection point’  





c) Some of you are working on brand new products in your day jobs.  Others are proposing brand new products.   This case is a great picture of some very smart people investing a lot of money.  And they may lose most of it. 

i) It happens I know a bunch of the key players.

(1) Stewart Alsop’s firm made some money – it went public.  But it could lose tens of millions.   


d) Does anyone have TiVo?



i) What do you think of it?





ii) Those who don’t, why not?    




e) Do history.  



















f) At what stage of industry evolution is the DVR business now?  

i) transition from emergent to growth.  




g) Why is TiVo in trouble?  




h) Did TiVo do anything wrong?  



i) marketing – ‘you can love your television’  

Inventing a product isn’t enough – you have to sell / market it.  Get it so deeply into the consumer’s mind that he/she will pay a premium.  Or the copy-cats will kill you. 

And the nature of an industry really does change.  If you don’t establish your distinctive competencies so they’re really valuable when you have the chance, you’ll lose  later.  

Evolution – auto industry.  

What happens when you invent something 
Eco-system 
Inflection Point 
