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Inventions and Innovations

worked at in the past was willing to put money into research and

development for one product while denying funding for another? Or
have you wondered why some additional product features for an existing
product were funded while another set was not? Did you think all of those
decisions made sense or were arbitrary and capricious?

How many times have you had a great idea that you didn’t follow up on,
only to find a year later that a complete stranger not only had the same idea
but turned it into an actual invention with a patent and a market? Did you
kick yourself because that person has fame and fortune and you don’t?

Not many of us have the genius of Thomas Edison, yet as Edison said,
“Genius is 1% inspiration and 99% perspiration.” Why is it that some ideas
just stay ideas, other ideas become interesting inventions, while yet other
ideas not only become inventions but are considered so innovative that they
change how people lead their lives? Edison had the ideas and the work ethic
to try to repeatedly fail. In spite of those failures, he ended up with 1,093
patents and created the lightbulb and electricity, the phonograph, and film
projectors and motion pictures.

So, what’s the difference between an idea, an invention, and an innova-
tion? Is the process truly random and subject to finding an Edison, or is there
a process to help the transition along? What are the different types of inven-
tions from the point of view of business versus technical and internal versus
external? What are the different types of innovation, and how should we
think about and consider them?

It's important as a foundation for understanding the rest of the book that we
understand these questions and start to garner some idea about the difference
between ideas, different types of inventions, and different types of innovations.

3

Have you ever wondered why the company you are working for now or
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Inventions and Innovations

Two of the most important and distinctive utilizations of the words invention
and innovation demonstrate how far apart people’s perceptions can be. The
following are two utilizations, critical to defining the extreme ends of the
invention/innovation process:

e Patents are granted for inventions, not innovations.

e (ustomers buy innovative products, not inventive products.

It is important that the business processes used to identify and deploy
innovations take into account that there is a tremendous difference between
coming up with an idea, turning the idea into an invention, and finally evolv-
ing the invention into an innovation. Figure 1.1 shows these three ever-
higher, more difficult to achieve planes of idea, invention, and innovation. It
is critical to understand the transformative impact and value of the idea and
the invention on a consumer’s lifestyle.

An invention is something that is created from an idea. For example, an
invention could be a new manufacturing method, a new product feature, or
a new internal business process. It is important to realize that the mere defi-
nition of an invention does not make it intrinsically valuable. It often has a
potential value and is therefore categorized as intellectual property. But, until
it is deployed in some way, it should not be considered an innovation.

Transformative
Value

Innovation

Invention

Ficure 1.1 The three planes of idea, invention, and innovation
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Once an invention is implemented, packaged, marketed, and deployed, it
still may not be an innovation. At this point, it is only a new product,
method, or feature. If the product is poorly marketed or poorly accepted, then
the invention may not have the potential to become a true innovation. Or, the
limitation may be in the packaging, marketing, or price, and the invention
still retains innovation potential.

Only after a deployed invention has been used and accepted by the con-
sumer and has been deemed by the consumer to add some form of real, positive,
and transformative value will the consumer perceive the original invention as
an “innovative” product. It is at this point when the consumer perceives some
degree of transformative value that the original invention and the deployed
product that utilizes the invention both become branded as an innovation
and the common blending of the words invention and innovation occurs.

As illustrated in Figure 1.2, many terms apply throughout an invention-
to-innovation process. Inventions start out as discoveries that create a new
technology, define a new approach, and fulfill a perceived need. If a discov-
ery is then deemed to have possible value, the discoverers will utilize the
invention by creating a product or a process resulting in intellectual property,
patents, and assets.

Once an invention has been “fleshed out” into a utilizable product, it can
then be marketed. It is through the marketing process that the original dis-
covery is introduced to the consumer. How the consumer perceives and uti-
lizes the product and then how the consumer subsequently values the
deployed product determines whether the product is merely competitive with

Approach Nice to )
Vision Product Have Lifestyle
Impact
S
Idea Process S Accepted Needed
Need 2
=
Patent E Existing New Market
Concept § Market
Asset 7] o
i Utilized Sticky
Method -
Intellectual . .
Technology Property Easier Timesaving

Discovery Utilization Incremental Disruptive

Invention Innovation

FIGURE 1.2 Inventions versus innovations
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existing products or is innovative to some degree. This could be summarized
as a product’s transformative value or transformative impact. In other words,
how much does the new product transform a consumer’s life or business?

New products that deliver no real transformative value are merely compet-
itive and in a consumer’s eyes have delivered no new properties that the con-
sumer would perceive as innovative. The introduction of a flashy new cell
phone model but with no new features should be considered as merely com-
petitive in nature. Such innovations deliver only incremental value to an
already existing market.

The introduction of a new product that creates a new market, that is
described as “needed,” and that has a real, identifiable transformative impact
on consumer and business lifestyles would be described as a disruptive inno-
vation. The introduction of the Apple iPhone and the RIM BlackBerry created
the smartphone market. Although primarily still cell phones in nature, smart-
phones had features that created a lifestyle and timesaving impact that is
transformative.

We will discuss how to force inventions to become innovations in later
chapters.

