Introduction: The Hunt

The land may be extremely cold or dry, yet there will be competition between some few species, or between the individuals
of the same species, for the warmest or dampest spots.
—Charles Darwin, Origin of Species

The Power of Competition
No force of nature is stronger than competition. The book you hold in your hands, for
example, has been shaped by competition in innumerable ways: The paper was
selected and purchased based on a quality/price equation set by competitive forces in
the pulp market. The trees that became the pulp were from genetic stock that, over
time, proved to be stronger, more productive, or perhaps simply more suitable for
Weyerhaeuser’s tree plantations. The retailer who stocked the book did so with the
activities of other retailers in mind and set the price to reflect the choices available to
prospective buyers both within the store and from competing retailers. Even the
author (sadly) is paid based on the level of competition presented by other would-be
writers and the myriad of choices available to both the publisher and end-consumers.

Innovation versus Resource Base
To survive competition, it is essential not only to recognize that competition will
inevitably arise, but also to characterize the nature of the competition appropriately. If
an Olympic-caliber distance runner declared that he was planning to enter and win
the Masters (golf) Tournament because he could run faster than the other golfers, he
would elicit either a chuckle or a blank stare from anyone who understands the skills
required to win on the golf course. Tiger Woods certainly would not feel a need to put
in more time at the driving range. Likewise, an upstart cola manufacturer with a
better-tasting product would have difficulty making a credible argument that it could
compete against Pepsi and Coke, which control most of the shelf space and distribution of carbonated beverages. Yet, in the technology sector, entrepreneurs often speak
of speed to market, uniqueness, and/or product superiority as reasons why they will
grab market share and win, when issues such as compatibility with existing infrastructure, interoperability, and total cost of ownership are often more important to
the buyer.
Large incumbents (well-established organizations) can also be myopic when assessing competition. They may frame customer need in terms of their product offerings
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rather than offer the full range of possible solutions to customers’ problems, giving rise
to unanticipated competition. They may also fail to recognize the emergence of
entirely new markets. Polaroid’s, Encyclopedia Britannica’s, and Novell’s mischaracterizations of their markets and competitive landscape present excellent case studies
in this regard. In each case, competitors met customer needs in new and unanticipated ways, the robustness of the incumbent’s feature set was largely irrelevant, and
the incumbent firm’s fortunes went into long-term decline.

WordPerfect versus Microsoft Word:
Good Product, Slippery Slope
Over the course of the 90s, Microsoft’s Word replaced WordPerfect as the dominant
word-processing program for PCs, climbing from a 20 percent share of the market1 in
1990 to a 90 percent share2 by the end of the decade. Early on, WordPerfect had taken
hold among legal professionals, a market resistant to changes in technology because of
its large interest in backwards compatibility and its small interest in retraining.
WordPerfect was offered in a vertically tailored legal edition and, as late as 1997, held
over a 50 percent market share in corporate law offices,3 despite Microsoft Word’s
overall 80 percent market share.4 By 2000, however, Microsoft’s share of the corporate
law market had climbed to 87 percent,5 despite WordPerfect’s continually favorable
reviews, its significantly lower price point, and its commitment to specifically tailor the
product to the legal customer.
As surprising as it may seem, quality, low price, and customer features were not the
most influential factors in the word-processing software decision-making process for
law firms and corporate law departments (so much for Marketing 101)! Since most
clients were sending attorneys documents written in Microsoft Word, compatibility
with clients became a key issue. In other words, market share in adjacent segments
helped Microsoft to dominate the professional segment, regardless of whether its software was the “best” choice for the legal professional. Additionally, the market had
shifted from single applications to office suites, allowing the seamless integration of
data among various desktop applications. Finally, the rise of Microsoft’s Windows
operating system as a standard favored Word over WordPerfect, which focused development efforts on the competing OS/2 standard. While WordPerfect’s owners—
Novell and later Corel—assembled various programs and introduced a suite to
compete against MS Office, Microsoft’s overall solution represented a better choice
for users, was more tightly integrated into the dominant new 32-bit operating system
(Windows 95), and represented an easier training and support solution for IT departments. This readily trumped the specific advantages of WordPerfect for the legal
community.
Charles Darwin’s observation while aboard the HMS Beagle—and subsequent theory
of natural selection—introduced the concept of survival of the fittest and natural selection as the driving mechanisms that determine which species and attributes win out.
Darwin observed that a variety of strategies were utilized by virtually all plants and
animals to improve their chances of continuing as species. More importantly, he
2

