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INTRODUCTION






When I’m writing a book, I typically save the introduction for last, the theory being it’s much easier to tell people where you’re going once you can see where you’ve been. But being able to write a second introduction some four years after the book’s initial publication—now that’s a special treat. For this way I get to incorporate and respond to feedback from a variety of people, all without having to write another book! It’s a laborsaving device indeed.

 
The feedback on Inside the Tornado has been deeply gratifying. The high-tech industry, particularly in the United States, has embraced its key concepts and made its core metaphors common vocabulary for assessing the maturity of emerging markets and the status of vendors within them. The Chasm Group has made the book the platform for its primary practice offerings and in so doing has grown from three to six partners, and now we are in the process of adding affiliates. That practice is rapidly becoming international, with the book being translated into Chinese, Japanese, Korean, French, German, and Portuguese, with clients on six continents and affiliates on three. The book is also used as a standard text at Stanford, Harvard, MIT, Northwestern, and a host of other business and engineering graduate schools, so that a new generation of entrepreneurs is coming into the market already versed in its ideas. It is hard for me to imagine an author asking for more, and I very am grateful for this response.

 That being said, feedback isn’t much use if it does not also point out opportunities for improvement. Virtually every model in the book has undergone some level of metamorphosis over the past four years, as the pressure of real-world consulting engagements force contradictions and flaws to the surface. For the time being my colleagues and I have been able to contain these learnings in updates to our PowerPoint library of slides. They have not yet overflowed these banks, but no doubt they eventually shall, at which point I’ll put them into a revised edition and test the industry’s support once more.

 There has been, however, one tsunami of change in the form of the Internet and the emergence of e-commerce that simply cries out to be addressed at this juncture. But before so doing I must issue a word of warning: to apply the ideas in this book to the Internet marketplace, I have to assume that you as a reader are already familiar with them! Unless you are clairvoyant, this seems a bit presumptuous. So, unless you are picking up this book for a second read, let me first of all say welcome; second, say thank you for buying the book and giving it your time; and third, suggest you dog-ear this very page right now and skip to Chapter One. Then, at the end of the book, if you are still willing, come back and finish here at the beginning, taking the introduction as an afterword.


[Interlude, during which first-time readers peruse the remainder of the book, and other readers pass on to the next paragraph.]


Ah, there you are. Welcome back. OK, now that we’re all on the same footing, let’s get down to a really key question: in the entire manuscript of Inside the Tornado the Internet is referenced precisely three times. How in the world did I completely miss what will arguably be the grandest tornado of all time? Well, all I can say is that it’s a gift.

 But in my defense, the manuscript deadline was June 1995, a full six months before Netscape released Navigator 1.0. At that time it certainly felt like the Internet would be the “next big thing,” but I for one had no ideal how quickly and comprehensively it would happen.

 As of this writing, it is approaching the end of 1998, and there is no sector of the American economy that has been untouched by the Internet. Internationally, on the other hand, the pace of adoption has been substantially slower, gaited by the gradual deregulation of the telecommunications industry. Nonetheless, to put things in the vocabulary of this book, we are witnessing a worldwide series of tornadoes, and I think we are far enough into it to project a trajectory of where things might go next.

 First, to review how far we have come, in 1996 and 1997 we witnessed the first Internet tornado, focused on the browser. In this competition Netscape Navigator was virtually a gorilla at birth, skyrocketing to more than 80 percent market share in the hypergrowth market. That lead should have been insurmountable, it should have institutionalized Netscape as the de facto standard, conferred upon it gorilla status, and set up its shareholders for very long-term gains. What happened?

 Microsoft made a brilliant strategic response and then executed it with draconian efficiency. The key strategy was to clone the Netscape browser, not compete with it. Microsoft, in other words, played monkey, not chimp, to this dangerous gorilla threat. By so doing, it was able to co-opt the very market Netscape was creating. However, a clone response alone would not have been enough because Netscape still had the gorilla’s right to set extensions to the standard going forward, in the manner that Intel has used to maintain its lead over AMD and National Semiconductor, for example. But here a strategic flaw in Netscape’s plan emerged: the technology of the browser was not all that difficult to reverse engineer. As a result Microsoft caught up to Netscape’s lead in less than a year, with its Internet Explorer 3.0 reaching parity. This then allowed it to compete head to head—still using monkey tactics—to win major deals on price, where the “price” was free.