BoB SHouLb ConsIDER’
® Have we identified what our customers would consider innovative?
® How do we define the transformative value of our products?
® Do we have the inventions needed for new innovations?

® Are we pursuing competitive, incremental, or disruptive innovations?

1. Throughout the book, we will use a “Bob Should Consider” section to specify the questions
that a fictitious innovation expert named Bob would be asking as he ponders the aspects of
innovation that we have just discussed in the book. These questions are meant both to
summarize the main points of the prior discussion and to provide an initial set of specific
discussion points that you and your colleagues should consider for the innovation opportu-
nity at hand.
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Inventions and Randomness

Many companies encourage their employees to be inventive and provide sug-
gestions, no matter how big or small. They say things like “We need every
employee to be inventive. No idea is a bad idea. All ideas will be considered
for our new products.” Although we are not saying this is a bad idea, such
ideas will tend to be incremental and not transformative. Employees are
expected to do more with less these days, and few have the time to think
about anything outside their bailiwick. Simply, it’s not how a transformative
innovation process will typically take place.

If I were to blindfold you and ask you to find the single blue marble in a
bucket of 100 red marbles, your chances for success would be very limited,
especially if every time you pulled out the incorrect marble you had to return
it to the bucket. The invention and innovation processes currently utilized by
many companies do not vary a great deal from this seemingly endless and
fruitless process. Ideas are proposed, quickly reviewed, and then either dis-
carded or scheduled for further evaluation.

I describe this current invention and innovation process as being “random”
in nature. The typical innovation process has quite an element of pure chance
involved. The processes that companies implement, often based on input from
innovation consultants, are designed to maximize the potential for finding
viable inventions in spite of the underlying randomness of the process.

Generally, the current invention and innovation processes, such as they
are, attempt to reduce the impacts of this randomness by proposing that com-
panies follow three primary innovation rules, as listed here and depicted in
Figure 1.3. These innovation rules are not significantly different from many
approaches of increasing your chances of winning the lottery:

¢ Increase the number of inventors: This is done by “empowering” all
the employees, creating innovation teams, and so on. Increasing the
number of inventors, just like buying more lottery tickets, increases
the probability that you might hit a winner.

e Increase the odds of recognizing a potentially viable invention: This
is done by changing the way managers work with their teams, creat-
ing innovation review councils, and so on. When managers are taught
how to calculate the odds of winning a particular lottery game, then
they can maximize potential wins by ensuring employees play in the
right games.
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INVENTIONS AND INNOVATIONS

Approach

Need Technology

Method

Concept
Randomness

Increase
Empowered Number of
Elplovees Inventors
Management Increase
Techniques ChanCe.s.of
Recognizing
Executive Incrgase
Decision R|§k
Making Taking
Invention

FIGURE 1.3 Inventions and randomness

e Increase the number of attempts the company tries to deploy new
inventions: This involves greater risk and requires changing the
decision-making and investing process of the executive team.
Essentially, the thought here is that the more times a company plays
in the innovation lottery, the more likely it is to win.

Google is almost universally regarded as a highly innovative company.
Google follows the common innovation rules:

e Google allows its employees to spend 20% of their work week inno-
vating relative to any topic they want.

¢ Google has monthly innovation review meetings and open-door poli-
cies to allow employees free access to management.
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e Google executives are willing to deploy virtually any reasonable
invention on a beta prototype basis and allow the employees to main-
tain it during their 20% innovation time.

Google’s goals for implementing these internal innovation policies are
twofold:

e Find ways to generate additional revenues from search advertising.

e Find new products, markets, and revenue streams that are not depen-
dent on advertising.

Google has succeeded tremendously at the first goal of increasing ways to
deliver ads and increasing search advertising revenues. The introduction of
astounding new innovations such as Google Earth has succeeded in chang-
ing the very name Google from a noun into a verb, as in “to Google.” Google
has succeeded tremendously at deploying incremental innovations that max-
imize the benefit of its original disruptive innovation. We will discuss later in
this chapter the concepts of incremental and disruptive innovation.

With regard to the second goal of becoming less dependent on a single
revenue stream, Google has been much less successful. In Google’s latest
annual report, the company states, “Advertising revenues made up 99% of our
revenues in 2006 and 2007 and 97% of our revenues in 2008. We derive most
of our additional revenues from offering internet ad serving and management
services to advertisers and ad agencies, the license of our web search tech-
nology and the license of our search solutions to enterprises.”

As we shall see later, the perceived randomness of the current invention
process, and similarly the randomness of the innovation process, can be elim-
inated by following a targeted invention and innovation process.

Bos SHouLb CONSIDER

® Do our invention and innovation processes have an underlying founda-
tion of randomness?

e |f we are trying to be transformative, when we select ideas for generat-
ing new products, are we considering the transformative impact on our
customers of those products?

® How much are our invention and innovation processes costing us
because of the underlying randomness?

