Types of patterns of innovation

Ericsson's Gamble on 3G Wireless

Ericsson was founded in Sweden in 1876 as a repair shop for telegraph equipment and grew to become one of the leading manufacturers of advanced the telecommunication equipment in the world. Some of its more noteworthy innovations included a dial telephone introduced in 1931 that became the standard for the UK post office, Stockholm's first mobile phone system in 1956, and in 1988, the world's first Global System for Mobile Communications (GSM) cellular telephone service. GSM would go on to become the most widely used wireless platform by the late 1990’s. At the end of 2002, Ericsson was the largest supplier of mobile telecommunication systems in the world; approximately 40 percent of all mobile calls were made through Ericsson systems.

In 1999, most wireless telecommunication leaders had set their sights on the third generation (3G) of mobile telephony. The first generation (in the 1970’s and 1980’s) had been analog voice communication; the second generation of the 1990’s had enabled voice and text transmission over digital networks. However, by the late 1990’s, the market for second-generation handsets and networks was maturing and sales were beginning to decline. Wireless telephone producers and service providers thus began envisioning the introduction of a third generation of wireless communication technology that would utilize broadband channels. This increased bandwidth would give mobile phones far greater data transmission capabilities that would enable activities such as videoconferencing and accessing the most advanced Internet sites.
As of spring 2001, Ericsson appeared well positioned to be a market leader in 3G technology. It had already won 22 infrastructure contracts, close to 70 percent of all infrastructure contracts awarded in the world. However, in its focus on pioneering the 3G marketplace, Ericsson had fallen behind in the 2G wireless market and had seen significant erosion in its profits. In fact, in 2001, Ericsson lost more than $2 billion, bringing its return on assets down from 8.4 percent in 2000 to -8.5 percent in 2001. Some Industry observers argued that research and development of new-generation wireless systems were soaking up most of Ericsson's resources and had caused the company to lose sight of the current marketplace. Many people felt the company's move toward 3G was too early, while others praised Ericsson's strategy for its long-term vision. After all, 2G margins were declining precipitously; and sales of new 3G network equipment and handsets offered the potential of reviving the industry.

By mid-2002, it was clear that the transition to 3G networks was going to be even more complex and risky than originally anticipated. Though Ericsson and other 3G network system providers such as Nokia had counted on the increased efficiency of their systems to persuade telecom operators to adopt them, major problems such as a lack of affordable 3G handsets and competing 3G network standards had significantly dampened the pace of the rollout. European mobile operators had led the race in upgrading to 3G networks, and the initial optimism over 3G had spurred operators to spend billions of euros on operating Licenses from government auctions. However, this spending left the companies so deeply in debt that they lost investor support to roll out 3G networks at the pace they had originally intended. Operators such as Spain's Telefonica SA, Finland's Sonera, and Germany's MobilCom all announced they would scale back or suspend their investments in 3G networks, sending a shudder through network providers.
Worse news still were the rumors that consumers might not find 3G capabilities to be valuable. In late 2002, a report from Japan's DoCoMo, the world's first company to offer 3G services, indicated most individuals used such features as picture messaging only for the first two months after getting their 3G handset - after which the novelty had apparently worn off. Other desirable features, such as videoconferencing, turned out to be impractical for users because they rapid)y drained the battery power. The future of 3G, and the companies that had bet their futures on it, looked precarious.

Discussion Questions

1. Is 3G a radical innovation or an incremental Innovation?

2. What factors do at which 3G technologies are adopted by operators and mobile phone consumers?

3. Is Ericsson trying to offer more technological capability than consumers really need?

4. Is Ericsson's focus on 3G technologies a good strategy? Why or why not?

