CASE STUDY 2.1

Rolls-Royce Corporation

Although the name Rolls-Royee is nextricably lmked
with its ulira-haxurious automobiles, the modern Rolls-
Royee operates in an enfirely different compelitive en-
vironunent. A leading manufacturer of power systems
for acrospace, marine, and power companies, Rolls's
market is fooused on developing jet engines for a
variety of uses, both commercial and defense-related.

In this market, the company has two principal competi-
tors, General Eleclric and Pratt & Whitney (owned by
United Technologies). There are a limited number of
smaller, niche Igla yers in the jet engine marleet, but thejr
impact from a technical and commercial perspective is
minor. Rolls, GE, and Pratt & Whitney routinely engage
in Herce competition for sales to defense contractors
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and the commercial avialion industey. The two main
airframe manufacturers, Boeing and Airbus, make
continual rultimillion-dallar purchase decisions that
are vital for the omgoing success of the engine makers.
Airbus, a private consortivin of several Buropean part-
et companics, has drawn level with Boeing in sales in
recent years. Becausc the cost of a single jet engine, in-
chiding spare parts, can yun to several million dollars,
winming large orders from either defense or commer-
cial aircraft builders represents an ongoing challenge
for cach of the “big three” jet engine manufachirers.

Afrlines in developing countries can often be a hucra-
livebut risky marleel for these firms. Because the countries
do not malntain high levels of foreign exchange, it is not
unknown, for example, fur Rolls (or its competitons] o
take partial payrnenl in cash with assorted commoditios o
pay he balance. Tlence, a cantract with Turkey's national
dirline may lead to some monetaty payment for Rolls,
along with several Lons of pistachios or other lrade goods!
To maintain their sales and service targets, these jel engine
malacts roudinely resort to creative financing, long-term
contracts, or asscl-based trading deals. Owverall, however,
the marketfor jetengines is projected lo contimic Lo expand
at huge rates. Rolls-Royee projects a 20-year window with
a potential markel demand of 70,000 engines, vahued at
over $400 billion in civil aerospace alone. When defense
comtracls are factored in as wiell, the rovente profeelion:
for jet engrme salos are likely to be ennrmous. As Kaolls sces
the future, the smgie biggest marlet growth opportumity
is I the larger, greafor thrust engines, desimned to be
paited with larger jet aircraft.

(corrkinmied)

Folls-Royee is anvently engaged in a strategic *
decision that offers the potential for huge payoffs or sipg-
nificant losses as it couples ifs latest engine technology,
the “Irent series,” with Afrbus's decision to develop en
ullra-large commercial aircraft for long-distance travel.
The new Airbus design, the 380 model, seats more than
550 people, flying long-distance routes (up to 8000
miles). The Trent 900, with an crgine rating: of 70,000
pounds thrust per cngine, has been created at gyeat
expense [0 see service in the large jet markel, The proj-
cel reflects a strategic vision shaved by both Adrbus and
Rolls-Royce that the commercial passcnger trarket will
friple in the next 20 years, As a result, fature opporh-
nilies will involve larges, more cconomically viable air-
crafl, Bince 2007, Airbus has delivered a total of 40 AZ80s
1o 3ty enstomers, with 17 in 2000, Thedr tokal order baok
currently sils al 234 siveraft ordered. Collectively, Adrbus
and Rolls-Royce have taken a lavge (inancial gamble that
their shalegic vision of the fudure i the correct one.

CQuestions

1. Who are Rolls’s principal project management
stakeholders? How would you design stakeholder
management slrategies to addiess their concorns?

2. Given the financial risks inherent in developing a
jet engine, make an argument, either pro or con,
for Rolls to develop shategic partoerships with
other jet engine manufacturers in a manner similar
to Aithus's consortinm arrangememt. What are the
benefits and drawbacks in such an arangement?



