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=. Boom and Bust in the Market for DRAMs (< K fELA ST ER 3 XS5 1)

For much of the first half of the 1990s, the semiconductor industry seemed like one of the most
extraordinary moneymaking machines ever invented. In no case has this been more true than in the
market for dynamic random access memories (DRAMs), the memory devices used in personal
computers (PCs), which account for about one-third of all semiconductor sales. In 1993 the global
market for DRAMSs was valued at $13.6 billion. In 1994 it increased to $23.1 billion, and in 1995 it
surged to a staggering $55 billion.

These huge industry profits, however, became a signal for incumbent companies to expand their
capacity and for new companies to enter the semiconductor industry. Starting in late 1994, an
increasing number of companies announced intentions to invest in semiconductor fabrication
facilities. Those jumping on the capacity expansion bandwagon included Micron Technology, which
in June 1995 unveiled plans to invest $2.5 billion in a new fabrication facility in Lehi, Utah, that
was scheduled to begin production at the end of 1996. When Micron made its announcement,
almost 100 new semiconductor fabrication facilities were being constructed around the world, many
of which were scheduled to come on line in 1995 and 1996. Moreover, by the end of 1995, plans to
build another 100 facilities had been announced.

In the fall of 1995 the other shoe dropped. After four years of rapid growth, there was a sudden
slowdown in the growth rate of personal computer sales, particularly in the huge North American
market. When the anticipated surge in Christmas sales of PCs failed to materialize, PC
manufacturers found themselves holding too much inventory. They responded by cutting back
dramatically on their orders for DRAMs. The result was that DRAM sales volume and prices
slumped. Between late 1995 and March 1996, DRAM prices fell from $14 per megabyte to $7 per
megabyte. The consequences included falling profit margins for DRAM companies.

Reflecting the widespread perception that a situation of excess demand and rising prices had
been replaced in short order by one of excess supply and plunging prices, the Philadelphia
Semi-Conductor Index, a measure of the share price of American semiconductor companies, fell by
45 percent between September 1995 and March 1996. In February 1996 Micron Technology
responded to this situation by dramatically slowing down the construction schedule for its Lehi
facility, pushing out the start date for volume manufacturing another two to five years. Nor was
Micron alone; by spring 1996 companies around the world were also announcing that they had put
their capacity expansion plans on hold.

Questions:

1. Analyze the competitive structure of the DRAM market. (10% )
2. Using this analysis, explain why the industry has been characterized by boom and bust cycles.
(10% )
3. If you were a company such as Micron Technology, what strategy might you adopt to deal more
effectively with the boom-and-bust nature of the industry? (10% )
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