2. Google, Inc. Annual report, form 10-K. Filing date 2/13/2009, p. 38.
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Types of Inventions

Not all inventions are created equally. They are particularly different in how
those inventions can be evolved into marketable products. Having an under-
standing how companies create inventions, how those inventions should be
properly treated as intellectual property, and how that intellectual property
can be used to create new product innovations is critical. Inventions can be
divided into three major categories, as depicted in Figure 1.4. These categories
are defined as follows:

e Foundational invention: Foundational inventions create a basis for
application. They are very much a new form of a “raw material.”
Examples could be the invention of nylon or the transistor. Although
the invention is valuable by itself, the true transformative value lies in
the applications of the foundational invention to create inventions in
the other two categories of invention: functional and product.

¢ Functional invention: Functional inventions are generally an applica-
tion of a foundational invention. Functional inventions can become a
product innovation directly as in the case of Velcro (which makes use
of nylon) or an integrated circuit (which makes use of transistors). The
functional invention can also be used as a component of the third
invention category: product invention.

¢ Product invention: Product inventions are the integration of one or
more foundational, functional, and/or product inventions. For

Nylon —— > Rope
> Velero — | ) ,
Hook and Loop //”' —» Children’s Shoe
Fastener
Fastener T
| ouchscreen —— |
T~ > NintendoDs
Touch Panel | Y
[ Multitouch ATM
/ Screen | —
Software =™/ | Accelerometer — 1 iPhone
- f
Integrated / [ Cell Phone
Circuits
Foundational Functional Product

FiGure 1.4 Types of inventions



BUSINESS VERSUS TECHNICAL INVENTION 11

instance, the use of Velcro on children’s shoes or in other situations
where knots might come undone is an example of a product invention
that utilizes a functional invention (Velcro) that is based on a founda-
tional invention (nylon).

Each of these types of inventions, once developed into a product, mar-
keted, and accepted can become an innovation. Parents love Velcro shoe ties
for their kids, but they rarely think, “Wow, nylon is so cool and innovative.”

Depending on the type of business lifestyle (job) or personal lifestyle a
consumer has and how specific invention types apply to those lifestyles, each
of these three types of invention (foundational, functional, or product) can be
viewed as equally innovative. The key for all of them, however, is still the
degree of transformative impact and value.

BoB SHouLD CONSIDER
What kind of inventions do we own?

e Are our inventions foundational, functional, or products?

What kind of inventions do we want to create?

What kinds of inventions are needed for us to create new, innovative
products?

Business versus Technical Invention

Inventions are not limited to physical creations as the previous discussion
might imply. Business inventions often take the form of a logical business
process. These logical business processes can then be manifested physically
by implementation within software packages or computer hardware or even
can be mechanized through the use of physical implementations such as robots
on an assembly line. When considering invention and innovation processes
as well as determining the transformative value or impact of an invention, it
is important to understand why particular inventions have the transformative
impact that they do and what the underlying concepts of the invention are.
With this in mind, inventions can also be classified by the types of creations
they are based on:



12 CcHAPTER T  INVENTIONS AND INNOVATIONS

e Conceptual inventions such as a political system like democracy
e Logical inventions such as project management techniques

e Physical inventions such as an electric motor or an Apple iPod

Conceptual inventions, in addition to providing the founding principles of
much of our lives, are also the foundations of the other two types of inven-
tions: logical and physical. Conceptual inventions lead to logical inventions,
which then can lead to physical inventions.

For instance, the conceptual invention of music led to logical inventions
such as defining different tones and musical notes and the sequencing and
duration of those notes. These logical inventions then led to the development
of physical inventions such as sheet music, flutes, drums, CDs, and iPods.

If we didn’t have the conceptual invention of music, we would very likely
not need an iPod. Even more important to understand is that without the con-
cept of music, an iPod would likely have little transformative value.

Figure 1.5 depicts how inventions evolve from conceptual into logical and
finally into physical inventions. As depicted in the figure, the concept of proj-
ect management created the logical process of utilizing a Gantt chart. This
usage of Gantt charts eventually led to the creation of physical inventions
such as Microsoft Project in order to simplify and automate much of the pre-
vious logical process. All three (project management, Gantt charts, and
Microsoft Project) could each be termed innovative based on their individual
degree of transformative impact and value.

Once a logical or physical invention evolves into product form, it is then
often referred to as a business or technical invention. The distinction of

Analyze Data — Worksheets — Microsoft Excel
Project Management ———(4—» Gantt Chart —t> Microsoft Project
. Technical
Architecture > A e CAD Software
Drawing
Mass Interchangeable .
Production I Parts I Assembly Line
Conceptual Logical Physical

FiGure 1.5 Evolving inventions
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whether a product is a business invention, a technical invention, or both is
often a seemingly arbitrary assignment.

Examples of logical inventions that would be viewed as business inven-
tions include areas such as management styles, governance, and decision-
making processes.

However, not all logical inventions are considered business inventions. For
example, a new way of assembling computer circuits would be designated a
technical invention.

The concept of analyzing and manipulating information can be greatly
simplified by the utilization of a worksheet to arrange the information in an
easy-to-view, logical manner. Prior to 1979, this process was largely manual
and tedious. It would have been called a business process. The manual
processes of utilizing a worksheet were then automated with the invention of
physical inventions such as VisiCalc and Microsoft Excel. These physical inven-
tions are still called business inventions since they deliver the same business
processes that could be performed manually. However, they are also called
technical inventions because they utilized new technologies, such as the data
cell structure, to deliver business process improvement.

