Chapter Three: The Competitive Context
The Industry Lifecycle Model
· Industries both new and old are not static and change in dramatic ways over time
· Nature and intensity of competition is specific to each industry
· Industries evolve along particular trajectories and through specific phases from their early emergence and growth to their eventual, maturity and decline
· Know as the Industry Lifecycle Model
· Given a long period of observation, all industries observe an inverted U-shaped growth pattern, with the number of organizations rising initially up to a peak, then declining as the industry ages
· The pace of and industry evolution along its life cycle is related to the evolution of technology within the industry
· Technological innovations trigger the start of a new lifecycle or the creation of an entirely new industry
· According to the model, new industries tend to be highly garmented and characterized by experimentation with novel technologies and business models
· Introductory Phase: sees many entrepreneurial firmed enter the industry, hoping to emerge as a market leader
· Dominate model is accepted by customers, suppliers and other key constituents the firms whose approach does not conform to the emerging stander  exit the industry
· Dominancy Design: a critical step in facilitating an industry's transition to the Growth Phase
· Mature Phase: reached where the market stabilizes and sales grow more slowly
· Firms must become more efficient producers at lower costs and compensate for slower revenue growth
· Decline Phase: aggregate sales drop and rivalry further heats up as the industry undergoes greater consolidation through more mergers and the exit of inefficient terms
· The lifecycle phase affects the degree of competition firms face, the type of organizational structure, the kind of strategy and the appropriate management approached needed to survive and grow
· Key success factors from one stage to another are difficult
· Different types off firms tend to be market leaders at different stages given the difficulties organizations experience when they must adapt t a different environment and make the transition from one type of organizational structure or strategy to another
· When different industries move along the cycle at a different pace, it makes the cycle more powerful tool for managers and entrepreneurs
The Introduction Phase: Industry Emergence and Creation
· New industries emerge as the result of change that create opportunities for entrepreneurs to leverage novel combinations of resources to develop innovative product and services or processes
· Resources are not always exploited, may remain unrecognized until someone decided to start a new firm that will take advantage of the resources and create a new market
· Some industries are the result of government regulation that creates markets for new products or services
· Early years of an industry are the hardest where there is tremendous uncertainty about the future of the market
· No dominant technology or business model and it is far from certain that the market will never grow sufficiently to provide attractive financial returns and growth opportunities
· Small entrepreneurial firms are excited by the prospect and potential growth of a new market
· Large firms lag the smaller ones 
· Entrepreneurial start-ups are more tolerant of risk because they have much less to lose than establish firms and are more willing to gamble in hopes of generating a large payoff
· Is one of great technical uncertainning where producers experiment with very different and novel combinations in the hopes of discovering a superior approach that will dominate those of other firms
· Firms are concerned with research and development (RD)
· Leads to confusion for customers and stakeholders preventing the market from taking off into the growth phase
· The type of customers willing to purchase in the introductory phase are adopters willing to pay a premium for the privilege of owning a product before more anyone else
· Conservative customers will wait will the mature stage 
· Introductory phase is time of innovation and creativity
· Everyone can make it big, given that no one has yet
· New markets are volatile and may have no clear boundaries and segments are not well defined
· Market shares are unstable and entrants my fall shortly after entering
· Not sure which firm will survive let along is the industry itself will emerge at a viable entity to sustain a group of producers
· New industries can suffer and may never develop into mature industries
· The Quest for Legitimacy:
· One of the most important contributions to emerge concerns the concept of the legitimacy of new industries and organizational forms
· Sociopolitical Legitimacy: refers to the endorsement of an industry, activity or organizational form by key stakeholders and institutions such as the state and government officials, opinion leaders of general public
· Cognitive Legitimacy: refers to the level of public knowledge of a new industry and its conformity to establish norms and methods reflected in the extent to which it is take for granted as a desirable and appropriate activity
· Require legitimacy to gain from external stakeholders the resources they need to survive and grow
· Must extract resources from their environments, failure to conform to societal and institutionalized norms and beliefs results in a lack of legitimacy that will hinder their ability to recruit employees, obtain resources, sell product and services etc
· Failure to comply to legal rules or ethical norms o society is one of the reasons an organization may not be desired
· Being new and unrecognized causes firms to lack legitimacy
· Start-up firms face high risk of failure that firms with established track records, relationships with customers, suppliers and other stakeholders
· In new industries the lack of legitimacy if more pronounced given how business models and organizational firms have yet to gain legitimacy as desired entities
· Societies lack of understanding with the industry leads to greater difficulties in marshalling resources so that new firms in new industries are even more likely to fail than new firms in establishing industries
· Entrepreneurs who conform to institutional norms will have an easier time gathering the needed resources for their new venture
· At the organizational level, entrepreneurs must establish the legitimacy of their specific venture and at the industry level they must collectively demonstrate that their novel organizational form or business models desirable and appropriate
· May be technological competition between early entrants in an industry, there is a high degree of collaboration for the greater good through the establishment of trade associations and standards setting bodies that facilitate the pursuit of industry legitimacy
· Successful institutional entrepreneurs are adept at presenting themselves as rebelling against the established order of large corporations, even through most of them actually aspire to grow their organizations and industry to replace the large firms
· Rivalry is intense as new organizations collaborate in the pursuit of legitimacy
· New markets have yet to gain acceptance from recognizable players
· When a larges organization that is recognized in an industry firms benefit with the endorsement that signals industry attraction and helps it grow
The Growth Phase: Dominant Design and Shakeouts
· The game becomes all about sales and market share
