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On the evening of 19th May 05, 50 of Europe’s Top ICT Leaders met at the top of the BT Tower to hear Ovum’s top analysts present “The Shape of things to Come” for the telecommunications, software and IT services sector in Europe and share in a unique networking dinner hosted by BT.
The evening raised over £100,000 for the Prince’s Trust Technology Leadership Group.

Richard Holway explains the theme for the evening
The fact that IT folk are generally an optimist bunch is to be applauded. We, on the otherhand, have been generally branded as “gloomy” since we first forecast future modest growth in IT spend as far back as 1999. Certainly our 2002 message at Ovum’s first Prince’s Trust event entitled “IT’s all over now” in November 2002 when we suggested that IT had entered its maturity phase, where future growth would be aligned more to 1xGDP growth than the 3-4xGDP experienced for the previous 40 years, produced a chorus of disagreement.

We, in turn have changed our message since 2002. We now believe that the share of GDP enjoyed by the ICT sector in the “developed world” is in decline and will continue to do so over the next twenty years. The chorus of disagreement has now changed its tune. Critics now say that this is far too gloomy and that ICT will grow in line with GDP!
ICT as share of Europe’s GDP will continue to decline

The problem is that this is a debate with very serious repercussions. Companies are still going broke today because they failed to take the measures required by these new market conditions. Investors continue to lose money. UK IT staff continue to lose their jobs.
And yet, many of the companies that recognised what was happening have prospered. In particular those that have trimmed costs relentlessly (particularly by the increased use of offshore development resources) and sensible consolidation-type M&A thus boosting both top line and bottom line by the elimination of duplicated costs.

Of course there are – and will continue to be – sectors of the IT market which grow at rates far in excess of GDP. IT-related BPO is one of the most significant examples. But – and this is where our world has changed so dramatically – growth in these areas is more than compensated for by declines in other sectors.
For 40 years we relied on the “sum of the parts” growing the total. That is just not true anymore as the chart below, which amalgamates all aspects of ICT spend in Europe (including hardware and telecomms as well as software and IT services), shows.
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Learning from history

 “If history is any sign” we really should be looking at what has happened in other sectors which have been built on engineering or technological innovation. We could provide many examples from railways and canals to air travel to illustrate my point. But the one we have used several times before is the automobile sector.
I’m sure that back in the 1960s, the optimistic car makers of the day believed that their market growth would just go on and on forever. Indeed, in many respects it has! Three times more cars on Britain’s roads, miles driven up even more, the birth of the two or more car family, fantastic advances in reliability, performance and efficiency  and consistently high innovation making new models into “must haves” because of undreamt of features like air conditioning or satellite navigation.
BUT, despite all this, automobiles now represent a lower share of GDP than they did in the 1960s and an even lower share of our own personal expenditure budgets.
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There are some other very hard lessons to be learnt from the history of the automobile sector. In the 1960s, practically all the cars on America’s roads were built in the US…now it’s barely 60%. Cheaper “offshore” manufacturing has taken many jobs away.

Consolidation

Consolidation in the automobile sector now means that 80% of the world’s cars are built by just six global groups. Many of the most famous marques have gone. Common components and floor plans are essential to any kind of success. And, as MG Rover has eventually found out, you really can’t survive as a small player in the volume market. 

In 2005, several of the world’s largest automobile manufacturers have reported dismal results and seen their debt ratings reduced to junk bond status. 

Surely “if history is any sign” isn’t it about time we all faced the reality that ICT’s future is much more likely to follow the pattern of the automobile sector than to somehow defy gravity and grow forever?
We believe that the ICT sector will follow the example of the automobile sector and consolidate. The largest of the ICT companies will control more and more of the global market.

Look East

But, of course, the mature growth we predict only relates to the “Developed World” – the USA and “Old Europe in particular. The Emerging Markets of Eastern Europe and India will grow much faster. And if you want double-digit ICT growth – then go to Russia or China. 

Indeed, we think it is wrong to only look on India or China as just  “resource centres” where manufacturing or software development can be undertaken more cheaply. These are huge markets. Indeed, by 2050, China is forecast to have GDP significantly larger than the USA. We should be looking at these countries as markets for our services or bases for our companies.

Shapes of things to come?
We would contend that the three shapes that best convey the Shapes of Things to Come in the ICT world in the next 20 years are these:-
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1 – An ICT market where its total share of European GDP will decline from around 7% in 2000 to around 6.5% by 2025. For the first time in 40 years the “Sum of the Parts” will result in a total that declines. There is no “Rising tide to lift all ships” on the horizon. But there will still be huge opportunities for sub-sectors of the market to growth significantly. Finding those growth sectors is even more important for both survival and success than ever before.
2 – A world where the Developed countries will lose their dominance of the ICT sector with countries like China becoming hugely more important – both as suppliers and as markets.

3 – A world where a small number of ICT companies will control an ever larger proportion of the global market.

And we would expect China to own at least one of those global ICT players.
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