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DVD War: Blu-ray vs. HD DVD
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More War Stories
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VHS, Betamax

DOS, CPM, Unix, MacOS

USR, Lucent

CDMA, GSM

WiInCE, Palm OS, Embedded Linux
+RW, -RW, RAM

Blu-ray, HD DVD

Bluetooth, Home RF, IrDA
Nintendo/ Wii, Play Station, X-Box
NDS, PSP

DVB-H, O|C|0] 2, X| AT} DMB, £/ DMB

Hd HDMI, 244 USB, SR &

[
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Internet Explorer, FireFox, Safari




How Standards Change the Game

- BHE0l 2 0w
Efficiency or expanded network externalities via enhanced
compatibility or interoperability
Reduced uncertainty

Variety from mix and match: Instead of competing for the
market, companies compete wi/t/inthe market

Economy of scale, learning cost reduction

= Who wins and who loses?
Consumers and complementors
Incumbents and innovators



Tech&You

BY STEPHEN H. WILDSTROM

In Praise of a Closed Market

It's an article of faith in the tech industry that competition is a good thing
for everyone, Without the freedom to create companies with novel
products in competitive markets, we might never have seen some of the
nnovations that have transformed our lives—PCs, e-mail, iPods, and the
rest. 5till, for consumers, there defmitely can be too much of a good thing,

The history of the P provides
a good illusiration of where
comguetitiom works fior consumers
and where it doese’s. Saving this
wnn's win me friends in
competitiom-crazed Silicon Valley,
tust I think dominance by nm Intel
hardware design and Micmestt
softamre has been good for both
husiness and hame users.

Simmdardizstion,, which limiis
comguetition on featares nnd tams

competition that doess’t benehit
Consumers in every sense. True,
the use of commumdity
components and standard
dexigns has taken the cast ot
Fizs ridiculously kow: vou can
by @ wsahle desking for $300
nned n lnpdog fiar £500, end no
nne ever complains about
harving 1o pay too Hitle. But the
roee tir the botbam hos hod twe
baleful effects. One is that while

there are dozens of products,
choice is mostly an Musion.
Once you decide an
specifientions, the ffirings
within amy dass ore essentially
identical. The pressure to
sqqueese mel every penny of cost
vielils PCx as commoditized as

it inte a fight far the lewest price,
led ta rapid ecomamies of scale
and planging costs. Buyers of FCs didn't hove to denl with
bafling cheives abont = platfirms,” which unrestrsined
competition usually spawns. So consumers coeld by
complex products with meare confidensce than they would hoe
had in o wide-apen maries.

O oourse, there is o doansde. Hod Miorosefi been subject
to real competitive pressure—something stronger than the

Microsofi
and Intel

si |'npliﬁ::d
cholces—and  Sheu o ecment

single-digit market share that Apple Computer has been able P Secomdl, cost pressures hove all
1o muster for the past decade or so—it might have been forced |“]|“|]‘1W'ﬂd st wiped mut after-=ale

1o muke Windows better, fuster. There is no doubd that after ) | eussmmer serviee, ['s nis necdent
crshing Metsoupe in the late 19900s, Microsalt let its Web Lﬂln]' uters that Apple, isalubed imils market

niche, exjoys bath the best
reputation for customer service
ani the fttest mongins on compaters. Dell, by contms, Fell
intw i vicious oycle of vost-cutting thit led 1o cutbacks oo
warrankies and service.

I am not arguing that hot-hlnoded competition is bad. Cn
the comtrary, it bents any nlternntive. Telephome and enble
huvee proved that with limited competition, you get high
prices and terrible servve. But it's impartant o remember
that, despite glowing testimanials fram technologists and
ecimamists, competition is likely to hwrt os well as help. @
E-mal: Fechancyomgbusimesewent. con

hroaser, Internet Explorer, languish until the gromdng
pogubarity of Moxilla's Firefax firced it 1o make long-overdue
improvermenis. But other than that, | don’t think anyone
waukl be better aff if businesses and consumers had 1o
choose from among severnl competing sofrware systems.