 Meanwhile Microsoft’s underlying strategy began to emerge, along the following lines:



		No one can beat a gorilla on its own turf, but

     	Netscape’s turf has to ride on top of our turf, the Windows operating system, so

     	Let’s incorporate the browser into Windows and thereby

     	Defeat the gorilla by dissolving its turf.

 



Once this strategy became evident, it was “game over” for the browser wars. Everyone could see that Microsoft’s play was undefeatable, and Netscape’s stock plunged virtually overnight.

 As a consequence, our society has begun an extended debate on the implications of this strategy and its outcome, one that will force all of us to rethink our understanding of competition, monopoly, restraint of trade, economic freedom, capitalism, regulation, political and social responsibility, and the like. The issues are deeply intertwined and hugely complex, and no single set of rulings will be definitive. Rather it will be part of an ongoing cultural adjustment to the larger movement from an asset-based economy to an information-based one. But in the meantime, the hypergrowth of the Internet continues, and we cannot let its opportunities slip from our grasp.

 The second Internet tornado, hitting full force in 1997 and still raging as of this writing, is the explosion in web sites. Whereas the killer app for the browser tornado was, well, browsing, the killer app here is taking advantage of all those browsing eyeballs by letting them look at you. For corporations a web site has become a necessary address, a place to stage its public information, an anteroom if you will to the buildings proper. As the leverage in web sites became clear, IT professionals readily yielded to their deployment, thinking no doubt that the wave of change could be held at bay here, giving everyone some time to settle down and approach future changes more deliberately.

 But no. Almost instantaneously internal corporate users became caught up in what was the original purpose of the web—to share information among related working groups—and the real web site explosion happened under the banner of the intranet. The intranet, prodded by email, has now become the internal information pathway of choice for all high-tech companies and for technology-enabled services such as banking and brokerage. It is a testimony to the success of this deployment that most people, in these sectors at any rate, already are feeling glutted by this new arrival.

 Both the public Internet and the internal intranet tornadoes have driven demand for web servers and software, not to mention Internet connectivity, all of which has driven infrastructure players like Cisco, Sun, Microsoft, and Netscape to prominence. At the same time, the Internet has also driven the transformation of electronic mail from proprietary software from Lotus and Microsoft to a simple common Internet email protocol. And as this new world of unified addressing emerges, email itself is becoming a tornado market force in its own right, driving traffic volumes up dramatically (thanks in large part, unfortunately, to spamming), and creating a whole new market in directory services.

 Huge increases in traffic, in time, are impacting everyone’s networks. As organizations seek to offload this deluge, they turn to colocating facilities like Exodus or to complete out-sourcing from a value-added internet service provider such as an MCI/Worldcom or a GTE/BBN. These institutions’ networks, in turn, impinge upon the publicly switched telephone network—our voice heritage—which is hopelessly swamped by what looks, to it, like an epidemic of phone callers who simply won’t hang up. That in turn is driving more infrastructure innovation—and dramatic merger and acquisition activity—as voice switch and data communications vendors seek to match up systems for the new world. NorTel buying Bay Networks appears to be no more than the opening move in what looks to be an extended game.

 All this tornado activity to date has been driven almost exclusively by the three information-sharing killer apps of browsing, web publishing, and email. At this stage of market evolution, the infrastructure players are the key competitors, with the rest of high-tech serving primarily as the first bowling alley of pragmatic adopters. As 1998 comes to a close, however, we are seeing two other bowling alleys come onto the scene—telecommunications itself, and financial services—where the killer apps are, respectively, customer care and electronic financial transactions. In both cases we are seeing the beginnings of a second series of tornadoes, this one emerging not from investments in infrastructure but rather investments in applications.

 The customer service implications of the Internet are simply huge. In technology-based businesses, the Internet has already become the first stop in customer support. Combined with email, and backed up by customer service applications from Vantive, Clarify, Baan (Aurum) and Siebel (Scopus), web-based support systems are already reengineering the way companies interact with business partners, with interactions with end customers not far behind. All this in turn will become part of a series of tornadoes in the customer relationship management and supply chain management areas. In every case what we are seeing is the grafting of a new communications medium onto business processes that are externally focused—the complement of all the back office automation that has been driven by replacing internal systems in preparation for the year 2000.