Figure 1.6 shows how inventions can be technical inventions, business
inventions, or both. In addition, all of these inventions can potentially be
product inventions.

The following chapters utilize extensively the definitions of different types
of inventions and will define when it is critical for you to distinguish between
the various types. The goal of delineating these invention types is to eliminate

BUSINESS
INVENTIONS

TECHNICAL
INVENTIONS

Microsoft
Excel

Worksheets

Data Cell
Structures

Microsoft

Gantt Chart Project

Technical Graphing

Drawing

CAD Software

Worker
Specialization

Interchangeable
Parts

Assembly
Line

PRODUCT INVENTIONS

FIGURE 1.6 Business versus technical inventions
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the randomness of existing invention and innovation processes by under-
standing the types of inventions required or utilized in a particular situation.

Bos SHouLb CONSIDER
e Can we categorize our inventions as conceptual, logical, and physical?

® Do we understand the underlying concepts and logical inventions we
utilize in our products?

e Have we considered what new physical inventions we could create from
our existing conceptual and logical inventions?

® How do our conceptual and logical inventions differ from those of our
competitors?

e Are our physical products limited by the conceptual and logical inven-
tions we utilize?

Internal and External Inventions

All companies have to perform a balancing act when it comes to the budget
allocations for developing and/or deploying new inventions. When an inven-
tion is productized and deployed, either it can constitute an internal deploy-
ment that primarily impacts internal company processes, or it can be an
external deployment in the form of a customer-utilized product. All too often,
companies will realign their budgets to favor internal inventions and will not
keep a reasonable balance of external versus internal invention.

Internal inventions are those where the transformative value of deploying
the invention primarily benefits the company. Conversely, external inven-
tions exhibit a transformative value that benefits the customer.

As illustrated in Figure 1.7, budgets shift toward internal invention
because of three overriding drivers:

e (Cost reduction: Cost reduction is the easiest to understand since the
only way to reduce costs is through internal changes such as process
improvements, staff reductions, and sales commission modifications.

¢ Infrastructure investments: Infrastructure investments can be viewed
in two ways. First, legacy infrastructure costs may reduce external
invention flexibility and drive invention budgets toward internal



INTERNAL AND EXTERNAL INVENTIONS 15
Cost

Customer
Needs
Reduction
Age of
Intellectual
Infrastructure Property

Investments  INTERNAL
INVENTIONS

Revenue
Creation

Competitive
Pressures

FIGURE 1.7 Internal versus external innovation

inventions. Second, new external inventions may force new infra-
structure investments for productivity gains and again drive budgets
toward internal invention.

e Age of intellectual property: As existing company inventions age,
they will most likely become less competitive. This aging demands a
continued investment in external invention. If external invention is
ignored for too long, the costs of becoming competitive again through
new external invention may become too great, forcing budgets toward
internal invention.

Internal invention is the pursuit of new inventions that will enhance the
business processes that a company currently has in place. Internal inventions
can be business inventions such as job sharing, cross-training, offshoring, or
outsourcing. Internal inventions could also be technical inventions such as
data-center consolidation or process automation.

Figure 1.7 also points out the three overriding drivers that tend to push
budgets toward external invention:

e Revenue creation: The continuous need to increase annual revenues is
a major driver of budgets oriented toward external invention.

e (Customer needs: Existing customers expect annual enhancements to
products in order to justify their annual payments or purchases.

e Competitive pressures: As markets age, the number of competitors
will normally increase, and product features will begin to commodi-
tize. This commoditization lowers the value of existing external
inventions and drives budgets toward new external invention.
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External invention is the pursuit of new inventions that have a direct
impact on the business or personal lifestyles of the company’s customers.
These would include any invention that tends to maintain competitive posi-
tion or that extends competitive position through either enhancements to
existing features or creation of entirely new markets.

As we will see later, as a company ages, it will shift its innovation from
external to internal and inadvertently exposes the company to ever-increasing
competitive pressures and eventual irrelevancy as others produce transforma-
tive value that causes its products to be leapfrogged.

BoB SHouLD CONSIDER

e What are the company's current circumstances that require more focus
on either internal or external invention?

e Are we focusing too much budget on external invention that could
create an opportunity for a low-cost competitor to displace us?

e Are we focusing too much budget on internal invention and cost reduc-
tion that could cause us to fall behind in delivering transformative
value to our customers?

e What is the age of our intellectual property, and does it need to be
refreshed?

® Have we examined the possibility of a new external invention being
brought to market by ourselves or our competition that could change
our market position?

Disruptive Innovation

We have discussed the concept of transformative value as a gauge of the
innovativeness of a deployed product. A new product with little or no trans-
formative value would not be considered beneficial to the company and, as
we shall see shortly, can actually damage or destroy a company’s competitive
position.

A new product or feature that delivers a very large transformative value is
often described as a disruptive innovation. Disruptive innovations create a
significant change and/or improvement in the business or personal lifestyles
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of the innovation’s consumers. The best way to view disruptive innovations
is to consider them market makers and market changers.