THE COMPETITIVE INSTBNCTS iof comsumier-elecironics
comgunies have bed 1o o dilferent resault in high-tdefmition
televisians. Manufacturers refosed to go for smplicine and
standardization, and this has slowed the transition to HITV.
Facsd with confusing options, incomparibélities, and poor
imformation, consumers feur theyll make on expensve
mistake, so they hold back. This market will not realize its

I
=
=
=
I
=
Z
P
T
=
-
E
E

podensinl unsil the industry makes the choices Less risky. [ETECE NI Fov past coimies and online-only feviss,
There is one jorving irsey in this angument. The gt Techrmiugy & o ot bus resswesh o drecrnaen
stnndnnitmtion thot ollowed compuders io show opm To hear Shese Wildsirom s podoast on ReE COlLTD, EC 10

practically every hame has unbeashed o varety of price araren s nesswssk comAmarch poccasting hir

22 | Dusiness¥Week | “oqus 2L00 Z006



How Standards are Determined

.« BES $J1 2RO

- Ml EE9L Jl+t (ex. ISO, IEC)
- Internal Decision

. Mutual Adreement

. Government Intervention

- Market Competition
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(=}, Rival Evolutions Evolution vs.
Revolution
(k=2 Revolution vs. Rival Revolutions

Evolution

= X: Shapiro & Varian (1999), Information Rules, HBS Press, p.263.
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1. Control over an installed base of customers
2. Intellectual property (IP) rights
3. Ablility to innovate

2. First-mover advantages

5. Manufacturing abilities

6. Strength in complements

7. Brand name and reputation




» ME(Preemption)

Build an early lead, so positive feedback works for you and
against your rival

= EEJ12i(Penetration pricing)
Be aggressive in building installed base!
= J|Cj&2](Expectation management)
pre—-announcing
speed of product improvement
» MEX MIEL{&(Strategic partnership)
- find natural allies and negotiate to gain support



Enter adjacent markets only if
integration adds value for
customers.

Better off encouraging healthy
competition in complementary
products which stimulates demand
for your core product. (ex. Intel

Drive innovation even faster and
stay ahead.

Keep looking out for the next wave,
coming from unexpected.
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High-Tech Competition Dynamics:
5 Wl 010V

My MEH Y o5
(Stratedgic Partnering and Acquisition)
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The Relationship Continuum

Transactional

A

= A: Dull, Mohn, and Noren (1995) “Partners”, McKinsey Quarterly.

Serving

Partnership

A

Unification

A/B

= J|i2t

At Atekd



Partnering Basics

= The New “P” of Marketing
- Partnering began as a means for supplier-side

cost reduction.
But, moved beyond...

= Bottom Line: Synergies in revenue/cost
- Amazon and Toys R US
Mileage Sharing (e.g. Sky Team)
. McDonnell Douglas and Halla Engineering (MD-95 wings)
= New Trend: More powerful synergies

change how they do business, integrate some part of mutual
business system, and share mutually in the benefit.

USPS and SHL (tracking function)
- Windows + Intel = Wintel
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Type A Organizations Collaboration

PLAYBOOK: BEST-PRACTICE IDEAS
. by working with others on
A Del |Cate their behalf. But clearly separate the cooperative

Sleeping With the Enemy Balance part of the relationship from thg competitive one.

; o = : because a bigger market can
More companies are finding that “co-opetition,” or learning to work make everyone a winner. Expect skepticism until

with rivals on certain projects, may be the best strategy Qooperating with the troops understand the partnership.
Fl‘g’alS can be but remember that
Y PETER GV NERE'S OME AL AGASSI WHOKARBORS et oreing ruman e . vou | LTICKY. A fEW TuleS | situations change—you're dating, not married.

violent visions of defesting Microsoft oo comficting thaughas ot the same time o

Com e St g it e T e OF the road: for acts of trust,

swwards dravwn, and we're going oo di Findimy the right formuls for this kind ¢

banle unsil we win. And there's pot go-  opetition” has never been myore impartant. 1 1 1
ing i be gry oiber result, WeTl do new products, from video 1o financdal secricd | bUt be sure to Dunlsh Cheatl nE SWﬁtIV
everything passible w drmy Boml,”  be provided only in comples pocknges af hort-

varws ithis Agnssi, the top techmology strategist of  ware, sofiwans, nnd services. By worang mgether,

