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SITUATION

Consumer Electronics Manufacturer is one of the market leaders in the global memory chip
industry, holding dominant positions in DRAM and flash memory. In 2005, it

generated $78.5 billion in net sales, with $66 billion in assets and 113,000

employees. Since 1992, it has led the DRAM market and consistently

achieved the highest profitability among competitors. Electronics Manufacturer-s
commitment to research and development (R&D), strong intellectual

property portfolio, and manufacturing excellence have allowed it to sustain

its leadership. While DRAM has been its traditional stronghold, market trends

indicate a shift in demand toward Flash memory, fueled by the growth of

digital cameras, mobile phones, and consumer electronics. Electronics Manufacturer has
recognized this shift and is actively expanding its flash memory production,

leveraging its efficiency and process innovation.

However, Chinese competitors such as Semiconductor Manufacturing

International Corporation (SMIC) are aggressively entering the

semiconductor space, following a strategy similar to the one Electronics Manufacturer used
against Japanese firms two decades earlier. These Chinese firms are backed

by substantial financial investments, government incentives, and foreign

partnerships. While Electronics Manufacturer continues to innovate in high-performance
memory chips, it faces an evolving competitive landscape where Chinese

firms prioritize market share over profitability. The industry is also cyclical
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with memory chip prices subject to sharp fluctuations. Despite its financial

strength and technological lead, Electronics Manufacturer must strategically position itself to
defend against cost-based competition from China while maintaining high

margins and technological superiority in the premium semiconductor market.
COMPLICATIONS

Electronics Manufacturer faces several key hurdles that could challenge its continued market
dominance. First, Chinese firms like SMIC are leveraging financial support

from government initiatives, cheap capital, and foreign investments (such as

Motorola’s $1 billion investment in SMIC). These companies are willing to

operate at lower margins to capture market share, a strategy that threatens

Electronics Manufacturer-s profitability.

Second, the memory chip industry is highly cyclical, with sharp fluctuations

in pricing. Electronics Manufacturer had successfully found solutions to past downturns, but
increased competition may intensify future market corrections, reducing its

ability to sustain high margins.

Third, Electronics Manufacturer must address intellectual property risks associated with
China. If it partners with Chinese firms, it risks losing proprietary process

technologies, which could be used against it in the long term. China's weak

IP enforcement mechanisms further exacerbate these concerns.
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Fourth, the declining growth of DRAM presents a challenge, as PC demand

has dropped from 80% of the DRAM market in 1990 to 67% in 2003, shifting

demand toward consumer electronics and telecommunications. This shift
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requires Electronics Manufacturer to reposition itself within the industry.

Finally, the rising cost of semiconductor manufacturing is one of the main

concerns. The cost of building a new semiconductor fab has increased from

$200 million in 1985 to $3 billion in 2004, meaning Electronics Manufacturer must carefully
allocate resources to remain competitive.

ENABLERS

Despite these challenges, Electronics Manufacturer has several strategic advantages that
position it well for continued dominance. First, it has remained the number

one DRAM manufacturer globally since 1992, giving it unmatched market

experience and brand strength. Electronics Manufacturer-s brand value increased from $5.2
billion in 2000 to $12.6 billion in 2004, ranking it ahead of key competitors

like Philips, Kodak, and Panasonic.

Second, Electronics Manufacturer has a world-class R&D division, with its centralized R&D
and production hub in South Korea ensuring tight integration between

research and manufacturing. This leads to rapid innovation cycles and high

production yields.
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Third, its cost and process efficiency provide a competitive edge, with 12%

cost savings on fab construction due to a colocation strategy that integrates

design, production, and quality control. Electronics Manufacturer-s defect-free, high-yield
memory chips allow it to command a 1% price premium from OEMs,

reinforcing its high-quality reputation.

Fourth, Electronics Manufacturer-s diversification strategy beyond DRAM strengthens its

position. Its expanding focus on flash memory aligns with double-digit
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growth trends in consumer electronics, ensuring future revenue streams.

Finally, Electronics Manufacturer's financial strength is a significant enabler. With $47 billion
in cash reserves in 2003, it has the capital to invest in next-generation

semiconductor technologies while maintaining higher operating margins

(57%-67%) than competitors like Micron (-7% to -96%) and Infineon

(32%-65%).

CORE QUESTION

While facing rising Chinese competition, should Electronics Manufacturer collaborate with or

compete against Chinese manufacturers?
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