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Innovation During A Decade of Challenge - Pt 2

A Decade of Mergers?

In the last issue we suggested that
our present decade would be a period
of challenge for businesses. The main
premise for this was that we are
nearing the crest of the fifth techno-
economic paradigm: the information
and communications technology wave.
By crest, we mean that the period of
radical transformation and rapid
adoption has run its course and what
follows is a more gradual advance in
applications and economic benefit. In
addition, the key factor industry
driving  this  innovation  wave,
microelectronics technology, faces a
number of challenges. The first is that
technology is advancing faster than we
can use it productively and this hinders
return on investment and puts a
braking effect on the rate of capital
investment in new chip manufacturing
technology. Secondly, manufacturing
capabilities have advanced to the
extent that capacity can easily outstrip
global demand.

So what does all this mean for the
future? Because the rate of market
growth will be significantly lower than
the past decade, many firms will
continue to languish with low revenue
growth, or worse still, balance sheet
erosion. This typifies the excess supply
over demand that follow waves of
intense industrial ferment with their
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accompanying host of new entrants as
we have seen over the past decade.
This imbalance will cause a prolonged
period of consolidation for many
industry sectors, which will be more
intense in sectors where ‘“dominant
designs” have begun to appear’’.

A historical example of this
phenomenon was the emergence of the
single chip calculator in 1971. Prior to
this period, five major vertically
integrated companies manufactured
electro-mechnical ~ machines  and
controlled nearly 90% of the US
market, each addressing a specific
market segment. The emergence of the
electronic calculator in 1962 opened
the door for a wave of new firm
entrants that peaked in 1972 with 21
firms in the prior 3-year period. With
the introduction of the single-chip
design in 1971, the rate of new
entrants decreased and a wave of exits,
especially assemblers of purchased
components, began’’.

But change also  provides
opportunity.  Firms in  sectors
characterized by such  supply

imbalance will be presented with new
strategic opportunities for growth.
Being aware of this environment of
consolidation, savvy leaders of firms
having dominant (or good) product or
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service positions will pursue an
active strategy of acquisitions
aimed at filling technology gaps in
their strategic architectures” and
absorbing complementary products
that broaden their offering while
tying into their core competencies.

In pursuing this approach, smart
money is on those acquisitions that
clearly  separate  the  value
component of the acquisition from
the remaining clutter and pay only
for the value acquired and at a
discount that reflects the market
softness.

Firms would do well to
implement a core competence based
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New Products and Services

An exciting new workshop on strategies and
techniques for excelling at innovation in
turbulent times. Based on our Innovation
Pentagon™  framework, workshops are
scheduled for various locations across Canada
or held in corporate settings. The 350 page
workshop binder is also available for those
not able to attend. Visit our web-site and
follow the links to Our Workshops for more
details.

Strategic Direction Setting

From Surviving to Thriving
Developed especially for the smaller
business, our Strategic Direction Setting
process works to bring your business from a
state of surviving to a place of thriving. It
captures a vision of the future for your
organization and sets a clear and motivational
strategic direction. It offers a useful tool for
entrepreneurs and small business owners to
systematically address tough yet compelling
questions such as: Where are we going? And
how will we get there? It takes away the pain
and rigour of strategic planning by being
easier, quicker and cheaper. For more
information and a case example, visit our
web-site and follow the links to Services, or
call us to see how you can implement it and
make your business thrive.

acquisition  strategy = with  its
particular advantages. Firstly, such
firms have already applied the rigor
of core competence analysis to their
own assets and have objectively
determined the identity and size of
their knowledge and skill bases.

It also equips them with the tools
needed to assess the opportunity
gaps. What is a product (or service)
innovation for one small technology-
based company can become a
process component adopted by a
large unit to improve its high-
volume production™.

In addition, it enables firms to
evaluate the potential fit between the
acquisition target and their internal
competence base and provides
objective measures to separate out
the key competencies of their
acquisition targets and place an
appropriate value on those selected
areas.

Finally it provides a framework
for implementing a smoother
integration process and achieving
the desired economies in the shortest
possible time. In summary, such
firms will outperform.

In the next issue, we continue this
theme of merger and acquisition by
looking at how acquisitions targets
can prepare for this environment and
get the most out of merger
opportunities. See you then!

Lawrry vaw den Berghe

For more information and for references
to the literature as identified by
superscripts notations (e.g. 1) please
visit our innovation strategy knowledge
portal www.strategies2innovate.com
and follow the links to “Knowledge
References.”



