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			The competitive power of the product lifecycle

			Key information

			
					Names: product lifecycle.

					Uses: by conceptualising the different life stages of a product or service, the decision-maker can purposely and strategically focus their efforts on optimising the development and implementation of their products in the market. This model is most frequently used by the marketing and international commerce sectors.

					Why is it successful? The universality and simplicity of the model.

					Key words:	Economies of scale (or returns to scale): a company achieves economies of scale when the increase of units produced coincides with a reduction in production costs per unit. The returns to scale are constant if output grows proportionally to financial inputs.

	Foreign direct investment (FDI): international capital transfers by a company wishing to expand, develop and/or install its activities abroad. This type of investment is often motivated by a promise of reducing production costs, thanks to favourable conditions in associated countries: quality raw materials, cheaper labour, new markets to penetrate, etc.

	Market: in economics, the market is the place where supply and demand come together.

	Market saturation: if a market has reached a stage where consumers are no longer willing to purchase the good or service, it has reached saturation. A market is also considered to be ‘saturated’ when there are no potential new customers.

	Penetration rate: expressed as a percentage, the penetration rate is the number of households out of the total population that own a defined product. 

	Principle of comparative advantage: to increase its wealth, each country specialises in the production of goods for which it is most productive and, therefore, the most profitable. This principle was formalised in the well-known book On the Principles of Political Economy and Taxation by the British economist David Ricardo (1772-1823), published in 1817.

	Product: in economics, ‘product’ means any good or service that has undergone a mechanism of production.

	Standardisation: the production of a good that takes into account reference standards and provides production that conforms to production standards.




			

			Introduction

			Since it is important for a company to strategically allocate its resources, particularly in terms of marketing, it must constantly analyse its customers’ behaviour in order to understand their perception of the products offered. While some products or services appear to increase the overall sales figure, this situation is unlikely to last as, without warning, they may experience a sudden and rapid depreciation that should be considered in order to ensure financial balance within the company’s activities.

			Faced with these imperatives of constant analysis, American economist Raymond Vernon (1913-1999) created the concept of a product lifecycle sometime during the 1960s. Based on the simple principle that a good or service goes through phases similar to those of all living beings, Vernon conceptualised a lifecycle curve that includes the birth, adolescence, adulthood, old age and death of a product. According to him, four main stages should be distinguished:

			
					launch

					growth

					maturity

					decline.

			

			Thus, the product lifecycle can be compared to a biological lifecycle, like a seed that is planted and germinates, before blossoming and eventually dying.

		


		
			Theory

			The theory of the product lifecycle was developed in 1966 by American economist Raymond Vernon, whose initial aim was to illustrate the changes in specialisation faced by different countries over time. To do this, he used the premise of the theory of comparative advantage by David Ricardo, which states that all countries do not possess the technological means necessary for the research and development of new products. In other words, only states that have this capability will begin to produce innovative products using the appropriate technology. This model is particularly suitable for several types of products such as radios, televisions, electronics, etc.

			Vernon then applied this theory to the United States, as, in the 1960s, this country was the leader in the field of research and development – the first phase in the production line. The conclusions reached by Vernon at that time still apply today to several other nations, as the United States is no longer considered to be the leader in research and development. On a wider scale, the product lifecycle is applicable to all products, beyond the concept of comparative advantage observed in the context of international trade.

			The product lifecycle theory enables us to understand the changes in specialisation faced by countries that have chosen to focus on the production of one or more characteristic products.

			The life stages of a product

			According to Vernon, a product goes through four life stages that make up its lifecycle.

			
					Launch or birth. After the period of research and development that takes place beforehand, the new product is launched onto the market. This phase is characterised by a major need for funding, a low but growing sales volume, and important requirements in terms of promotion to raise awareness of the product. On an international scale, according to Vernon, the country that created the product has a comparative advantage in the area of research and development. The product has a monopoly in its home market before being exported to various foreign markets. This monopoly leads to a higher selling price.

					Growth. During the second phase, an increase in demand for the product is observed which generates many sales and the emergence of competition, particularly from other countries. This is the inevitable phenomenon of standardisation: as it is now sold in large quantities, the product has an economy of scale, which implies a reduction in production costs and increased margins and profits. Meanwhile, its price decreases, though not significantly. The marketing objectives are, in turn, to build customer loyalty and acquire new customers.

					Maturity. At this point, sales will stabilise, causing each manufacturer to try and differentiate their product from others. Several brands appear and competition becomes significant. This period is marked by minimum unit costs, the highest level of sales and a price war, resulting in market saturation: manufacturers’ margins decrease and they are sometimes forced to leave the market. As for marketers, they work to ensure that their product is ‘top-of-mind’ (the product that comes to mind first), or is at least among the favourite consumer products, and remains on the market.