Introduction: The Hunt

observed that nature’s long-term winners were those that benefited from mutation
and variation (innovation) over time, rather than adaptation or control of the environment. Whether in beak size, eyesight, fur, or coloring, favorable mutations gave those
species a greater chance of success. This view of the world, when applied to business
entities rather than species, is certainly encouraging for the typical technology startup,
which has traditionally relied on innovation to compete and win.
In contrast, in the Pulitzer Prize–winning book Guns, Germs, and Steel, Jared Diamond
looked specifically at the history of human populations and concluded that innovation
happens everywhere and that other factors—namely, natural resources and production capabilities—determined which groups developed the capabilities necessary to
dominate the modern world.6 As Diamond points out, 16th-century Spain didn’t produce physically superior or smarter children, but its ability to produce food and domesticate livestock eventually led to the rise of a society that could send conquistadors to
enslave the New World. In this sense, Spain’s cattle were perhaps the world’s first true
“cash cows.” Using Diamond’s observation about resources as an allegory for business
strategy would probably make most of the Fortune 500 CEOs sleep a bit easier, since, in
most cases, they have vastly superior resource bases and capabilities.
These contrasting viewpoints—dominance based on innovation versus dominance
based on resource base—raise an interesting question: When it comes to developing a
successful long-term business strategy, does technological innovation lead to success,
or is technology a tool to be used by those firms that already possess advantageous
resource bases? The answer is not black or white. For every eBay, which provides proof
of the former, there’s a Ford Motor Company, which provides evidence for the latter.
While many of the Fortune 500 seem to be virtually unassailable (for a variety of reasons to be explored in later chapters), others—such as Xerox, Polaroid, and Kmart—
have fallen from grace. Still others, such as Oracle, Microsoft, Cisco, and even
Wal-Mart, were not so long ago young startups that managed to leverage technology
to become what they are today. Beyond the Fortune 500 are a variety of successful and
profitable technology companies, such as Siebel Systems, SAP, and Intuit, that have
managed to dominate their respective markets, even as thousands of others have failed
in similar attempts.
The poet Edgar Guest wrote the often-misappropriated line “There are ways
uncounted to lose the game, but there’s only one way to win.”7 Strangely enough, this
provides some guidance in determining how technology is best incorporated into a
business strategy, a question that is the central focus of the chapters that follow.