 As application vendors get swept up in the Internet tornado market forces, they must review their fundamental strategic assumptions. Bowling alley strategy is best for most application vendors most of the time. Tornado forces, however, reward marketshare “land grabs.” The problem is that rapid customer acquisition is fundamentally in conflict with complex business process reengineering, and so application companies are torn between losing out to a competitor or underservicing a valuable customer. The fundamental lesson of tornado marketing, however, is clear on this part: beat the competition first, apologize to the customer later.

 In the domain of financial services, in additional to customer care applications, we are also seeing the emergence of commercial transaction processing—real e-commerce. Thus on-line portfolio management, a customer service, is being paired with on-line stock trades, a transaction service. This slight break in the dike portends gargantuan flooding to come. Historically, two infrastructures have developed to support traditional transaction processing—the Verifone network for consumer credit cards, largely from MasterCard and Visa, and the EDI protocol for purchase order processing between companies in the same supply chain. Both will be overwhelmed and assimilated by the coming Internet-based tide. Vendors in each category must begin “creative self-destruction” in order to compete effectively for their own future. There is no more challenging management task than, as the folks at H-P like to put it, “eating your own lunch.”

 Consumer e-commerce, however, is currently stuck on a presales challenge, that of adopting its shopping mechanisms—not its buying mechanisms—to the web. More specifically, it’s a catalog problem. For style-differentiated retail items, the problem is largely photogenic—paper catalogs represent the pinnacle of photo finishing, towering over the lowly image resolution available on the web. Moreover, most retail customers access the web via dial-up connections that have limited bandwidth and will continue to do so for many years to come. And finally, attractive as the Internet is as a source of new prospects, it represents a very small portion of the total retail traffic. All this has combined to make investing in on-line retail a patchy rather than universal phenomenon for the foreseeable future.

 That being said, where these exigencies can be got around, there are huge market share grabs under way. The poster child for such efforts is Amazon.com, and it is worthwhile to see just how many unique attributes have contributed to its astounding success. First, as many have noted, books are one of the few retail items that do not have to be “tried on” in some way before purchase. So shopping is not significantly impaired coming to the store on-line. Second, the catalog problem had already been solved by the industry’s existing distributors—it had to be converted for on-line use but not assembled for the first time. Third, while book shoppers will continue to frequent bookstores, book buyers like the convenience of not going. Fourth, the book buyer demographic is particularly strong in business people who access Amazon.com not from home but from work—at much higher network speeds, creating a much more user-friendly transaction. And, fifth, book buying does not require purchasers
to release confidential personal information, something that can challenge other commercial transactions. And sixth, the inventory distribution, and returns systems for book buying and selling that Amazon.com leverages were also already in place from its inception.

 Now, to be sure, Amazon.com has done a superb job at reinventing the consumer buying experience for the on-line world, making its site a “must-view” for anyone else seeking to conduct e-commerce. But other companies need to carefully vet their own whole product to make sure it too can make the transition.

 The other glitch that is slowing the adoption of e-commerce is on the business-to-business side, where the challenge is to front-end existing enterprise systems for customer registration, order management, credit checking, inventory availability, logistics management, and billing and collections. For companies run off a simple integrated package, this is predominantly an interface and security challenge. But for companies that comprise multiple heterogeneous systems, this is a showstopper. There is simply too much complexity, both initially and in maintenance over time, to retrofit this overlay. That portends, in time, yet another tornado as the whole world swaps out client/server infrastructure for web-enabled.

 And so, with Internet commerce deferred for a prolonged interval, we can also expect all its extended implications to be deferred as well, many of which have been build around the promise of one-to-one marketing. While that premise is compelling, it must remain dormant until the order transaction flow has been fully Internet enabled.

 In the meantime, the e-commerce market’s growth and focus is shifting from the product providers, who have profited heavily from the infrastructure tornadoes, to the service providers, who have the upper hand in the coming application phase. There are two fundamental classes of service providers—professional services, typically consultancies, which focus on bringing up new systems, and transaction services, typically sites, which focus on using the new ‘systems to the end-customers’ benefit. The former should be thought of as technology-enabling services, the latter as technology-enabled.