Companies that deliver a product with disruptive innovations will often
quickly become the dominant player within their market. The company may
also own the key intellectual property needed to maintain the market domi-
nant position for quite some time.

Disruptive innovations are most often delivered by new companies. Unlike
older companies, new companies rarely have the overriding drivers that we
discussed previously that will force budgets toward internal invention: cost
reduction, existing infrastructure investments, and age of intellectual prop-
erty. The lack of these internal invention pressures allows the new company
to be driven by pressures that force external invention.

However, new companies are often under even greater revenue pressures
than old companies and therefore will target their external inventions into
very specific, targeted areas. It is this targeting of external inventions, dis-
cussed later, that is so critical to finding disruptive innovations. In most
cases, the very fact that the new company was founded on a single, specific
invention is the reason that a disruptive innovation came into being at all.

Google disrupted the Internet web search market with its new search
engine. The Google founders started with a targeted, specific goal in mind:
Create a better web search algorithm. But, when Google started making the
algorithm available to the public for searching, there was no clearly defined
method of creating revenue from that search process. It was only later that
the Google search engine invention was wrapped within a second invention, an
advertising auction invention, that a new way of earning revenue was created.

At the time of Google’s introduction, Microsoft was one of the largest and
most profitable companies in the world, and Microsoft controlled the search
engine market through a multipronged product offering:

e Produced and monopolized the operating system running on virtually
all PCs
e Developed and delivered the primary browser in use

e Created the Microsoft Network (MSN) to profit from consumers’ con-
nectivity and search activities

In spite of Microsoft’s dominance and virtual control of the search engine
market at the time of Google’s arrival on the scene, Google now controls more
than 75% of the search/advertising market and garnishes almost 90% of all
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new growth in the market. Google ripped the market away from Microsoft by
creating a tool that did the following:

e Was easy to use

More effectively found websites based on search queries

Delivered a wider variety of content

Returned search results much faster

Successfully monetized the search process

In addition, Google out-marketed Microsoft by more effectively hyping its
own technology and by turning the corporate name into a verb, as in “to
Google.” Google took its invention and through effective marketing high-
lighted the impact on consumer lifestyles and created a highly disruptive
innovation with a huge transformative value.

Figure 1.8 shows a sampling of disruptive innovations, the market they
were targeted at, and the lifestyle impact they delivered. For instance, the
Apple iPod seized the portable media market in 2004 from Sony though the
latter controlled the following:

e Sony Walkman and Sony Discman

e (Contracts with leading music artists

e Half ownership of Sony BMG music, the world’s largest independent
music publisher

iPhone Mobile Phone Flexibility, Ease of Use, Expansion
Jelly Belly Candy Variety, Personalization, Gourmet
Text Messaging Mobile Phone Socializing, Nonverbal, Content
iPod Portable Media Size, Battery Life, PC Integration,
Player Different Media, Storage Capacity
Instant Coffee Beverage Time, Shelf Life
Seat Belts Safety Harness Reduce Injuries, Save Lives
Innovation Market Lifestyle Impact

FiGure 1.8 Disruptive innovations and lifestyle impact
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Apple disrupted the market by introducing a completely new form of
portable player that had huge impacts on consumer lifestyles and greatly
exceeded the ease of use of existing products.

Apple and the iPod offerings are an example of an existing company
entering a completely new and different market, creating a disruptive inno-
vation, and causing a complete shift in the portable media player market.

Disruptive innovations can have a direct, disruptive impact on existing
markets. Figure 1.9 shows how some products have impacted existing mar-
kets and/or created new markets.

, Accelerated Commoditization of Printed Books Market
Amazon Kindle E-books Established Viability of E-book Market
. . Accelerated Commoditization of Key Pad Cell Phones
iPhone Mobile Phone Created Multitouch Cell Phone Market
Jelly Belly Candy Disrupted Jelly Bean Market
. . Commoditized Mobile E-mail Market
Text Messaging Mobile Phone Created Mobile Text Messaging Market
iPod Portable Media Commoditized Portable CD Player Market
Player Disrupted Portable Digital Player Market
Innovation Market Market Impacts

FIGURe 1.9 Disruptive innovations and market impact
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Incremental Innovation

Unlike disruptive innovations that have a large transformative impact, incre-
mental innovations are delivered by inventions that do not cause a major shift
in an existing market or create a new market. Incremental inventions/inno-
vations have a much smaller transformative impact by adding features to an
existing product or process that were originated by a previous disruptive
innovation.

Incremental innovations can improve competitive positioning for the com-
pany that is delivering the incremental invention and may increase the
company’s market share and revenues. Consumers would look upon these
types of incremental inventions as positive innovations and may be willing
to pay an increased price to obtain them. For instance, expanding the stor-
age capacity of an Apple iPod from 1GB to 30GB would be considered a pos-
itive incremental innovation.

One of the problems associated with repeated delivery of incremental
inventions is that as new incremental inventions are delivered for an exist-
ing product, the product often increases in complexity. At a certain point, this
increase in complexity may overshadow the perceived transformative value
of the incremental invention. The new incremental invention would then be
looked upon as an invention with a negative transformative value by the
consumer, and the consumer would not be likely to accept increased costs for
the invention.

