What are the Dangers in Growth?

Apart from the growth syndrome there are other risks of losing money while doing diversification with the hope of farthering growth.

The immediate danger means the risks of putting further money in the plight of growth. Eventually risks means waste of resources.

So, Danger = Risks = Waste of Resources

It can happen in any of the following conditions:

i. Research and Development:

Refers to Research and Development. Research means long-term investment in developing a product with the duration exceeding three years or more. Basically Research means innovating new products or processes that have fundamental new concepts and ideas along with market. The new product obviously brings about premium profits and it is lucrative to the investors. But the risks of investing on research project are a costly venture, as the risk of failure is high. Guarantees are poor, once it succeeded the Return on investment would be huge on a multiple ways like – selling and copyrighting too.

Development means the modification, improvement and augmentation of the existing product or service. Normally changing or adding features to its current products, or changing models and designs are included in these development projects, which last no more than three years. Relatively short-term objectives and benchmarks are set to achieve. These projects are relatively safer.

More R& D expenditures means more new ideas and products and good competitive edge. But the ratio of success and failure is the risks of capitals. Most of the R&D resulted in disasters. The company must anticipate those losses in advance in case of product failure.

ii. New Product failure:

New product failure = Economic waste.

Even after doing ample researches new products could fail in the market. E.g., Du Pont’s Corfam in the 1964 is the example (Loss US$100 million), production terminated in 1971. This is an artificial leather tried to replace the natural leather usage, but initially though found to be successful, eventually turn over was not up to the mark. Consequently, the French company Dupont incurred millions of dollars losses. Only 20% of the total new developed products could survive in the market. Out of 58 new ideas 01 comes to light. EDSEL of Ford collapsed after 2years of marketing (US$350 million). 
iii. New venture disaster:

New venture disaster = Poorly conceived

E.g., Ford’s Edsel car incurred losses more than two hundred million US$, which is known as a venture poorly conceived. Another consumer research turned out as why consumers don’t like it – for the front looking. Consumers in the 1970s get it like horse-faced bonnet. So, it could not impress the car users as such.

iv. Investment lost in acquisition.

Sometimes diversification refers to acquisition. This is one of the easiest ways to expand the businesses, also increases the stock prices very quick and hefty. In other words, stock price increases without its direct performances or activities. 

The following companies did expanded their businesses by expanding product lines which they were not used to, though succeeded in the first place, but eventually failed. So, investment lost in acquisition.