 With the tectonic shift toward an information economy, the demand for Internet-enabled suppliers is hugely backlogged, and the talent pool to work off that backlog is scarce indeed. As a result, professional services firms that historically have been valued at one times revenues now have valuations five or six times that. This shift in valuation permits aging companies who have failed to introduce compelling new products to redefine themselves as consulting firms with compelling new services. As long as widespread demand continues to be wedded to inherent complexity, demand in this arena will be effectively unlimited, and the competition, as in all tornadoes, will be won by those who are best able to leverage supply.

 Once any infrastructure is substantially deployed, power shifts from the builders—the professional services firms—to the operators, or what we have come to call the transaction services firms. The key to the transaction services model is that the requisite infrastructure has already been assimilated (keeping support costs down) and amortized (minimizing ongoing investment). Unfortunately, neither of these conditions is even remotely approximated by the current state of the Internet. As a result, transaction services companies are at present operating at extraordinary deficits, and all are forced to raise money in a kind of Ponzi scheme that, hopefully, gets renewed by the emergence of stable conditions before it runs out of capital-raising capabilities. Downturns in the world economy, such as the one currently threatened, put such funding mechanisms severely at risk, and investors will need ironclad stomach linings to survive the coming years. That being said, where the infrastructure has stabilized
(at least for now), one can find some of the most highly valued companies in high-tech today—Yahoo!, America Online, and Amazon.com being the most visible.

 Nonetheless, the sweet spot for transaction revenues is Main Street, a time when the core technology has been commoditized, and companies differentiate based on the variety and customer fit of the offers they can field. With this realization we can close by summarizing the findings as follows:


     
		For every stage of the Technology Adoption Life cycle, there is an optimal business model:



 
	 	   —Early Market: 	Professional services

	 	   —Bowling Alley: 	Application products

	 	   —Tornado: 	Infrastructure products

	 	   —Main Street: 	Transaction services
 


    
	 	The Internet market tornado, however, is so powerful that it has sucked all four models into its vortex.

		
	 	Thus each model has its own peace to make with the tornado, and indeed since there are multiple tornadoes within the general one, to make with each of these as well.

 
 


In light of the above, our consulting practice at The Chasm Group, which has traditionally been targeted at product companies, no longer can sustain that focus. The product/service interchange has become so fundamental to navigating the Internet-impacted waters that every company needs to retain some flexibility to “go the other way.” This represents the single biggest change in perspective since Inside the Tornado was written, and since the author did not have it then, I ask that you the reader bring it with you now.

 And with that, I wish you all the best as you go out into the world and invent this new economy.
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CHAPTER  1







THE LAND OF OZ



At the beginning of The Wizard of Oz, Dorothy and Toto are caught up inside a tornado, swept away from their mundane world of Kansas, and deposited into the marvelous land of Oz. This miraculous form of ascension is also reenacted from time to time on our own public stock exchanges.

 Consider the following:


   
	Compaq Computers, which in recent years has overtaken IBM as the leader of the Intel-based PC market, grew from zero to $1 billion in less than five years.

 	Ditto for Conner Peripherals, the disk-drive storage company who slipstreamed Compaq’s hypergrowth by supplying it, as well as many of its competitors, with low-cost Winchester hard drives.

 	Over a six-year period from 1977 to 1982, Atari’s home game business doubled in size every year, driving the company from $50 million to $1.6 billion in revenues.

 	In successive years during the mid-1980s, Mentor Graphics grew from $2 million to $25 million to $85 million to $135 million to $200 million.

 	For the entire decade of the 1980s, Oracle Corporation grew at an annually compounded rate of 100 percent.

 	More recently, Cisco Systems and Bay Networks have appeared out of nowhere to become billion-dollar companies—leaders, respectively, in the network router and the network hub markets. We didn’t even know what routers and hubs were until just a few years ago.


 	In the seven years prior to 1992, Sony shipped their first ten million CD-ROM players. The next ten million were shipped over the following seven months, and the ten million after that in the following five months.

 	Hewlett-Packards PC printer business, a $10 billion enterprise in 1994, shipped its first product a scant ten years earlier.


 	And finally, Microsoft in less than fifteen years has grown from a boutique language software company focused on BASIC to the richest and most powerful software company in the world.