· Begins when the market converges around a single dominant design or approach
· Dominant Design: a single architecture that establishes dominance in a product class
· Technical standards are specified and must be adhered to by all firms wishing to enter the market
· De Jure Standard: when a standard is legally mandated and enforced by a government or standards organization
· De Facto Standard: arises by virtue of common usage and is not officially sanctioned by any authority
· The producers that persist with a different approach are the ones to exit the industry
· Shakeout: in an industry is defined as a large number of exits from the market at the same time as the aggregate output of the industry increases
· Large number of declining market is NOT a shakeout
· It is a natural healthy process for an industry to purge out weaker competitors
· Remaining after the shakeout as strong competitors able to scale up production and serve the needs of a growing market
· The adoption of a dominant design greatly accelerates the growth rates of new markets
· Growth in demand is significantly related to the falling prices for products during the second phase of the lifecycle
· The diffusion of a dominant industry model allows firms to standardize product and processes, resulting in dramatic costs saving that push prices lower
· Standardization creates incentives for other firms to offer complementary products and services
· The development of an industry infrastructure stimulates even more demand for the products in a cycle that leads to growth rates that increase during this stage
· Products now appeal to much wider mass market that than early technology adopters
· As output grows further, economies of scale allow producers to generate more cost savings that drive prices even lower
· As product prices fall inefficient producers come sunder significant competitive pressure and exit
· Firms that are unable to match the economies of scale, production process improvements and lower prices of the most efficient producers will be driven out of the market
· Established firms from other industries that may have lagged the start-ups in entering now see the new industry as either potentially lucrative or threatening their own assists and markets
· They enter by having a firms already in the market rather than going and starting a new division from scratch
· Introduction Phase: product innovation and RD were critical skills for organizations
· Process innovation and sales and marketing become important
· Large firms with greater resources and expertise in production processes and sales and marketing can displace entpreneurial start ups that fail to capture meaningful first mover advantage through property rights
· In growth phase, rivalry is more intense and firms a try to build brand recognition and position themselves for when the market will cease to grow rapidly
The Maturity Phase: a Critical Transition
· Growth in aggregate demand begins to slow
· Markets start to become more saturated as there are fewer new adopters to attract and so competition intensifies even more
· A very profitable period for the surviving firms as the industry enters a period of relative stability
· Rivalry is fierce
· A single point of market share can mean millions of dollars in revenue so firms spend large amounts on advertising and sometimes enter into demanding process ware to lure customers from the competition
· Hope of differentiating their products slightly from the competition
· Incremental innovations also provide opportunities to extend the lifecycle in order to delay the inevitable arrival of the decline stage
· As consumers become more knowledge about the industry and its products they become more demanding buyers
· Trend towards Commodization makes consumers more price conscious-forces firms to squeeze out more cost savings from their production process
· Little product differentiation and consumers become fickle, manufacturers power shifts to the distribution channel firms that control access to customers
· Importance on shelf space!
· Given the scale required to compete efficiently there is very little entry at this stage of the cycle
· Sources of competitive advantage for firms reside in process engineering to derive greater manufacturing and production efficiencies and reduce costs even more
· Outsourcing and shedding activates that can be subcontracted more efficiently
· Production will shift from advanced to developing countries
· Organizations that adopt a cost leadership strategy in mature markets tend to outperform their peers
· The shift from a dynamic and technologically innovative environment with many small firms to a stable and cost-effective market with a few larger rivals requires change in the type of organizational structure
· Organic structure with decentralized approach, limited hierarchy, and low formalization is better suited to the environment of the introduction and early growth phases
· Mature market where efficiency is more important that innovation, the mechanistic structure with strict rules, chain of command and narrow division of labour is more appropriate
· Making the transition is difficult
The Decline Phase: Difficult Choices:
· When sales begin to fall
· Difficult to predict, varies widely
· Change in Demographics
· Shifting Consumer Tastes and Needs
· Technological Substitutions
· Competition becomes especially fierce
· Does not equal death of an industry, there are ways of dealing with strategic options available to organizations for dealing with a declining market
· Highly dependent on the actions of rivals
· If many competitors decide to exit the industry and liquidate their asset, it may lead to profitable opportunities for the remaining competitors
· Maintain Leadership Stance: requires a firm to continue investing marketing, support and product development, hoping that competitors will eventually exit the market. Despite declining sales and profit margins, there may still be opportunities to generate above-average returns for the firms that remain the industry leader during this phase
· Pursuer a Niche Strategy: the objective is to find a specific segment of the industry that may not decline as rapidly as the rest and where the firm can expect to possess some form of competitive advantage to discourage direct competition in the Nice
· Harvest Profits: requires squeezing as much remaining profit as possible from the industry by drastically reducing costs. The firms must eliminate or restrict investments in the industry and take advantage of existing strength to generate incremental sales. Followed by firms exit from the industry
· Exit Early: this approach allows firms to recover some of their prior investments in the industry by exiting the market early in the decline phase, when assets may still be valuable to others and there is greater uncertainty concerning the speed of the decline. Some firms may choose to exit the industry during the mature phase to truly maximize the value from the sale of its assets. Once the decline becomes evident, assets are work much less to potential buyers who are in stronger bargaining position. The risk of exiting so early is that an organization's forecasts for decline will prove inaccurate
· Consolidate: involves acquiring at a reasonable price  the best of the remaining firms in the industry. Allows the acquirer to behave its market power and generate economies of scale and synergies to further reduce costs and makeup for declining demand
· 
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