An E-Tale
1998 was a great year to be an e-tailer. While Jeff Bezos was still a year away from being
crowned Time magazine’s man of the year8 (and three years away from starring in
Taco Bell commercials), Amazon.com already appeared to be a spectacular success as
an online retailer, selling $600 million worth of books, music, and movies, a 400 percent increase over 1997. Amazon carried a $4 billion market capitalization and was
regularly referred to in the press as “the next Wal-Mart,” a retailer with over $100 billion in sales that same year.
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The Pioneers
Pioneering e-tailers in other vertical markets were feeling equally optimistic. Reel.com
received national attention for selling over 300,000 copies of the video Titanic and was
purchased for $100 million by Hollywood Video. CDNow hit the $50 million sales
mark, and Egghead Computer completed its transformation from a besieged physicalworld retailer with an obsolete format to what Piper Jaffray termed “a bold company
that saw a brick-less future and forthwith reinvented itself as a leading Internet retailer
of computer-related and other products.”9 The entire industry hit the $8 billion sales
mark, with sales expected to more than double in 1999 and then double again the following year.
The basic business premises of these e-firms—selling books, CDs, toys, software, etc.—
weren’t particularly revolutionary. Building the necessary technology to sell these
products over the Internet is what made these companies innovators. Amazon.com,
for example, built much of its website and back-end systems from the ground up.10 The
expectation was that Amazon would use technology to compete by offering a unique
customer experience, as well as developing an operational infrastructure with low-cost
attributes. It invested almost $50 million in product development in 1998 alone, much
of which went to support its massive technology organization. While Amazon claimed
in its original S-1 filings that it would be licensing, rather than developing, technology
as a core strategy, by 1998 it had changed its position, focusing more heavily on proprietary internal development.11 Amazon also made several acquisitions, the most
notable being Junglee, a developer of virtual database technology, which further
extended its proprietary technology platform.
Most other first-generation e-tailers were embarking on similar technology strategies,
designed to give them similar dominance in their respective categories. At the time,
building these systems was no small challenge. The Gartner Group estimated that over
75 percent of e-commerce initiatives would fail because of poor execution. This assertion was backed up by several well-publicized disasters involving some of the world’s
largest and most technologically adept retailers. Wal-Mart, for example, struggled
mightily to move online throughout 1998 and 1999 and didn’t get a suitable e-store
launched until late 2000. The initial e-commerce site of Toys ‘‘R” Us was a major fiasco,
with frequent site crashes and January deliveries of Christmas orders. A 1999 Andersen
Consulting study found that 25 percent of all purchase attempts on e-commerce sites
in general failed, and that traditional retailers attempting to sell online were able to
deliver goods on time only 20 percent of the time.12 These are especially astounding
numbers when you consider that the perception of high-level customer service is integral to the brand identities of offline retailers.
For early e-tailers, margins were in line with those of physical-world retailers and were
acceptable, given the growth expectations for these early entrants. EToys and CDNow,
for example, had 19 percent gross margins, compared to 25–30 percent margins for
their brick-and-mortar counterparts. E-tailers expected margins to rise as they filled
their virtual shelves with higher-margin goods and started exerting some buying leverage over their suppliers. On the inventory side, a physical-world retailer might spend as
much as $3 million building and stocking a new store, making the economics of e-tail
seem attractive by comparison. Egghead, for example, was able to reduce its inventory
costs by 85 percent when it shifted from physical locations to a virtual retail strategy.13
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Amazon.com was rumored to have positive float on its inventory, meaning that it sold
its inventory before it had to pay for it. This was in stark contrast to Barnes & Noble,
which carried an inventory of almost $1 billion—roughly 30% of its annual sales.
Overall, these first-generation e-tailers looked like attractive bets.
If there was an overarching concern, it was how the pie would be divided and which of
the new e-tailers would generate the best customer responses and business propositions. While Amazon.com claimed that there was “plenty of room for everyone,” it
enthusiastically broadcast its successes in music and video to the press and was laying
the groundwork to begin selling in several more categories. Many vertical retailers
banded together in a joint marketing effort designed specifically to meet the Amazon
challenge.14 Despite this in-fighting, the combination of technology and first-mover
advantage was supposed to be enough to propel many of these companies to leadership positions in the new economy. These firms had the technology, margins, branding, and market share to become winners in their respective categories.
In a world without competition, it might have turned out that way.
Those Who Followed
By 1999, however, new e-tailers were coming out of the woodwork. The success of the
first group attracted both attention and capital. Pioneers invariably break a trail, which
makes it easier for others to follow. This was certainly the case in e-commerce. There
were now hundreds of well-funded Internet retailers, and, in most categories, the top
e-tailers saw their market share decline, while acquisition cost per customer increased
by 50 percent or more.15 Differentiation became more difficult, and many of the newer
e-tailers, as well as some of the older ones, adopted aggressive price/promotion strategies or cost-focused pricing models as a way to attract consumer attention and market
share. Many of these models were unsustainable, but the abundance of capital and its
close link with market share led to some artificially low pricing models and aggressive
marketing programs.
One of the most prominent and damaging examples of this new breed was Buy.com,
which advertised “the lowest prices on earth.” It guaranteed that it would have prices
significantly lower than the already discounted prices of the early e-tailers and even
went so far as to buy website addresses such as “www.10percentoffamazon.com” to
reinforce this message.16 To counter the obvious flaw in its pure retail model (lack of
margins), Buy.com claimed that it would make a profit via advertising, although there
was scant evidence to support the viability of this strategy. By selling goods essentially
at cost, Buy.com was able to grow to over $500 million in sales by 1999. This gave the
company substantial market share (at the expense of Outpost.com, CDNow, and other
early innovators) and allowed it to attract significant venture capital. Buy.com eventually went public in early 2000.
Tools for the Trade
Most of these aggressive price-based competitors were destined to fail, and even many
well-capitalized efforts soon began to falter. In the process, however, they managed to
do substantial damage to the other early e-tailers. At the same time, something even
more competitively challenging began to happen—it began getting easier to build and
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operate online stores. The rapidly increasing demand for the technology to build
online stores led to an explosion in the number of consultants, developers, and service
providers with experience and a focus on e-commerce. Technology developers surveying the e-tail landscape by mid-1999 easily concluded that they would be better off providing the technology to others, rather than competing as e-tailers themselves.
Not only did this focus on providing technology fuel even greater competition; it also
removed some of the technology risk and enabled the category leaders—old-line companies such as Sears, Best Buy, Target, and Office Depot, as well as traditional catalogers such as Sharper Image and Land’s End—to build online operations without
worrying about whether they could acquire sufficient technological competency. With
relatively competitive web infrastructure available, these companies could rely on their
many other skill sets and advantages, including known and trusted brands, vendor relationships and clout, large customer bases, merchandising experience, logistics infrastructure, and broad-reaching advertising/co-op vehicles, to capture customers online.
By 2001, with a few notable exceptions, most of the early innovators and their imitators
had disappeared, either having been taken over by old-line companies, having been
taken under by second-generation competitors, or simply having shut down in the
industry’s shakeout. As the industry has stabilized, it has become largely dominated by
existing retailers, and many of the innovators are but a footnote in the growth of the
industry.