 

Such are the market forces generated by discontinuous innovations, or what more recently have been termed paradigm shifts. These shifts begin with the appearance of a new category of product that incorporates breakthrough technology enabling unprecedented benefits. It is immediately proposed as the natural replacement for a whole class of infrastructure, winning early converts and enthusiastic predictions of a new world order. But the market is a conservative institution, and it presses back against the new changes, preferring to stay with the status quo. For a long time, although much is written about the new paradigm, little of economic significance happens. Indeed, sometimes the innovation is never embraced, falling back into some primordial entrepreneurial soup, as did artificial intelligence in the 1980s and pen-based computing in the early 1990s. But in many other cases there comes a flash point of change when the entire marketplace, under the pressure of continually escalating disequilibrium in price/performance,
shifts its allegiance from the old architecture to the new.

 This sequence of events unleashes a vortex of market demand. Infrastructure, to be useful, must be standard and global, so once the market moves to switch out the old for the new, it wants to complete this transition as rapidly as possible. All the pent-up interest in the product is thus converted into a massive purchasing binge, causing demand to vastly outstrip supply. Companies grow at hypergrowth rates, with billions of dollars of revenue seeming to appear from out of nowhere.

 We have seen this happen again and again in our own lives. Take communications. After the better part of a century being content with letters, telegrams, and telephones, we have in the past thirty years adopted touch-tone phones, direct-dial long distance, Federal Express, answering machines, fax machines, voice mail, e-mail, and now Internet addresses. In every case, until a certain mass was reached, we didn’t really need to convert. But as soon as it was, it became unacceptable not to participate. As members of a market, our behavior is invariable: we move as a herd, we mill and mill and mill around, and then all of a sudden we stampede. And that is what creates the tornado.

 Nowhere has the tornado touched down more often in the past quarter-century than in the computer and electronics industry. In the domain of business computing, it began with the proliferation of the IBM mainframe, which won worldwide support as the first major computing infrastructure standard. Then, in the space of less than a decade beginning in the late 1970s, three new architectures arose to challenge and displace that paradigm: the minicomputer, the personal computer, and the technical workstation, and we came to know a whole new set of companies, including DEC, HP, Sun, Apollo, Compaq, Intel, and Microsoft. In conjunction with these three architectures came a communications networking paradigm shift that moved from the centralized hub-and-spokes approach of mainframe-centric computing to the decentralized world of Local Area Networks interconnected via Wide Area Networks, and we met companies like 3-Com, Novell, Cisco, and Bay Networks. And concurrent with both these shifts, virtually all of our software,
from the underlying operating systems to the databases, to the applications and the tools that build them, was overthrown or reworked, in most cases more than once, driving companies like Oracle, Sybase, Lotus, Ashton-Tate, and WordPerfect into our consciousness.

 Yet during this same period we still bought most of our cars from General Motors, Ford, and Chrysler. And we flew United or American or Delta. And we drank Coke or Pepsi or Dr Pepper. While some sectors, in other words, were generating whole industries out of thin air, creating hordes of market leaders from early unknowns, others continued along relatively familiar paths—because they did not introduce discontinuity into their infrastructure paradigms. The car you drive today is not materially different from one driven forty years ago. Ditto for the air transportation and the soft drinks. By contrast, high tech’s insistence on repeatedly swapping out all its infrastructure is exceptionally expensive, and more than one corporation has challenged the whole rationale behind this behavior. But there is a dynamic in operation that gives people little choice. All computing is built atop an underpinning of semiconductor-based integrated circuits, which has the remarkable property of dramatically increasing
its price/performance far faster than anything else in the history of our economy. In the 1970s, the rate was already an astounding order of magnitude every ten years. In the 1980s it decreased to an order of magnitude every seven years. In the middle of the 1990s the time has compressed to three and a half years. By the end of the decade microprocessor-based systems will increase ten times in power every 2.5 years. And there is no foreseeable end in sight.

 This phenomenon has an extraordinarily destabilizing effect on every industry within the high-tech sector. All high-tech products ultimately take their value from software, and the software written at any point in time must work within the power constraints of the current or soon-to-be-shipped hardware. But after only a few short years, another order of magnitude of additional power has come on the scene, making these same design constraints obsolete. New products, designed to the new performance vectors, incorporate software that simply blows away the old reference points. Their new capability translates into the kind of competitive advantages that stimulate virtually any business customer—better communications, faster time to market, more efficient transaction processing, deeper understanding of their customers, earlier detection of trends. You name it, it now appears within reach.