(eerman software tiam SAF, sach s agrecing on the Wi-Fi standord for high-

Ancther Shai Agassi considers Micosoft his  speed wireless, competitons can expand the mar-

rompEny's ol purtner. This kinder and proil ket 0 everyone wine “The tmditiomal

gentler Ayuasi fnncifully traded bags of L Sa, M schel sarps yuou Burvee i fived-size pie 2nd

green MaM's last vear wiih his Alr- ,‘ "‘ vou ldll each other for o slice of it.”

crasnft coanderpan. Jeff Raokes, to says Nivi Radjon, a vice-president ot
=enla deal to jointly develop o |'-i-:m‘ i u |. Firrester Resenrch Inc. in Came
uf suftwnre culled Duet. o bridge. Muss. “This new visan

Binch these Shai Agassis are twa || . calls for collaboration o increass
sides af the same person: o [7.5.- 4 “fmm ! thesize af the pie.”
bused member of BAFs stecusive & . Putting aside narmw relfintersst
bl wehis oversees dhe comiples re- »w M“-' for the common good sunds ensier

laticnship with Microsoft. *Thisisthe "%, e «™ thon it is, Mos companies hate twyicld =

FPH MECLET

BE | BusimessWeek  Sopus D105 D006



A Romantic Analogy

= Selection and Courtship

. Self-analysis — Chemistry — Compatibility
= (Getting engaged

- Meeting the family — Vows
= Setting up Housekeeping: The reality

- Broader involvement

- Discovery of difference

= Learning to Collaborate

- Communication, Coordination and Control thru “Integration” on
several layers

= Changing Within
. Learning infrastructure
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New Adobe

In merging with Macromedia, the aim was
to importits DNA as well as its product

BY SARAH LACY
YEAR AGO, STEPHEN
A, Elop had just become
CEO of Macromedia Inc,
and was getting ready
for one of the most piv-
otal—and clandestine—
dinner dates of his life.
He was apprehensive as he drove down
Highway 101 from the gourmand para-
dise of San Francisco to a cheesy Italian
restaurant in San Jose—one he says he'd
never be caught dead in now. “It wasn't
the Olive Garden, and no one was singing
Happy Birthday at the next table, but we
had to go someplace where we wouldn't
be seen together,” he says. His date?
Adobe Systems Inc. CEO Bruce R,
Chizen. Only a few months after they be-
gan flirting, they were
engaged to be merged,
on Apr. 18, 2005. They
tied the knot on Dec. 3
in a $3.4 billion deal,
one of the largest in the
rapidly  consolidating
software landscape.
Even before meeting Chizen, Flop
knew a merger made strategic sense, Both
companies make the bulk of their money
selling to creative professionals. Their
software—in both cases widely used on
personal computers worldwide—was
complementary. In terms of products they
were more like twins separated at birth
than competitors, with Adobe, pioneer of
the PDF, more rooted in documents and
Macromedia in the fast-growing world of
Web design and mobile content. And
Chizen’s record spoke for itsell: Since tak-
ing Adobe’s helm in 2000, he'd built a
steady, professional profi-maker: Rev-
enues have leaped some 70%, w $2 bil-
lion, and the stock is up nearly 40%, land-
ing Adobe at No. 28 on the BusinessWeek

4
The Best Performers

52 | BusinessWeek | F=oruzry 13, 2006

50 list of top corporate performers.

Culturally, though, the companies
were leagues apart. Macromedia's home
is a slick, loft-like space in San Francisco,
Adobe is based in two San Jose towers
that some Macromedia staffers scoff

“look like a bank.” Creativity was prized
at Macromedia, but its frenetic pace led to
many late nights. Adobe execs had per-
haps fewer moments of exhilaration but
more dinners at home with their families.