Learn from History or Repeat It?
While hindsight is 20-20, it’s clear that this whole scenario follows a predictable pattern in technology. Many other technology-driven and technology-dependent industries, from motion pictures at the beginning of the 20th century to Internet service in
the 1990s, have gone through similar cycles of competition, with similar results. The
names and players may change from industry to industry, but the market forces that
conspired to take down some early innovators have remained to form a predictable
pattern of competitive responses and life cycle.
John Steinbeck once wrote, “Ideas are like rabbits. You get a couple and learn how to
handle them, and pretty soon you have a dozen.” This certainly applies to the ideas
behind startups. When a promising technology idea is attached to talent, it can often
attract capital. Even if a new idea represents an unproven opportunity and entails more
risk than an established firm is willing to take on, the abundance of venture capital
presents a funding mechanism for innovation.
As Part 2 of this book will illustrate, venture capitalists are, by nature, risk-tolerant
investors, since they are essentially involved in identifying and managing highrisk/high-return opportunities in a diversified portfolio. The potential of the first venture will often draw additional capital to the new technology segment. Red Herring
magazine reported that in the fiber-optic switching category (necessary infrastructure
for the building of broadband networks), for example, 198 companies raised about
$6.8 billion in capital in 2000.17 Average valuations for optics-related companies rose
from $5.2 million in 1998 to $30.4 million in 1999 and $126.1 million in 2000.18 As one
venture capitalist put it, “There’s been a lot of overfunding going on in the business, on
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both the systems and components side, because there has been so much in the sector
from a valuation standpoint.”19
In many cases, this capital acceleration occurs far ahead of realization of the potential
of an innovation, proving its profitability. Liquidity events, in particular—such as an
early player being acquired for a significant premium over the venture investment—
draw venture capital to technology segments like bees to honey. In the optical switching market, the acquisition of a small firm called Cerent by Cisco Systems for over
$6 billion was one of the catalysts that fueled what has since been called the “optical
bubble.” These events may occur far in advance of profits or even demonstrated commercial viability. Once this cycle begins, however, the additional capital provides fuel
for a firestorm of future competition in the still-unproven segment.
Waiting to consume this capital are groups of entrepreneurs and engineers—some
more talented, some less—who want to share in the riches. Invariably, the new groups
believe that they can do it better. After all, what entrepreneur doesn’t believe this? Selfconfidence bordering on arrogance is considered one of the most common traits of the
entrepreneur.20 Even if the entrepreneur originally has the most prudent of business
plans, with a detailed feature-laden product roadmap and a plan to make money from
day one, the onslaught of competition puts incredible pressure on both ship dates and
pricing. Under this pressure to compete, external forces—such as market share, timeto-market, and installed base—can easily replace the original prudent plan as the central focus.
As competitors multiply, sooner or later pragmatic entrepreneurs looking at the competition will decide that the market has become too crowded and unattractive to take a
realistic run at the category. To use a gold rush analogy, eventually there are so many
prospectors panning for gold that all the good claims have been staked, and the possibility of striking it rich no longer seems like a sure thing. The 300 tons of gold extracted
during the California gold rush comprised an attractive market for the first 1500 miners, but, with over 100,000 miners digging and most of the best claims staked, returns
diminished rapidly.
There were two answers to this dilemma in the gold rush era: Look for the next big
strike, or supply prospectors with the tools they needed. While some headed to
Australia, and later Nova Scotia or South Africa, in search of the next “mother lode,”
others stayed and simply moved upstream in the supply chain. California’s famed “Big
Four”—Mark Hopkins, Leland Stanford, Collis Huntington, and Charles Crocker—all
came West with the gold rush but made fortunes as merchants, not miners, on their
way to eventually financing the transcontinental railroad. Operating out of
Sacramento, Huntington and Hopkins sold picks and shovels, Stanford sold groceries,
and Crocker sold everything else.21
In the modern era, companies such as UUNET in Internet service and Affymetrix in
biotechnology supply the tools, focusing their technology and infrastructure primarily
on creating technology solutions for others to use in crafting products for the end user.
UUNET, for example (ownership by WorldCom aside), provides at least part of the
underlying network infrastructure for many of the leading Internet service providers
(including AOL, MSN, and Earthlink) rather than competing directly in the consumer
ISP space. Affymetrix provides the pharmaceutical industry with DNA chip arrays,
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used to more efficiently match molecules to gene-specific characteristics in screening
for potential new drugs.
As in the preceding e-tale, the emergence of tools enabled additional competition and
removed certain pieces of technology as differentiators. Without technology, other
industry-specific factors become more important. In the case of ISPs, the emphasis
shifts to customer service and marketing. In the case of pharmaceuticals, refinement
and preclinical and clinical trialing become more important. This transition often favors
larger, entrenched firms, which might have lagged in technology investment but usually
have much more powerful and refined business value chains, including customer and
channel access, brand names, low-cost procurement capabilities, and support systems.
Studies of railroads, electricity, and early telephony indicate that the innovation
boom-bust cycle has been a common feature of the economic landscape during the
post-industrial period of the last century and a half.22 The common conditions leading
to this pattern are technology diffusion, followed by overexpansion, leading to marginal
profitability, resulting in eventual consolidation and standardization, driven by the most
capitalized firms with the best cost structure and most complete business systems. The
history of the railroad industry provides a clear illustration of this phenomenon.