 To be sure, nobody currently enjoying success with their old paradigm really wants to change. Everybody agrees that there is already too much cycling and recycling of high-tech products, and that we would be better served if we could just take a brief time out and catch our breath. But all the while the semiconductor engine keeps rumbling beneath our feet, and at some point the attraction of dramatically escalated capabilities simply overwhelms the inclination not to change, and despite everyone’s best intentions, yet another tornado gets under way.

 Each one of these changes generates massive new influxes of spending, as if we were to build up and then tear down our cities over and over again. These new pools of capital, in turn, create some of the fiercest economic competition on the planet, in part because winning or losing is compressed into such a short span of time. And with each revolution, it seems, it is not the old guard but rather a whole new set of players who are swept into prominence, redrawing the boundaries of the high-tech marketplace and realigning the power structures that dominate it.



We’re Not in Kansas Anymore

 By anybody’s standards, this is business played by a new set of rules, with upside potential to glut anyone but a venture capitalist’s appetite. At the same time, we should also note that there is a dark side to this story, an information highway littered with bankrupt companies, massive layoffs, derelict buildings, obsolete products, crippled customers, and surly investors. It is not Easy Street where we have landed but more like Tombstone or Dodge City, a place where money and power change hands quickly, and the first order of business is not to end up on Boot Hill.

 Given all this, given the cataclysmic and catastrophic impacts, and given that the distribution and redistribution of wealth on the planet is so deeply influenced by what is happening within this crucible of the high-tech marketplace, we simply must get a better grip on how the forces that drive these tornadoes operate.

 For those who work within the high-tech sector, or who manage investments in these companies, this imperative translates into a series of deceptively simple questions:


     
		What can we do during a tornado to best capitalize on our opportunity?

     	How can we tell when one is coming, and what can we do to prepare?

     	How can we sense when it is ending, and what should we do then?

     	Finally, going forward, how can we reframe our strategic management concepts to better accommodate tornado market dynamics in general?

 

It is the intent of this book to answer these questions in some detail, and to do so specifically in the context of examples drawn from current developments in the high-tech sector.

 At the same time, there is another class of executives outside high tech who can also expect to profit from delving into these issues, those working in high-change sectors where discontinuous forces are driving an analogous kind of reengineering to their infrastructures. These include:


     
		Financial services. As the financial markets have learned in the harshest possible way, speculating in derivatives and other exotic financial instruments is a highly discontinuous innovation.

     	Insurance. With competitors chipping away at their customers with innovative financial alternatives, regulators hounding them about premiums and profitability, and their sales practices under attack in court, reengineering has become the order of the day here.

     	Health care. The story here is capitation, the limiting of reimbursement to fixed fees for procedures, creating a new goal of health care providers—not to get decapitated.



		Aerospace and defense. Downsizing in the aftermath of the cold war, along with broad redefinition of defense strategies, is forcing this sector to reengineer the old businesses and migrate others into the commercial sector—massively discontinuous changes.

		Utilities. What deregulation did to the airlines in the 1980s is now in the offing for the power companies in the 1990s. This will create tornadoes of opportunity and destruction.

		Pharmaceuticals. With revenues impacted by capitation, and new products dependent on a discontinuous source of innovation, biotechnology, this industry is undergoing high change.


    	Retailing. The advent of an entire electronic back-office infrastructure is fusing the links of the retail supply chain as never before, driving reengineering of these relationships as well as providing huge data sources for analyzing market behavior.


    	Publishing. This used to mean putting words on paper. Enough said.


    	Broadcasting. The boundaries among broadcasting, telephony, computer software, publishing, and entertainment have all collapsed into a digital pool of images that will rewrite the rules in this industry over the next ten years.

 
 
 
 Because the examples in this book come primarily from the consulting practices of myself and my colleagues, they are heavily weighted toward high tech. Readers involved in the industries noted above, however, will find the patterns in these examples familiar, and I hope you can glean from them insights you can translate into new approaches to your own industry’s concerns. High tech, in other words, can be seen not only as a sector of interest in its own right but also as a crucible in which a whole new class of business strategies are being born.