					Decline. This last phase results in the disappearance of the product from the market. Demand is rapidly decreasing, which also causes a decrease in supply and production. Competition has become unsustainable and the market is slowing down. Three elements characterise this phase: firstly, the market has been fully exploited (i.e. the penetration rate has reached saturation), secondly, consumer tastes rapidly change and, finally, new products appear on the market. Prices decrease to such an extent that the product is withdrawn from the market. Marketing costs and investments in research and development decrease, however, promotion of the product is often considered to get rid of the remaining stock and (indirectly) any expenses.
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			The first phase is the product launch. It is made available for purchase on the market, whether or not it responds to consumer needs. Secondly, demand is growing: sales increase over time as the product meets a growing consumer need. Thereafter, the product reaches maturity, corresponding to a period of stagnation as the market reaches saturation. Product demand, driven by the needs of the customer, then takes its place so that a new product lifecycle begins.

			Atypical lifecycles

			Not all products follow the S-shaped lifecycle curve. Some, for example, do not go beyond the launch phase, and some fail at this first stage but then manage to establish themselves. Others are guaranteed to follow particular lifecycle curves due to their unusual nature, such as fashion or gadgets. Among the most frequent atypical lifecycle curves, we find the double cycle (two cycles of growth and maturity), the rebound cycle (with growth that is irregular yet promising) and, finally, the so-called growth-decline-stabilisation curve.
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			Product-market relationship on an international scale

			Although Vernon developed this model from his analysis of US companies between 1945 and 1960, it remains a basic foundation for other countries. According to him, this theory sheds light on the usefulness of international trade and on foreign direct investments that are intended to replace it. Thus, international trade is more important in countries that have a comparative advantage in research and development. For example, in Greece and Japan this trend can be observed in several areas, including those of electronics and petrochemicals.

			This model assumes that a relationship exists between the product and the market in which it is launched. Schematically, we can define three steps:
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			Anticipating the situation

			The product lifecycle is a microeconomic theory. Although it provides an explanation of the changes in market structures, it also helps to understand how consumer demands vary. In fact, when the market reaches a point of saturation (in the maturity phase), demand is at the level of rebuilding stock in order to prevent a possible rupture, and therefore the impossibility of the consumer purchasing the good. As for durable goods, demand is variable, as it also takes into account the economic situation. For example, the automobile industry: consumers expect the situation to be favourable, even if this requires postponing the purchase.

		


		
			Limitations and extensions

			Limitations and criticisms

			The product lifecycle model does have certain limits. Therefore, you should be careful when using it!

			
					Firstly, the difficulty lies in the difference between cycles. It is indeed essential to identify which will be the focus of the study and not confuse the product lifecycle with that of the product category, brand or sector. For example, the fact that a tablet brand X is not selling anymore does not mean that the tablet market is no longer prosperous.

					Secondly, we must not lose sight of the variable duration of each stage depending on the product. In addition, a product may, for example, never experience the launch or decline phases, or never go through phases of growth or maturity.

					Thirdly, it is impossible to admit that the costs of research and innovation are not justified for a company, as it is certain that the decline of products feeds the need for innovation.

					Fourthly, this theory only applies to new products. In reality, they are not the only products to hold a place on national markets, as in international trade.

					Lastly, we must reject the idea that the product lifestyle can be understood as an independent variable that regulates the product from its launch phase to its eventual decline. The reason is simple: marketing managers can influence the product lifecycle by making strategic choices that will optimise profitability.

			

			Related models and extensions

			The business lifecycle theory

			At the end of the 19th century, English economist Alfred Marshall (1842-1924) highlighted five phases, inspired by biology, experienced by a company: creation, start-up, adolescence, maturity and old age. In this model, the focus is on the founder of the company and their familial nature. Later, other theorists deepened the understanding of this business lifecycle (e.g. Larry E. Greiner, 1972).

			Growth theory

			In his book The Theory of Economic Development (1913), Austrian Joseph Schumpeter (1883-1950), who was mainly interested in the evolution of the capitalist system, conducted a study focused on growth. According to him, innovation (products, processes, production methods, markets and raw materials) carried out by entrepreneurs is a motor for growth.

			Lifecycle theory

			Franco Modigliani (Italian-American economist, 1918-2003) conceptualised a theory in the 1950s in which he studied the evolution of individual consumption throughout a person’s life. Consequently, he establishes a link, firstly with the debt and savings of consumers and secondly, with their age. According to him, assets, accumulated during their working period, will secure the workers’ expenses after their retirement. Following this logic, we also use, during our youth, the income generated by the previous generation during their working life. 

			Theory of comparative advantage

			According to Michael Porter (American economist, born in 1947), the advantage already possessed by the company (or that it is potentially able to possess) provides a strategy for getting ahead of competitors. It identifies advantages regarding both costs and differentiation. He also added that the company’s strategy should simply aim for one of the two advantages, at the risk of failing in its quest for market leadership.

			BCG Growth-share matrix

			The growth-share matrix developed by the Boston Consulting Group is a tool for managing portfolio activities based on the product lifecycle theory. By taking into account two elements, namely the company’s market share in the activity sector and the growth rate of the business, this tool allows decision-makers to make consistent strategic choices. The method is particularly simple: abandon the less competitive activities and invest in those that are the most promising.
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