“ENTREPRENEURIAL SPIRIT"
AFTER THE MERGER announcement,
the watercooler chatter at Macromedia
turned anxious. Many employees worried
that their company’s unique culture
would be wiped out. “We used to make
fun of [Adobe’s competing product] Go-
Live,” recalls Erik Larson, director of
product management for several Macro-
media products. “We always said: ‘Oh,
they don’t get it.”™ But early post-merger
action has seen Chizen reward ex-Macro-
media people with key positions—part of
an effort to imbue the new company with
some of Macromedia's spark. “One of the
things we were looking for in Macrome-
dia [was its] great entrepreneurial spirit,”
says Chizen. “We wanted to get some of
that into Adobe.”

From the start, Chizen worked hard to
ease any fears Elop might have about the
merger. At that Ttalian dinner in San Jose,
he articulated why he wanted to buy
Macromedia—and it wasn't just for Flash
Player. In just six weeks since the merg-
er's close, he's done more than anyone ex-
pected. Chizen not only kept Macrome-
dia’s digs—now called Adobe San
Francisco—he took an office there him-
self, splitting his time between the two
sites, And roughly half of the 700 people
who were laid off came from Adobe, Most
stunning and reassuring to Macromedia
folks were the executive appointments:
Elop took over the entire worldwide sales
organization. Macromedia’s former chief
software architeet, Kevin Lynch, assumed
a similar role at Adobe for the Reader and
the Flash player. And Macromedia execs
were named to head Adobe’s three

Adobevs.
Macrom

The cultures are a study in contrasts
ADOBE MACROMEDIA

M Web and mobile
interactivity

» Rooted in docu-
ments and images

» Slow, corporate,
but steady

WEntrepreneurial,
nimble, but stressed

K SPACH

1 “Bank-like" San W Hip, exposed-
Jose office towers brick open space
Dt Besiress e

| ERICMILLETTE.COM



Figure 4 What Does Each Partner Bring to the Party?
A Framework for Evaluating Strategic Alliances

Partner Profile: Japan

Partner Profile: Italy

v

Resources
* Money

+ Technology
+ Information
+ People

« Time

‘/nelallunships
« Customers
= Channels
« Industry influencers

/ Reputation

- Visibility
« Credibility

\/Capahililies

+ Technological expertisc

+ Industry experience

« Functional competencies

« Creative talent

+ Managerial know-how

+ Marketing:selling skill

« Entrepreneurial skill

= Knowledge of country

= Capacity for strategic
thinking

= Skills in interfirm
diplomacy

Chemistry and Culture
« Values of the firm
+ Slyle’personalities

of key people

Partner Profile: France
Partner A Partner B




High-Tech Acquisitions

= Research or Acquire?
- A&D replaces R&D
- Motivation
- Speed
. Cost
- Scale (Market Dominance)

= How to obtain real capabilities out of A&D? (Chaudhuri and
Tabrizi 1999)

- Key words for success: Capabilities & People

- Assess your needs — Expand due diligence — Keep the
new people (Mario Rule)



Cisco Story

o Fa A=x7|Y
1993 Crescendo Communications
1994 Newport Systems Solutions, Kalpana, LightStream Corporation
1995 Combinet, Internet Junction, Grand Junction Networks 2| 47§ A}
1996 TGV Software, Stratacom 2| 77| A}
1997 Telesend, SkyStone Systems 2| 67 At
1998 WheelGroup Corp, NetSpeed 2| 97{ At
1999 Fibex Systems, Sentient Networks 2| 1871 A
2000 Compatible Systems, Altiga Networks 2| 237 At
2001 Allegro Systems, AuroraNetics
2002 Psionic Software, Andiamo Systems 2| 57| A}
2003 Latitude Communications, Linksys Group, SignalWorks, Okena
2004 Protego Networks, BCN Systems 2| 127| A}
2005 Intellishield Alert Manager, Scientific-Atlanta 2| 127} At
2006 Tivella, Greenfield Networks, Orative Corporation 2| 87§ At
2007 Securent, Navini Networks, Latigent Q| 117} A
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Pithey Bowes’ Checklist

Every Acquirer Needs Its Own Checklist

Pitney Bowes's homegrown checklist
ensures that we collect needed information
in 13 areas:

— Financial Information

— Corporate Data

— Products, R&D, and Manufacturing
—IT Infrastructure

— Distribution and Marketing

— Customers, Competition,
and Markets

— Strategy

- Legal Information

— Environmental Matters
- Acquisition/Disposition
— Tax Matters

— Governmental Regulations and
Certain Filings

— Other Information
The small excerpt below suggests the level
of detail pursued in each area.

