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BACKGROUND
❖ Increased competition and, as a consequence, 

diminishing life cycles, have made differentiation 
strategies more important than economics of scale or 
cost leadership

❖ “Competition has a large effect in shortening the longevity of 
products on the market.” (De Figueiredo & Kyle, 2006:258)

❖ This is reflected in the shift in focus from Porter (1980) to 
Porter (1996), and is underscored by (Raia, 1993, after 
Wagner & Busse, 2008), who have shown that 60-70% of 
life cycle profits result from decisions before the offering 
is even launched



Life cycles on three levels

1. Individual products having life cycles of 3 - 6 months 
(e.g. mobile telephones). 

2. These individual products might reside within a 
technology with longer life cycles (e.g. 7 - 10 years as 
the 4G mobile telephone systems) and the 

3. The very concept of a technology as such (the mobile 
phone is 66 years old now). 



Life cycles within life cycles



The volatility of capitalism
1890 1950 1980 2005

Average life 
cycle

50 – 100 
years

20 years 7 years 3 – 5 
years

% of turnover 
at stake

1 – 2% 5 % 15 % 30 %

Necessary 
Innovation 
portfolio

2 – 4% 10 % 30 % 60 %

Portfolio with 
growth

2 – 4% 11 % 33 % 66 %



The cost structure of a company in 1900

Product life cycles 50 – 100 years
Price to customer

Bought material

1900

Labour costs

Sales costs
Overhead
Profit

Bought services and input goods

Depreciation of capital goods 



Cost structure in 1950 compared to t1900

20 years

1950

Product life cycles 50 – 100 years
Price to customer

Bought material
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Labour costs

Sales costs
Overhead
Profit

Bought services and input goods

Depreciation of capital goods 



Cost structure 1965 compared to 1950, and 1900
1965

7 – 8 year20 years

1950

Product life cycles 50 – 100 years
Price to customer

Bought material

1900

Labour costs

Sales costs
Overhead
Profit

Bought services and input goods

Depreciation of capital goods 



Cost structure 1985 compared to 1965, 1950, and 1900

5 years

19851965

7 – 8 year20 years

1950

Product life cycles 50 – 100 years
Price to customer
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1900

Labour costs

Sales costs
Overhead
Profit

Bought services and input goods

Depreciation of capital goods 



Cost structure in 2000 compared to 1985, 1965, 1950, and 1900

3 years

2000

5 years

19851965

7 – 8 year20 years

1950

Product life cycles 50 – 100 years
Price to customer

Bought material

1900

Labour costs

Sales costs
Overhead
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Bought services and input goods

Depreciation of capital goods 



The Cost structure in 2000

Innovation 
& Product 
Develop-

ment

Fixed production 
and marketing, i.e. 

risked, costs

Variable 
production costs

3 years

2000

5 years

19851965

7 – 8 year20 years

1950

Product life cycles 50 – 100 years
Price to customer

Bought material

1900

Labour costs

Sales costs
Overhead
Profit

Bought services and input goods

Depreciation of capital goods 



The fixed costs that are risked include
❖ ’Pure’ product development, R&D, development of the 

product or service architecture, interfaces between 
components, standards (proprietary or open)

❖ Fixed production costs, certain parts of production costs 
have to be taken before any product is sold, be it setting up 
plants, buying machines, and for developing machine tools

❖ Fixed marketing costs, the production of marketing, 
buying ‘space’, etc., in order to be able to roll out the 
marketing when the ‘window’ of opportunity opens

❖ Organizing the value chain



Societal consequences 
❖ These changing cost structures also has societal consequences 

❖ The typical firm of the year 2000 is very different from that of 
1900.

❖ As a consequence, society is very different. In 1900 the class 
distinctions and living conditions were sharply different between 
on the one hand the owner-capitalist and the contre-maître 
(production director) and on the other the rest of the employees

❖ In 2000 the spread in living conditions can be as large or larger, 
but the employees are “all over the place”, not at the other end of 
the spectrum



A typical firm 1900 and in 2000

CEO

Contre Maitre

Accountant 5 traveling salesmen

Foreman Foreman Foreman Foreman Foreman Foreman Foreman

200 workers

A Typical Firm in 1900

CEO

Financial Director

Assembly
Manager

Sales 
Director

Marketing 
Director

Product Development 
Director

50 sales
persons 10 Marketers 50 Developers

Operations 
Director

20 Workers

Procurement 
Group

Warehouse 
Distribution

5 persons5 persons

A Typical Firm in 2000



Reasons why firms develop new offerings 
1. To replace products that are no longer 

competitive  
Customers' needs evolve  ➠ Companies have 
to develop their offerings 

2. To grew. The company must add new offerings 
or increase market share for existing offerings

3. To gain (temporary) monopoly rent, abnormal 
earnings



Conclusions
❖ The changing cost-structures raises fundamental question 

resulting tin he volatility of capitalism and the management of 
firms in such an increasingly more volatile environment. 

❖ In Philipson et al. (2016), we raised the question if it was possible 
to ride the dragon. 

❖ Considering the importance of these phenomena, it is astonishing 
that we have found no empirical research concerning them.

❖ They paper is conceptual and based on the author’s almost 25 
years of experience as a senior executive in Scandinavian industry



Proposed future research
❖ Longitudinal case study of a product cost 

structure based on internal company archive

❖ Longitudinal study of variable costs as a 
percentage of corporate annual returns of listed 
companies and if identified business risks are 
compensated by lower financial risks, increased 
solidity, to balance the total risk


