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Corporate Profitability Down as Competitive Intensity Doubles; 

Knowledge Flows, Not Knowledge Stocks 

SCDigest Editorial Staff 

T he severe global economic downturn has se-

verely shaken many aspects of general business and 

related supply chain thinking – what some are call-

ing a “new normal.” (See The "New Normal" for 

Supply Chain, Part 2.) 

 

A new, in-depth report from Deloitte consulting 

agrees – and actually tries to create an Index to 

measure how fast change is happening – a trend it 

calls “the Big Shift.” 

 

In fact, Deloitte says that “normal” may “be a thing 

of the past. Even when the economy heats up again, 

companies’ returns will remain under pressure. 

Trends set in motion decades ago are fundamentally 

altering the global business environment, abetted by 

a new digital infrastructure built on the sustained 

exponential pace of performance improvements in 

computing, storage and bandwidth.” 

 

As we reported last week, for example, Deloitte’s 

research surprisingly shows that there are has been 

a dramatic reduction in the overall Return on Assets 

(ROA) of US companies, which on average are today 

75% lower than they were in 1965. (See After Two 

Decades of Supply Chain Practice, Return on 

Assets for US Companies Continue to Fall, New 

Report from Deloitte Says.) 

 

The Three Major Sources of Change 
 

Deloitte organizes the major factors impacting the 

Big Shift into three main categories, which it calls 

“waves,” which it then uses to create a Shift Index. 

 

▪ Foundation Wave: Changes in the overall busi-

ness landscape, focusing on the role of digital 

technologies, especially with consumers, and 

on-going liberalization of government policies 

around the world. Together, says Deloitte, 

these two trends and related foundations have 

“systematically and significantly reduced barri-

ers to entry and to movement, leading to a 

doubling of competitive intensity.” It is this on-

going increase in competitive intensity that is 

largely at the core of why the ROA numbers of 

US companies have continued to fall despite 

substantial gains in productivity over the same 

time.  

 

▪ Flow Wave:  The increasing pace and ease in 

which knowledge, capital and talent move 

across a company and across the globe. How 

well a company manages its knowledge flows 

will be a critical determinant of its short and 

long term success, especially in this age of ex-

treme volatility. 

 

▪ Impact Wave: The business impact of the first 
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If businesses must change, their supply 

chains must evolve along with them. 

Digitization, knowledge flows, collabo-

ration, and rapid response capability 

will certainly be fundamental to those 

efforts. 

Supply Chain News: It is a New Normal Out There – and 

Deloitte Tries to Measure It 
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two changes, in terms of a variety of macro 

statistics around overall corporate financial 

performance and the competitive environ-

ment. 

 

The report contains some 135 pages of data and 

comment, and is available from its own Big Shift 

web site: Deloitte 2009 Shift Index report 

download. 

 

Below, we summarize some of the key data and 

conclusions that are likely to be of highest inter-

est to supply chain professionals. 

 

▪ Today’s digital technologies are being 

adopted at rates 2-5 times faster than previ-

ous “infrastructure” shifts, such as electricity 

and telephones. 

 

▪ The increase market and environmental 

volatility, combined with the increase in 

competitive intensity, has led to a doubling 

of what Deloitte calls the “topple rate,” or 

the pace at which top companies in a sector 
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lose their leadership positions. 

 

▪ The gap in ROA performance among firms – a key 

overall corporate and supply chain metric, continues 

to expand. “Winners” are barely keeping their ROA 

rates stables, while “losers” see rapid deterioration in 

performance. Rightly or wrongly, such ROA pressure 

is a key factor in many outsourcing decisions, as com-

panies seek to shed fixed costs and assets. 

 

▪ Relatedly, an increasing share of economic growth is 

going to “talent” rather than “assets.” 

 

▪ In the past, “stocks” of knowledge – such as proprie-

tary manufacturing processes, were critical for suc-

cess. Now, “flows of knowledge” within a corporate 

and its partners are becoming a key success determi-

nant. It cites SAP, for example, as having 1.5 million 

participants in its developer network, most non-SAP 

employees. A member posting a question gets a re-

sponse in an average of 17 minutes, and 85% of 

questions are ultimately flagged as “resolved.” The 

goal of “scalable efficiency” that companies have 

ROA for US Firms Has Declined 75% Since 1965 
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sought in the past needs to be comple-

mented by “scalable learning.” 

▪ Innovation more than ever is likely to come 

from the bottom up, not the top down, and 

integrated with “social media” and other in-

put from customers or potential customers. 

 

▪ Despite various protests against 

“globalization” from many quarters, con-

cerns amplified during the recession, overall 

economic freedom and liberalization have 

continued to grow at a substantial pace this 

decade, accelerating world trade volumes. 

 

▪ There is a trend towards migration of people 

to “creative” cities, which may in part re-

verse the overall US trend of movement of 

population from North to South and East to 

West. While overall that trend is continuing, 

“creative” cities such as Boston, Minneapolis, 

and Washington-Baltimore are also benefit-

ting. 

 

▪ “Interaction costs,” especially among busi-

nesses, are plummeting, based on digital 

advances. 

 

▪ Power is increasingly shifting from compa-

nies to customers. 

 

The increase in competitive intensity and the 

increasing power of customers are the key fac-

tors behind the remarkable over decrease in 

ROA performance by corporations, illustrated in 

the graphic  on page 2. 

 

As we noted last week, these ROA declines 

come during a period both characterized by sub-
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stantial productivity gains and a significant decrease in 

the effective tax rates on US corporations (about a 12% 

decline), both of which should serve to increase ROA. 

 

How can this profitability trend be reversed? 

 

Deloitte says it will “require a profound shift in thinking 

and a strong grasp of the forces – often overlooked – fac-

ing modern firms.” 

 

In particular, Deloitte says, “executives will have to focus 

on capability leverage mobilizing the resources of others 

to deliver more value (the numerator in the profitability 

ratio), rather than just cost reduction a driver of firm 

profitability.” 

 

That last comment certainly sounds like “channel mas-

ters” organizing to compete on a supply chain to supply 

chain basis. 

 

In the end, we’re not sure the quantification of the three 

waves into indices really adds a lot of insight – it is hard 

to really understand what the “slope” of the index line 

graphs really tell us. 

 

That said, that we are in a new world that is changing 

faster than many of us realize, and in ways most execu-

tives don’t understand or have much experience with, is 

made clear in this report. 

 

And if businesses must change, their supply chains must 

evolve along with them. Digitization, knowledge flows, 

collaboration, and rapid response capability will certainly 

be fundamental to those efforts. 

 

 

 