Dare

Daseription

Cata requested

Target comment

¥I. CUSTOMERS, COMPETITION, AND MARKETS

1. Key customers’ relationship with cempany

a. Az percentage of zales

b. By product area

. By gengraphical area [if appropriatel

d. Contract tarms

2. Listing of existing rental and service contracts
showing revenue, costs, and profitability for all
individual contracts

3. Copies of all significant eustomer-pricing
amendments or carrespondence

4. Overview of customer behavior (including
anticipated shift n custemer sagments)

5. Main competitors

a. By product area

b. By geographical araa

. Estimated present and future markst shares

d. Advantages/disadvantagas by main compatitor

. Basis of competition (price, performance,
service, quality, others)

7. Perceived future competitive threats

8. Detailed market overview, including:

a. Key succass factors in the industry

b. Barriers to entry

. Regulatory conditions

9. Perceved current industry trends and outlook




High-Tech Competition Dynamics:
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[Disruptive Innovation)
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Failure of Great Firms

= Sears Roebuck
= [BM to Digital to Compagq to Dell
= Hard Disk Drive Industry

Why Good Management Can Lead to Failure?
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Technology & You

BY STEPHEN M. WILLSTROM

PENTIUM I11:

ENOUGH ALREADY?

Yeah, it's a lot of
speed for the money
A lot of speed you
can’t really use

ow do you sell super
fast. computers when
the slowest and |

cheapest PC on the market is |
fast enough for most people?
That is the challenge facing
Intel as it rolls out its latest
and greatest processor, the
Pentium II1 Intel’= answer
appears to be dever market.

ing, a bit of hype and ap
gressive pricing.

When Intel brought out
new chips in the past, they
went inte desktop systems
priced well above whal had
been the top of the line Not
this time Faced with soft
ening consumer markel and

competition from the soon-to
be-released K6-I11 chip from |

Advanced Micro Devices In
tel wants Pentium [T com. |
puters priced to sell Dell

Computer, for #x
ample, offer:

500-MHz Pentiun
111 Dimension <
T for $1,775, with
out monitor, and ¢
460-MH? versior
of the same ma
chine for $1,640 A
similarly equipped
Dimension V powered by a
400-MHz Pentium [I costs
$1A75. With carefuol ,hnppmg
it may be possible to find

Pentium III po priced lower

than a similar Pentium 1T
unit

The problem is thal youo
can buy the same Dimension

V with the cheaper, but

not

necessarily slower, 400-MHz
Celeron processor for jusi
$1,368. As a result of Intel’

QBESTIONS? COMMENTS? E-mail tech&you@businessweek.com or fax (202) 383-2125

Word

proc eabmg or financial

Itldlldgt’mt‘lli apps run fine ai low speed
A Pentium won’t make you think faster

pricing, 1 expect Pentium I1
consumer desktops to vanish
within weeks, leaving just the
11z and the Celerons

In trying to persuade cus
tomers to up e to the
Pentium TII, Intel and the
computer manufacturers face
a tough dual challenge. First
they have to sell people on
the need for more speed,
then they have to convince
them that the Pentium III
delivers.
PLAYING? Home and business
applications such as word
processing, F-mail, and finan
cial management run just
fine on a Celeron, and a
speedier chip won't make
you type faster or think
faster. Intel promotes
the new chip as pro-
viding a better Web
experience, but unless
you have a cable mo
dem or other high
speed connection, you
probably won'l notice.
Using o 500-MHz Micron

Millenma, | found Intel's own
demo site Lo be much less im

pressive viewed with a Pen
tium [I1 machine on a 56k
dial-up connection than with
Pentium [T Dell Optiplex on
our office network. High-end
games, complex image ma
nipulation, video editing, and
speech recognition can use all
the power you can throw at
them And beyond sheer
speed. they will benefit great

ly from new processing capa-
bilities built into the Pentium
IT1 But these activities re-
main outside the computing
mainstream