Working on the Railroad
The lure of the West and the success of the Big Four, as well as the success of the
Union Pacific and several other early railroads, created a vibrant speculative market
for new railroads in the late 19th century. Much of the capital was financed by large
construction companies, which took stock in payment and resold the securities to
raise the cash for construction. The construction companies—focusing on their own
profitability and short-term returns on investment—did not concern themselves with
the long-term needs (or, unfortunately, the long-term construction quality) of the railroads they were both building and essentially raising funds for:
If the road returned large immediate profits on construction, it made
little difference whether or not the railroad would be able to pay dividends in the future. The controlling interests received all that they
had any expectation of making, and were then satisfied with whatever fate might hold in store. Obviously, the majority of Western railroads were over capitalized. But that fact in itself did not cause
anyone immediate worry. Railroad building was being promoted on
the assumption that railroads were an economic panacea, and
would create wealth through their mere existence.23
In the 1880s, 71,000 miles of new line were built, representing roughly 30 percent of the
total line in use at the peak of the railroad industry in 1916.24 At this same time, $7.5 billion in capital was committed, against a gross revenue stream of less than $1 billion.25
The pursuit of marginal lines and short-term overcapacity on major routes were fueled
by standardization (of equipment and track) and availability of capital. When capital
became scarce, a great number of the new railroads ended up in receivership and, eventually, in the hands of larger companies, such as Union Pacific.
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Confronting Competitive Evolution
The innovation boom-bust cycle is driven by several factors, foremost among which is
competition. A basic premise of economics is that market forces work against excess
return. When a firm has a competitive position that allows overly advantageous pricing, it tends to under-deliver on product and over-deliver on price. Whether high profits are made in financial markets or through the sale of computer memory chips, they
result in an expansion of supply (and suppliers) that drives down prices and makes the
excess profits disappear. Once excess profits are removed, only the more efficient suppliers (in terms of either costs or matching consumer preference) can compete. Basic
economic theory holds that competition is in most cases a virtual certainty and that all
industries move toward a point of rational rate of return, where weaker players exit
and the industry is relatively stable or unattractive.
This doesn’t mean that the fate of individual firms is a preordained certainty. The role
of executive leadership is to fight this overwhelming force, and it is a fight that can be
won. To the extent that underlying competitive forces are the same for new technology as for existing industries, the solution to this problem is also the same: Create barriers or temporary advantages that prevent competitors from duplicating or
substituting for the value the business creates for customers. This concept—known as
competitive advantage—is a fundamental underpinning of most corporate strategy.
Companies from Microsoft to The Coca Cola Company enjoy competitive advantage
in some form or another, leading them to capture both profits and market share.
As anyone who has managed a business knows, establishing a competitive advantage is
easier said than done. Even in well-understood market spaces, developing competitive
advantage involves a thorough understanding and continuous refinement of the value
chain (to drive cost out and put value in). It also requires a complete understanding of
a firm’s customers and how to uniquely position the firm to meet their needs. All this
must be done while anticipating the competition. Where technology innovation
departs from the normal pursuit of competitive advantage is in its lack of clarity over
the ultimate value chain and customer.
In his book Only the Paranoid Survive, Andy Grove focused extensively on what he
termed strategic inflection points, those points at which technologies totally
change the competitive playing field in an industry.26 Two significant characteristics of
inflection points follow:
1. The old rules—the set of success factors governing winners and losers in an
industry—change, and they change in ways that are poorly understood.
2. Nobody can quite tell when the change takes place, even in retrospect; the
switch from the old to the new is amorphous.
This does not bode well for developing competitive advantage. Traditional methods
for establishing competitive advantage can’t apply in industries where the emerging
value delivery mechanism is yet undefined.
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The Need for Completeness
While anticipating and maneuvering against competitive evolution, it is equally critical
to focus on the factors that influence the overall diffusion of and demand for new technology. Market growth and mass adoption depend on the development of new value
delivery systems, standards, and interconnectivities. While Henry Ford might have
believed that “Cars must come before roads,”27 both “rules for the road” and the roads
themselves are just as important to the adoption of the automobile. A similar observation can be made about the development of railroads, electricity, telephones, “talking”
motion pictures, personal computers, and the web. If the systems, infrastructure, and
rules governing how a technology is used haven’t yet been established, the market is
almost certain to be small and slow to develop, consisting primarily of early innovators,
technophiles, and enthusiasts, rather than mainstream buyers. Both new and old firms
will have difficulty in identifying where to focus effort and in identifying critical gatekeepers, and the result will be unappealing customer value propositions.
When Sega developed the Saturn game console, for example, its strong distribution
channels and network of game developers in Japan meant that consumers could comfortably buy the hardware, knowing that it was an accepted standard around which a
supporting market of complementors and complementary products (game software)
would develop. As a result, the Saturn was a highly successful product in Japan. In the
United States, however, Sega failed to build support from software houses or retailers
and faced competing value configurations, which led to the ultimate failure of the
platform.
Open standards, in particular, can vastly accelerate adoption by removing risk and
facilitating choice for customers. Purchasing a DVD player, since one standard exists,
is an easier decision than purchasing a game console, where multiple platforms that
don’t share software create additional decision-making issues. The paradox for a
smaller challenger firm, whether first in or following the leader, is that while standards accelerate the penetration of the technology, they are seldom good for the challenger, as they favor firms with established business systems. Yet, with competing
standards (an oxymoron if ever there was one), the cycle of competition has time to
play itself out long before the market gains enough speed to appoint winners.