CASE STUDY 2.2
Classic Caso: Paradise Lost—The Xerox Alto®®

Imagine (he value of cornering the technological market
in persomal computing. How much would a fiveyear
- window of competitive advantage be worlh to a company
today? I could easily mean billions in revenue, a stellar
Industry reputafion, fobme carnings ensored: and the
list goes or. Tor Xerox Corporation, however, sormething
strange happened on the way to indusivy leadership. In
1970), Xerox was umiquely posilioned to take advantage
of the enormous lesps forwad it had made in office au-
tomation technelogy. Yet the company stumbled badlhy
through ils own slrategic myopia, lack of nerve, slructirsl
inadequacies, and poor choices. This is the story of the
Herox Alto, the world’s ﬁlatpcrsnmi cotnputer and one
ol the great “what if?" stories in business history.
'I"ne Alio waa not so mmuch g step forward as it wey
a gquantum leap. Being in place and operaling at fhe
end of 1973, it was the fivst stand-alone persomal com-
puter te combing bittnapped graphics, a moase, meni

The hisiory ol Xerox during this period shows a
company that stepped. back from technological leader-
ship into a form of incrementalisim, tnaking it comtont o
follow IBM's lead in olfice aulemation. fnoremenfalism
refers to adophing a praduzlist approadh thal plays it
safe, avoiding tt-‘L}E'l[ﬂlI]glLde]. leaps, large Tl:,ﬁ and con-
sequently the possibility of large returns. In 19!"., Xeror
decided to lammch the Model 800 magnelic tape word
processor tather than the Al because the Maodel 800
wid perceived as the safer bet. During the next five vears,
a series of ill-timed acquisitions, lawsuils, and reorgam-
zalions rendered the Alto a casmalty of inatteniion. What
division would overses ifs development and. launch?
Whose budgel would supporl I, and PARC i general?
By leaving such tough dedsions nmmade, Xerox wasted
valtable ime snd sguandered it technologmical window
of ap portunity, Tven when dear indications showed that
compelilor Wang was in line to introduce its own line
of affice systems, Xerox could not take the step o bring
the Alto to mearket. By 1878, Xerox's unique opportunily
was lost. No longer was the Allo a one-of-a-kind tech-
nology, and the company quietly shebred any plans for
its commercial imttoduction.

Pethaps he ulimale irony is fhis: Flere was a
cornpany that had made its name thuough the phenom-
enal sneeess of a highly mnevative product, the Model
514 photocopler, bul il did not know how fo handle
the opporfomitics presented by the next phenomenon.
The Alto was so advancer] that the company scooed
unable to comprehend is possibililies. Txecufives did
nol have a slralegic forms that emphasized a condinual

serecns, icons, sn Htherncl connection, a lager printon,
and word processing software. As a result of the com-
bined efforts of an impressive collecton of computer
science gemiuses headguartered at Xeroxs Palo Allo
Research Center (PARL), the Al was brealhlaking in
its inmovative appeal. Tt wag PARC answer to J(r:i'u::x’ﬂ
top management copunand o “hil a howme run Xerox
had pmﬂted earlier from just such a home run in the
form of the Maodel 914 photocopier, a technological
Innowvetion that provided {he impetus to tm Xerox
mio a billion-dollar company in the 19608, The Alto
represcnbed a similar achievement

What wenl wrong? What forces combmed to ensure
that no move than 2,000 Altos were produced snd that
neone was ever brought to markel? (They were used anly
mside the company snd at some university sites.) The
anwwer could lie in the muddled strategic thinking that
took place at Xerox while the Alto was n development.
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Progresaion of inmovation. Instead, they were ditectad
toward remaining necleand-neck with the competifion in
an incremental approach, When competitor 1M 1olcascd
A new electric typewriter, Merox respomded in the same
imeremental way The arganizalional struclure al Xerox
did not allow any one division or key manager to become
the champion for new techriologies like the Alto,

I 1978 Sleven Jobs, president of Apple Compuder,
was given a tonr of the PARC complex and saw an Allo
i use. He was so impressed with the machines features
and operaling capabiliiies that he asked when it was due
to be commercially lavmehed. When told that mach of
this technology had been developed in 1973, Jobs became
“physically sick,” helater recounted, af the thought of the
oppurtunity Xerox had forgone.

Questions
1. Do you see a logicsl combradiction in Xenvox's will-
ingness to devote millions of dellars to support
pure 1escarch siles like PARC and its refusal o
commetcially introdice the products developed?

. How did Xerox's strategic vision work in fayor of
or against the development of radical new tech-
Tulogtios such as the Alle?

. What other unforeseeable events contributed to

maldng Xerox's executives wwilling {o take any

new tisks prodsely at the Hme the Alto was ready

o beseleased?

“Radical innovation catnot be oo radical il we

want it to be commercially snccessful ™ Avmic of-

ther in favor of or apgainst this statemnent,
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