Uinless software is rewrit-
ter to take advantage of
those capabilities, the Pen-
tium [IT offers only a very
muxlest speed improvement—
al most 10%—over existing
chips. A complex image
transformation in  Adobe
Photoshop 5.0 took 1 minute
12 seconds on a Micron Mil-
lennia with a 500-MHz Pen-
tium 111 and a mere 15 sec
onds longer on an otherwise

amilar 40-MHz Pentium [1

Intel made a similar prom
s of enhanced capabilities
when it introduced the mmx

Pentium two years ago, but
software makers never de
livered Te avoid a repeti
tion Intel has worked close
ly with software developers
tu gel Pentium III-enhanced
products to market quickly
A preliminary version of
hiSaft's Lawrm's Hoppy Ad

HUSINFSS W MARC

| tium T running al
| hertz, and production Pen

| next

nventures | looked al showe
real promise, particularly i
smoother and more realisti
3-D motion Whether tha
improvement will be cnoug!
to sell upgrades remains L
be seen

Apple Computer, by con
trast, faces no difficulty i
convincing the targel audi
ence for the new Power Mac
intosh G3 of the need fo
speed These computers
based on the Powerrc Gi
chip, start at $1,599 for a 300
MHz version and $2,519 fo
the 400-MHz They are de
signed for Macs power-hun
gry core constituency o
graphic artists and multime
dia-conten! producers
Unlike the cheape:

iMac, the cransio-
cent blue and white G2
desktops have lots of ex
pansion room. In addition to
Universal Serial Bus ports
for accessories, they feature
FireWire connectors for hook-
ing up digital video cameras
and other devices requiring
very fast data transfer

Whether mainstream buy-
erg are ready for all this
speed or not computers are
anly going to gel {aster [ntel
recently demonstrated a Pen
| giga
tiums and Powerpc chips
should hit 760 MHz by the
end of this year or early
Now, all we need is
software thal makes the pow-
er genuinely useful

Gy 23
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_» The Dilemma
-

1. Companies depend on customers and investors for
resources.
- 2ol S JI=0l FAOP] #tiM= JIE B2 =FH
HE 9}0L0F StLL.

2. Small markets don't solve the growth needs of large

companies
TO=Xl &

- WY JlE2 =& QOHKIEE 21t N,

FIr
rir

3. Markets that don't exist can't be analyzed.
- AIZZAIQ] BH|

4. Not all emerging markets prosper.
- 2ol S Jl=0l AMU d30k= A2 W ofUt



Adapt or Die

THE LIST ADAPT OR DIE b

i B

AT RISM: Doctors, chiip-
Mialcers, arnd B-schools

What industries will be
Blindsided next by
“*disruptive tecnnolcgies"
like the [nternet?

Ditermmrma, and tech futurist

Clayton M. Christensen,
the Harvard associate bhusi-
ness professor who put the

Geaorge Gilder note here
some of the industries and
companias living on bar-

rawed time. Their predic-
nologies on the map with tions, in crder of the ones
his book The fnoovator's most affected:

1. TELECOM New optical networks will crater packet-switching sys-
tems. Ak risk: ATE&T, with its business model based on woice tariffs.

theory of disruptive tech-

e e e e ———— i — — o — — i

S —— ot ... i i e, b it 8 D o e e e i o, i i e e e

e e e " — ——— T——— — — . T O . o ot . e o o i e e ]

‘6. MICROPROCESSORS Low-cnd chips have already brought us the
$500 PC. Forthcoming systems-on-a-chip will put Imtel on the hot seat.



SHARING: THE NET’S NEXT DISRUPTION

Mew technologies are marshaling the talents, resources, and dallars of millions of people worldwide. That

TELECOM

Iforra than 41 million paople
s Skypa m-ﬂmu fashara

ﬂ %ah thamtba
call eachother for Trea over
the Intermet. Partly 25 2
resull, eomibined

e nues ol STET and MCI are
uﬁmmﬂhyﬂ#uh
or 15%.