Technology and Institutional Change
Finally, new organizational structures, processes, and behaviors arise as a byproduct of
innovation. The ubiquity of cell phones and instant messaging, for example, has
changed how a variety of communication activities take place. Similarly, automobiles
have created massive change in how communities develop, and television is considered to be a factor in the decline of a variety of social institutions.28 Even computer networking has been accompanied by changes in the form of greater decentralization and
a less hierarchical work force.29 These influences cannot be ignored in attempting to
introduce new technology.
Changes in underlying institutional patterns can act as a barrier if they are perceived as
overly negative—as is often the case when jobs are at stake, business or personal interests are impacted, or major economic dislocation may result. At a minimum, they can
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slow the transition process for even the most attractive of innovations, since users may
have a propensity to just substitute the new technology for the current/traditional
technology until new social/economic structures emerge that intensify use of the new
technology.30
Conversely, institutional changes can create a one-way path toward new structures
and technology adoption by removing the path of retreat. In Los Angeles, the
post–World War II embrace of the automobile resulted in the decline of the street-car
system, creating a dependency on the automobile. Similarly, the decline in the use of
money in favor of debit/credit cards may someday make us a “cashless” economy. This
will require everyone to embrace “plastic” money and the underlying networks that
make it possible, and will make it quite difficult to revert to traditional currency once the
trucks, safes, banks, and other currency-related infrastructure have disappeared.
Lastly, technology-induced social change can create unanticipated issues, leading to a
backlash against the innovation. The unanticipated behavioral issue in the trend toward
plastic money is the increase in consumers’ spending beyond their means.31 In the case
of genetically engineered foods, concerns over biodiversity and lack of control have
dampened enthusiasm and acceptance, despite the agronomic benefits.
Like the issues surrounding competitive behavior and completeness, the issues arising
from changes to longstanding social, economic, business, and other institutions need
to be considered in order to understand the characteristics of technology diffusion,
consumer adoption, and market evolution.