This imbalance between complexity and feature density has been very evi-
dent in the case of the cellular phone market. The majority of consumers
rarely use more than 10% of the functionality available in a standard mobile
phone. In addition, approximately 60% of the functions are rarely ever uti-
lized by consumers.

The majority of companies, driven by external invention pressures such as
the need to increase revenues, will invariably begin to deliver negative incre-
mental inventions unless they embark upon a path to instead deliver a new
disruptive innovation.

Figure 1.10 describes different types of incremental inventions, the market
they were targeted at, the perceived lifestyle impact, and whether the actual
transformative value is considered to be positive or negative. As an example,
the Amazon Kindle 2 product added new features including text to speech
and an extended battery life. These new incremental invention’s features
allowed consumers to listen to books as well as read them and to do so for
longer periods of time. The Kindle 2 constitutes an obvious positive incre-
mental innovation within the e-books market.
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Amazon E-books Text to Speech, Capacity !ncrease, Positive
Kindle 2 Extended Battery Life
. . Faster Communication -
’ Positive
iPhone 3G Mobile Phone Assisted GPS
Increased . Poor Ergonomics, .
Features Mobile Phone Confusing to Use Negative
T9 Text. Predictive Text Me§saging, Positive
Messaging Speed, Customizable
Microsoft Operating High System Requirements, Negati
. ) ) - ) egative
Windows Vista System Expensive, Major GUI Shift
Innovation Market Lifestyle Impact Perceived Value

FIGURE 1.10 Incremental innovations and lifestyle impact

Conversely, the Microsoft Vista operating system can be looked upon as a
negative incremental invention. Although it delivers better security features
than previous versions of Windows, it does so with significant negative
lifestyle impacts including increased system requirements, increased base
pricing, and increased deployment complexity. In addition, the new, advanced
graphical user interface (GUI) is a major shift from the traditional Windows
GUL The majority of the Windows consumer space has utilized the traditional
Windows GUI for a long time. The overall learning curve to shift from
Windows XP to Windows Vista is therefore perceived to be quite large.
Becoming just as equally proficient, let alone more proficient, appears to the
potential consumer to be a daunting and time-consuming task. This perceived
complexity, in spite of an increased number of valuable features, caused
Windows Vista to have a negative transformative value and led to consumers
avoiding Vista.

Examples of incremental inventions in the PC computer market would
consist of developments such as USB ports, wireless connectivity, enhanced
sound and graphics systems, CD and DVD drives, and so on.

Although not necessarily disruptive in their respective markets, some
incremental inventions have been disruptive innovations when viewed rela-
tive to completely different markets. As an example, providing computers
with enhanced audio systems led to decreased sales of stand-alone stereos
resulting in a disruption in the stereo market. Similarly, inclusion of internal
CD and DVD drives in computers led to a disruption of the market for exter-
nal CD and DVD players. Thus, it is important to realize that market disrup-
tions can arise from innovations in completely different markets even if those
innovations are not considered disruptive within their target markets.
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Incremental inventions evolve a market through positive innovations but
will eventually drive a product to commoditization through negative inven-
tions. In some cases, negative incremental inventions can be destructive to
the product and the market. Microsoft Vista borders closely on becoming a
destructive invention. Microsoft recognized this and rushed Windows 7 to
market in an attempt to stabilize its market image and positioning.

Bos SHouLb CONSIDER

® Are we focusing too much of our budget on incremental inventions
instead of disruptive inventions?

e Will our incremental inventions be perceived as positive, negative, or
destructive?

® How can we maximize delivery of positive incremental inventions while
minimizing increases in product complexity?

® Are destructive inventions evident in our market, and does this reflect
pending commoditization of the market?

® How can we utilize a competitor's products as guides to new disruptive
inventions?

Destructive Invention

As companies continue to create new incremental inventions to maintain rev-
enue streams and respond to external invention pressures, they run an ever-
increasing risk of generating destructive inventions. A destructive invention
is one that increases complexity rather than reducing it or that alienates
existing customers in some way. A destructive invention not only is perceived
to have a negative transformative value, but in addition, it causes the trans-
formative value of prior deployed inventions to decrease as well.

Figure 1.11 shows several very costly inventions that damaged the con-
sumer’s perception of the company’s products and resulted in a completely
opposite impact from that sought by the company.

Destructive inventions are the best sign that a market is commoditizing or
has already commoditized.
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Coca-Cola Soft Drink Alienated Loyal Drinkers
New Coke
McDonald’s Expensive, Damaged Existing Branding,
Fast Food
Arch Deluxe S Negative Advertising
Automatic Interfere with Vehicle Access,
Passive Safety Harness Not Compatible with Airbags and
Seat Belts Child Safety Seats
Invention Market Market Impact

FIGURe 1.11 Destructive inventions and market impact

BoB SHouLD CONSIDER

® [s there a way to induce our competitors to deliver destructive inven-
tions that result in a more positive perception of our own products?