[T

B | BusinessiWeek |

oY -——

SOFTWARE

Coordinating aflar tsonline,
programmens workdwida
wilanbear an mana Han
100000 apen-source
prepacls such a5 Linux,
chialbanging traditinal
saltwara. Sama 52% al

bt inessasing racan] sunay
had replaced Micrasolls
Windaows sarvar sallwara
willh L inux.

RETAIL

The &lmillian active
mambsars of aBay have
crealad 3 mamw aut
ol once rekegatad lo
antique skores a

£akes. By rating aao?gﬁu
o mas iransa clions, Uhey

have eslablishada sulrv
suskiining allernative ko
retail stores—and mada

& Bay worth 152 billion.

——

FINANCE
The mmmenj

z%rnem firm
Markalocracy Ine. runs a
sortol nolissena kague or
70,000 virtual skock traders,
usang the Lop 0D portlal s
o detenmine stock picks or
it $60 milban mulual fund.
The pury's aul: Afler beating
Ihe marka hm&fam.n
Irailad tha S&P

s i

in2004.

ENTERTAINMENT

Draspile begzal assaulls
recond com panses and

mmu sludios, a1 kst

100 millicn paophe conti nue

Lo share music liles onlina.

Gy e

awa
for fila sharing.

CLAYTON M. CHRISTENSEN
SCOTT D. ANTHONY = ERIK A, ROTH

MEDIA

Revarsing tha traditicnal
breadcast model, mora than
5.3 millian A menicans have
comlribuled material to the
Met, such as ﬁmdm PV WS
and bkog postings. A least 10
it o bbogss, St dizrwing
e visilars than
miamnsliaam news siles, e
now read by 32 millian
Arriarieans.

ADVERTISING

Search angine Goagle

insla millians af

. ﬂhaﬁsmmnm
siles link ko each othar,

mam%n;n ad

Il hry L=t yeea,

That campanas anaﬁ
ineraase i TV ad spe

And 5% in newspapsars
magazinas.



Then, What Can be Done?

Determine whether the technology is Innovat
disruptive or sustaining. [Il .
Define the strategic significance of the EMma
disruptive technology. New eIl

to f-:'lil

Locate the initial market for the
disruptive technology.

Place responsibility for building a

disruptive technology business in an ...
Independent organization. Kk _,)
Keep the disruptive organization D O ONT
independent. g = e e
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KOVEMBER 2002

TOOL KIT
—

How to Identity

Your Enemies

Before They Destroy You

by Farshad Rafii and Paul ). Kampas

When trying to anticipate competitive threats,

managers gften have trouble distinguishing

signal from naise. This tool con help.

E'VE ALL HEAKD THE STORIES
abaut corporate giants whie
Ignored disruptive innowas

tiorns and paid & steep price in the and:
Think Digital and the personal com-
b, or Detroit and Japancse coonamy
card, Thse staries havws becomnie part of
the: business lore, and big companies
o spenil a substantial amount af time:
and money IEVing o make sure ey,
tosr, don't et blindsided by smaller,
leareT companies.

But it's not easy to distinguish gen
urine: thireats fram also-rars & they st
appear. Executives ane gypically bom-
banded by emerging techrlogies, most
of which will not amount to seriows
competitive thrests and deserve 1o be
ignored. Compoanding the <1|'“'";l|||:f.

diverse organicationsl corstituencies
bring different biases to the problem
and homestly disagres about what & a
genuine threat as oppossd to 3 false
alarm. O the oree hand, the people who
rum existing cone businesses often wormy
thit thaw’ll KNl tha golden gooss by
diverting too nruch atiertion b emeng-
img techmplngies. On the ather hand, the
people in mew business development
weorTy thak waiting too lomg o imaess in
the et weave weill destroy the company
Heramse it's hard fior the ongamization as
o whale to tell signal from ninisz, real
disrupitions ane usually net taken serk
orusly until they becoms obaious-when
it's aften too late.

Disraption isn't mevitable, howewer.
We've developed and tested a tool that
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Disruption

succeeds

& i i
' significant

6. Incumbent
displacement

minimal

* unsuec

essful

5. Incumbent
retaliation

F
' yes

4, Customer
switching

* yes

3. Customer
attraction

A
' oyes

2.Main
market entry

A
. yEes

1. Foothold
market entry*
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Disruption

fails




Disruptiveness Profile: Dell Versus Compaq

Dell’s successful disruption of Compaq’s business process model hardly seems surprising in retrospect:
- Strong to very strong forces enabling disruption existed at every stage.