About This Book
The purpose of this book is to offer a strategic guide for determining and understanding the factors that influence the long-term success and viability of both new technologies and the firms that produce, purchase, or otherwise appropriate them. It is intended
to assist managers in both incumbents and startups in planning accordingly. The potential opportunities and pitfalls differ substantially based on a variety of factors, including
a firm’s timing, resource base, external connecting points, technology portfolio, and
capital. In the ensuing chapters, we will
❑ Develop a set of tools for identifying the potential impact of technology and the
circumstances under which a new technology (or a firm pursuing it) can be
potentially destabilizing,
❑ Measure new technologies against a life cycle of competitive innovation and
diffusion,
❑ Identify the competitive implications for firms either developing or being
affected by the technology, and
❑ Suggest appropriate strategies for navigating through periods of potential technological change.
For those involved or considering becoming involved in technology startups, this book
should help clarify the strategic decision-making process. Capital and time are precious commodities. Individuals who anticipate the development of the competitive
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landscape can make better decisions about how aggressively to pursue markets,
whether and when to pursue a consumer-facing or business-enabling opportunity,
which core technology to focus on, and whom to align or partner with. Not every company should aspire to be the next Microsoft; for most, this is unrealistic. Positioning a
company to sell out at a good return or to successfully dominate a niche is an equally
admirable strategic goal and, for many, the best option.
For those in established firms, this book will provide help in determining how and
when to leverage technology, which startups and new technologies pose potentially
crippling or fatal threats, and how and when to respond. As we’ll examine later on, it
has become increasingly accepted that while large companies have the advantage
when it comes to incremental innovation—including closeness to customers, category
expertise, and supplier relations—smaller companies are more likely to come up with
the disruptive technologies that cause the largest shifts in the status quo. The corollary to this is that large companies are in a constant state of peril, and vigilance is essential. As former Intel Chairman Andy Grove says, “Only the paranoid survive.”
While the models and strategies that will be presented here are partially the result of a
rigorous review and application of both emerging and classical economic and management theories, this book is designed to be used for practical application by investors,
entrepreneurs, and managers involved in the technology sector. The book was developed with substantial input from a variety of sources, including leading venture capitalists, technology executives, successful entrepreneurs, and unsuccessful entrepreneurs.
The result is a blend of practical application, academic research, and historical perspective, intended to assist the practitioner in planning and executing strategy.
The Three Perspectives
All the topics covered in this introduction will be examined in much greater detail later
in the book. The objective of this initial introductory material is to highlight the three
different perspectives necessary to identify the appropriate strategies for surviving and
thriving in the face of changing technology. This book is divided into three parts, each
of which is devoted to one of these three perspectives.
Part 1
Systems and Context
Evaluating and leveraging
the potential of technology
and innovation.