A Map of Oz

 This book sets out to build a map of the new landscape and then to explore its implications for setting business strategy. The map is built atop the Technology Adoption Life Cycle, a model of market development introduced some forty years ago by Everett Rogers and his colleagues, which describes how any community absorbs a discontinuous change. Within the outlines of this terrain, we will isolate and name six different regions or stages in the life cycle, inflection points where market forces drive companies to change strategies dramatically or be left behind.

 The first two of these stages were the subject of a prior book, Crossing the Chasm. For the convenience of the reader the contents of that book, and a general grounding in the life cycle model, are summarized in the following chapter. This material is sufficient to bring up to speed new readers whose primary focus is market developments beyond the chasm. Readers whose interests lie earlier in the life cycle should consult the earlier work.

 Once past chapter 2 this book focuses on the next three stages of the life cycle, the mainstream market stages where all high-tech wealth is created. Working to uncover the forces that shape market development at each stage, and showing how companies can align themselves with these forces to win market leadership positions, we shall see a disconcerting pattern assert itself repeatedly:


The winning strategy does not just change as we move from stage to stage, it actually reverses the prior strategy.


That is, the very behaviors that make a company successful at the outset of the mainstream market cause failure inside the tornado and must be abandoned. And similarly what makes companies successful in the tornado causes failure and must be abandoned once that phase of hypergrowth is past. In other words, it is not just the strategies themselves that are cause for note but also the need to abandon each one in succession and embrace its opposite that proves challenging.

 As we come to understand the logic of these reversals, much of the confusion that has traditionally surrounded high-tech marketing can be dispelled. For too long people have known that such and such a tactic either always works or can never work. They have known this because they witnessed it firsthand in a previous assignment, and it is this experience they are bringing to bear on the current situation. The truth, however, is that virtually all well-established strategy models work well in some situations and cause failure in others, so the real skill is less in knowing the strategy than in sorting out the situations to which it actually applies.

 By the end of Part One we will have worked our way through these issues, and we will then, in Part Two, focus our newfound understanding on four major areas of business strategy that are profoundly impacted by the Technology Adoption Life Cycle’s forces:


     
	
		Strategic partnerships

     	Competitive advantage


    	Positioning


    	Organizational leadership

 

Each of these areas shares a common concern with the distribution of power, and the theme of the last half of the book is that over the life cycle the nature and locus of marketplace power shifts and evolves in characteristic ways.

 In the context of strategic partnerships, we will trace how over the life cycle power transfers from the service providers to the product suppliers and then back again, and how this circuit impacts relationships among partnering companies, and what implications that has for shaping strategies. In the context of competitive advantage, we will explore the interaction among leaders, challengers, and followers, showing how each enjoys a period of advantage as the mainstream market moves through its stages, thereby discovering when one should go forward boldly and when one should hang back and conserve resources. All this in turn will shape the way we look at positioning, not so much as an exercise in customer communications but rather as a set of ritual behaviors by which we assert our rightful place within the hierarchy of power relationships that govern a market at any given moment.




Throughout this entire process we will see pillars of cherished wisdom confirmed at one stage of the life cycle only to be overthrown at the next, forcing us into continual shifts in strategic emphasis as established product lines mature and new ones emerge. Indeed, since multidivisional organizations of any size can expect to be fielding products at many if not all stages of the life cycle at the same time, top management must learn to entertain and support contradictory marketing principles, even within a single meeting! This is clearly no game for anyone who has one way of doing things and sticks to it. And that in turn will lead us to the final topic in question, organizational leadership.

 The demands for frequent and dramatic change inherent in the life cycle cause painful dislocations for individuals as well as for companies. And frankly, few of us are up to them. What we will see by the end of this book is that there is no easy way around this problem. It does improve matters, however, to have a clear way of stating the challenge, a vocabulary with which executive teams can confront the situation squarely, assess each other’s strengths and weaknesses, and do their best to move the reins of power into the right hands at the right time. For the way out of this forest, we shall find, lies in the realization that what we may fall short of being able to accomplish as individuals, we can yet accomplish as teams.

 All told, Inside the Tornado is a book born out of business experiences specific to the high-tech sector and, like much that is written by Americans, has a distinctly U.S.-centric point of view as well. At the same time, however, its lessons go far
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