. Stage Forces disabling disruption -3 -2 -1 0 +1 +2 +3 Forces enabling disruption
Foothold market entry unattractive foothold not attractive
market(s) utilized foothold marketis)
Main high barriers to ent Dellhad easy accesstosuppliersino | gy barriers to ent
market entry igh barriers to entry il ol Force, and outsowees ‘ W 0 entry
many activities. o
Customer attraction low value added Dell offered low cost, build high value added
toorder,direct shipping,and 1
good technical support.
Customer switching high costs of switching Delfs products were fully \1 low costs of switching
plug-compatiole. i
Incumbent retaliation low barriers to retaliation Compaq had difficulty dupli-", high barriers to retaliation
cating build-to-order process 4
and shifting channels, ¢
Incumbent displacement low revenue displacerment Dell and Compag product lines '-_ high revenue displacement
overlapped greatly. I |

Disruptiveness Profile: Sony Takes on Microsoft

Stage Forces disabling disruption -3 -2 -1 0 + +2 +3 Forces enabling disruption
Foothold market entry unattractive foothold 2.0 ; ) attractive
market(s) - J foothold market(s)
Main market entry high barriers to entry 1.5 't’ low barriers to entry
Customer attraction low value added 13 “,-hf-ilh lpp?e.“‘ high value added
L P {ﬁmm} ’

Customer switching high costs of switching 1 0 \* low costs of switching

v e I " — ’ * (with stron i A .
Incumbent retaliation low barriets to retal ation ‘: -1.9 .¢: "m . mmfl high barriers to retaliation

v > sanctions)
Incumbent displacement low revenue displacement 22 3 high revenue displacement
J ]
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* One or more very strong disabling factors exist
= 2H0H= 20U S=

< Contributing factors are neither strongly disabling nor strongly enabling

. QS JpSOtLL SraIg & eirk A0 HIXLAN YR0| £ls H
YUl SO =taet = STk T01 U200 H240) S ol

i

< A key stage or an important contributing factor has a high level of
uncertainty

= AlL2I? 82 liSd= O0fE

< No factors are strongly disabling, and some or all are strongly enabling
- OHH Jbs 4 =01 N3Nl S0l B



b Preventive Medicine: Intel’s Strategy for Averting Disruption -

The process this article describes helps companies assess specific competitive threats, But companies can
also use the instrument to try to anticipate (then stave off) nonspecific disruptions. Here is our take on how
Intel has successfully fought off would-be disrupters at every stage of the process.

Stage

-2 -1

+1

—_—
+3 Forces enabling disruption

Faathold market entry

Forces disabling disruption -3

unatiractive foothold
maekatis]

5+ prabecy kow erad with Celisron and

SermngAa chip family

"+« compete a chif, board, and bax level

AMraACTive
foathold markets)

Main market entry

|‘1||,'|I'. Darmees 10 entry

."-mhrrm‘mm

* drive Lp cipital reginements

+, " keep enhancing proprietary
+ grchitecture

ow Damers lo entry

Customer attraction

low vahie adidsd

L1
L

= segment and thormughly cover entine market
« chriwn chowemy prices at low end

« giviwe o performance leaderhip al

h -:]h value adoen

Customer switching

high costs of switching

» cortinually add propretary extensbons

= strengtheen loyalty via el Inslde”

branding campuign

ke costs of switching

Incumbsent retaliation

ko bairtiers o retaliamon

I-'*p-.nu-! strategy of manged

canmbalization
= sl U AR v Igaw-L0%1

.. development capabiises (aed)

hiigh Barriery bo fefaliation

Incumisent
displacement

low revenpe displacerment

_-'-dimgﬂj-hmq-mmdﬁm

and other segments

» = piomots primary demand by
" 1Lrﬁrlp|:ﬁm.ﬂr-"l.l'l]fri|:p'l-

high revenue displacement




Innovator’s Solution (2003}

Al: Disruptive GrowthE 48t
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