Part 2
Evolution and Life Cycles

Part 3
Competitive Advantage

Understanding cycles
of technology diffusion
and competition.

Identifying, cultivating,
and overcoming
competitive barriers.

Part 1: Systems and Context
Industry leverage points, market competitive structures, value configurations, component architecture, and market definitions all need to be considered in defining the risk
and opportunity for both innovators and incumbents. They represent the systemic
context in which a technology provider attempts to affect change and the ecosystem
that the technology either exists in or disrupts. Part 1 focuses on methods of assessing
the impact of firm size and resources, technology delivery systems, competencies,
competitive dynamics, market definition, and other factors on a firm’s strategic decision making.
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Part 2: Evolution and Life Cycles
New technology must also be looked at in the context of its evolutionary life cycle.
Whether a firm is first in, improving on someone else’s idea, or an incumbent, the best
way to attack and respond depends on how far along the technology is in a predictable
life cycle of diffusion and competition. Decisions on whether to launch a new business
directly, sell out, partner, focus on product improvements, or rapidly build market
share are highly dependent on the anticipated development of both competition and
demand.
Part 3: Competitive Advantage
Existing and potential barriers are an important element in survivability and the generating of superior long-term performance. Competitive imbalances allow firms to thrive
in what would otherwise be hotly contested and therefore unattractive markets. Part 3
of the book looks at the strategies and tactics for both creating and disrupting competitive barriers.
Together, Parts 1 through 3 focus on making sense of the many factors that influence
the opportunities and threats presented to various firms by new technologies.
A prominent and peculiar landmark in the middle of Silicon Valley is the Winchester
Mystery House. Built by the heiress to the Winchester rifle fortune in the early 1900s,
the house defies common sense, with windows in the floors, hallways that dead end,
and stairways that run into the ceiling. While many people consider the unexpected
twists of Silicon Valley to be just as mysterious as those of the famous house that sits at
the center of it, the technology sector itself is not so mysterious that the basic laws of
economics and competition don’t apply. If anything, the availability of capital, potential
windfalls for the winners, and the mobility of the work force increase the speed and
intensity at which these basic laws take hold. As John Seely Brown has pointed out,
“Competition is intense because in Silicon Valley, people know so much about their
competitors. The amount of knowledge available about the players in the valley is
incredible.”32 This relatively free flow of information in many technology sectors accelerates and nourishes competitive intensity.

Hunter or Hunted?
By now, the reasoning behind the title of this book should be self-evident. While technology-driven competition is predictable in its intensity, even the most agile of firms
can find themselves at the wrong end of the rifle scope. A successful and dominant
incumbent firm, intent on maintaining or growing its market share, may quickly have
to face a disruptive new technology that threatens the viability of its entire market. An
aggressive and ambitious startup may suddenly discover that a vanquished technology
competitor has partnered with or sold out to a vulnerable incumbent, creating a configuration that puts the startup on the defensive. In both cases, the hunter becomes the
hunted.
Many of literary great Jack London’s stories from “the great white North” focus on
characters who are conquered by the very wilderness that they’ve come to tame.
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Suddenly (usually too late), they comprehend that they haven’t really understood their
adversary at all. In these stories, it is generally hubris and a lack of understanding of the
harsh and unforgiving climate that lead characters to their untimely end. This is often
the case in the business arena as well.
As it was for the characters in Jack London’s stories, the realization that one is no
longer the hunter, but the hunted, can be chilling for a firm. By anticipating and understanding the life cycle of competition and employing the appropriate strategies, firms
can maximize their opportunities against the force of technology-oriented competition. Doing so requires the right tools. In order to help develop these tools, this book
will explore competitive dynamics, technology delivery systems, competitive life
cycles, and appropriate strategies and tactics.
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