® Are we reviewing in sufficient detail the costs and risks experienced by
our customers with each new incremental invention so that we can
understand the lines between positive, negative, and destructive incre-
mental inventions?

e |f we are seeing responses to new incremental inventions that appear to
value them negatively or destructively, how do we need to change our
budgets and invention targets?

Good Enough Innovation

One of the most frequent mistakes that large, legacy companies make is to
chase the largest customers to the complete exclusion of smaller customers.
At first glance, this seems to be a sound business strategy since the largest
customers generally provide larger individual revenue streams and reduce the
overall customer support and product maintenance problems.

In the long run, however, ignoring the smaller customers creates the per-
fect opportunity for new competitors to enter the market with more stream-
lined and modern product offerings that, while not providing all the current
functionality available to the larger enterprises, provide a solution that is
“good enough” for small to medium enterprises. In addition, the products offered
by these new competitors can often be evolved to move up the customer stack
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significantly easier than the legacy company can evolve their products to
move back down the customer stack.

Newer competitors will function much like start-ups as far as the overrid-
ing pressures that drive internal versus external invention and are therefore
far more targeted in their inventions and innovations. This start-up mental-
ity gives the new competitors a much greater possibility of creating the next
disruptive innovation and stealing market share from the legacy company.

For example, the extremely capable software packages sold by companies
such as Oracle are normally too highly priced and overly complex to meet the
more straightforward needs of small to medium enterprises. Although the
Oracle packages may have a great deal of functionality, they exhibit a very
low transformative value to small to medium enterprises. As of this writing,
Oracle is attempting to reverse this trend by delivering less complex and less
costly versions of its software products, which Oracle has branded Fusion,
that are targeted at small to medium enterprises.

As we discussed earlier, incremental inventions are normally layered on
top of products and services that came about through an earlier disruptive
innovation. Repeated additions of new incremental inventions drive the prod-
uct further and further away from the “good enough” version by repetitively
increasing the price and product complexity while lowering the transforma-
tive value.

The danger for the incumbent company is that the new “good enough”
providers will reset the level of functionality that is considered good enough
not only for small to medium enterprises but for larger enterprises as well.
This resetting of “good enough” functionality acts as a new disruptive inno-
vation within the market. This disruption effectively shifts control of the evo-
lution of the market away from the incumbent and toward the newer
competitor. The surprising thing is that an evaluation of market share and
sales volumes will often not reflect that this shift in market evolution control
has occurred, often for quite some time.

As we will discuss later in this book, there are ways for the incumbent to
maximize its dominant position in the market and to reset the disruptive
innovation level without increasing risk. We will also discuss how the newer
product providers can utilize the dominant incumbent’s position to the new
provider’s advantage.

BoB SHouLD CONSIDER

® Has a new competitor effectively reset the “good enough” level of function-
ality within our market and stolen control of the evolution of the market?
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e Are we ignoring small to medium enterprises and providing opportuni-
ties for more aggressive competitors to seize our market position?

® How can we utilize our market position to protect ourselves from new
entrants?

® How can we anticipate attacks from new entrants and remain dominant?

® How can we balance our internal and external invention pressures to
more effectively compete against new market entrants?

® |n spite of market sales figures, have we already reset the control of
market evolution to our advantage? Are we taking advantage of our
new position?

* Have we examined what is considered to be “good enough” by our cus-
tomers, and are we lowering our value by exceeding that level?

Targeted Invention and Innovation

We have discussed many types of inventions and innovations. All of these
types of inventions and innovations must be reflected within any working
invention and innovation process if we are to minimize risk and maximize
potential success. Surprisingly, few of these types of inventions and innova-
tions are reflected in the innovation practices taught and implemented today:

e [Increase the number of inventors.

e Increase the odds of recognizing a potentially viable invention by
training management and implementing more flexible policies.

e Increase the number of attempts the company hunts for innovations
by deploying more new inventions through the increased taking of
risk by executive management.

The one area of invention that is almost universally overlooked is targeted
invention. Targeted invention is the type of invention that gave birth to
Microsoft through the DOS operating system, the birth of Google through a
new search engine, and the birth of Apple through the personal computer.
Apple later expanded the company’s successes through targeted invention of
the iPod and the iPhone.

Currently taught innovation rules and practices are a response to the per-
ceived randomness of finding and developing new disruptive innovations. As
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we will see later, these rules and practices can actually increase the random-
ness of the innovation process and decrease the probability of a company
succeeding.

Successful start-up companies understand the concept of targeted inven-
tion extremely well. They are driven by the need to invent a solution for a
particular market need. They are not driven by stockholder demands for
increased revenues, customer demands for increased features, or infrastruc-
ture expense pressures. They remain focused on the need to create a targeted
invention for a targeted market need. Like Google did, they largely ignore the
marketing requirements and the innovation path until they have completed
the invention process.

Many disruptive, innovative products and companies are “built in a
garage” and “started on a shoestring.” Why can’t existing companies create
disruptive innovations with minimal risk and minimal cash outlay and avoid
the expansion of management layers? They can—but rarely by following the
current innovation rules/practices.

In later chapters, we will discuss in great detail how to implement targeted
invention and innovation within your company without the need to follow
the currently taught three innovation rules.

Bos SHouLD CONSIDER
e What are our invention and innovation targets?

e Can we understand our competitors' invention and innovation road
maps and beat them to their defined targets?

e Are we considering all the types of inventions and innovations in
our processes, or are we locked into the underlying assumption of
randomness?



Transformative Value

e have all come up with an idea that we thought could revolution-
Wize some part of our daily lives. When we first visualize these ideas,

we think, “That’s the million-dollar winner!” Then we discover that
developing the idea into a viable product or process can be expensive, time-
consuming, and ultimately unrewarding.

As we saw in Chapter 1, all inventions are not necessarily innovative. They
have to make some positive change in a consumer’s personal or work lifestyle
before they demonstrate some degree of transformative value.

If you go to an Internet search engine and enter wacky patents, you will
discover the true breadth of human ingenuity for creating inventions with lit-
tle or no transformative value. How about the Bird Diaper for use with
uncaged birds (U.S. Patent #5934226) or the Spider Ladder that will provide
spiders a means of escape from a bathtub (U.K. Patent #2272154)?

I seriously doubt that the inventors of these and other seemingly wacky
patents thought they were bizarre, niche inventions. They were confident they
“had a winner!” Otherwise, they would not have gone to all the trouble, spent
all the time, and invested all the money of filing a patent. I am also confi-
dent that they did not think a great deal about the size of the market for their
inventions or the transformative value to those markets. After all, how many
people would want to let spiders escape from the bathtub to roam the house?

Now that we understand the basic concepts around ideas, inventions, and
innovations from the previous chapter, we need to delve deeper into the con-
cepts around transformative value. What are the aspects of ideas that make
some not worthy of further consideration, others interesting inventions, while
still others true innovations?

27



28 CHAPTER 2  TRANSFORMATIVE VALUE

Unfortunately, it’s not enough to just have a great idea. We must think
about how the idea potentially changes the way people lead their lives or
makes a business’s processes better. Are there some who will be interested in
our idea with a minimal set of features, or do we need a large number of fea-
tures to be interesting? At what point will we be interesting enough to be
considered for adoption even by a niche market of early adopters? What do
we have to do to build upon that idea and create something that is inventive?
What do we have to do to build upon that idea and create something that is
innovative?

Perceived Value

Why do people initially purchase one product instead of another? Why do
they continue to purchase that preferred product? And, why will people go to
great lengths to find the product and travel to multiple stores in an attempt
to continue to buy that same preferred product?

This isn’t a marketing book, and I won’t get into the psychological value
of product positioning on store shelves or package design, impact of colors,
and other marketing techniques. The product manufacturer must consider
questions about perceived value before the product is invented, let alone mar-
keted. Please note that I said “before the product is invented” and not “before
the product is innovated.” The inventor of the Spider Ladder might have never
worked up his first design if he had taken the time to answer the question
“Just how many of these can I sell?”

Consumers and enterprises will have multiple reasons for considering
whether a particular product is worthy of their money. Some of these are as
follows:

e (Cost of the product: A lower cost will be expected for most products.
However, in some cases, a higher cost is acceptable and maybe
expected for luxury products.

e (Quality of the product: Are you getting the quality you are paying for?

e Aesthetic properties of the product (color, smell, taste): Does the
cheaper version taste like cardboard?

¢ (Quantity of the product: Will you ever use all of it?
e Reliability of the product: Will it do the job it is purchased for?

e FEase of use of the product: Are the instructions in a bizarre, com-
pressed language, and where is “slot A”?
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e Flexibility of the product: Can the product be used in multiple roles
or situations?

e Brand name of the manufacturer: Is Gucci butter actually better
butter, and do I need better butter?

e (Consistency of the product: Is the product consistent from one
purchase to the next? Fast food comes to mind for most people.

I'll stop there, since the list of possible answers could go on for many
pages, and even then it could be hotly debated. The point is that there could
be any number of reasons a consumer might select one product over another.
The answers themselves are not the important part of our discussion about
inventions and innovations. The truly important aspect, as far as taking an
invention and creating an innovation, is to consider the degree to which each
of the possible answers plays a role in the decision of the consumer we are
targeting with our product.

For instance, I have an excellent $200 Seiko watch that is 20 years old; it
keeps perfect time, it has survived numerous near disasters, and if you look
at it from more than 2 feet away, it looks exactly like a $5,000 Rolex watch.
If my Seiko watch were to break beyond repair, I would no doubt purchase
another Seiko. Why? Well, even though the Rolex may be just as sturdy, it
may keep near-perfect time, and it will probably survive my family life, the
name Rolex is not worth $4,800 to me. In other words, the degree to which
price plays a part in my selection of a product is extremely high. To someone
who is wealthy or retired with no children still at home, the degree to which
price affects the decision could be very different from mine. Or perhaps the
wealthy individual and I are both rating the property of “cost” at an
extremely high degree of consideration. We are just rating “cost” in different
ways. | prefer a low cost, while wealthy individuals might prefer a high cost
to show off their wealth.

Frankly, Rolex did not make its watch to sell to me. And Rolex would be
unwise to create and sell a $200 watch because that would eliminate the extra
value that is placed on the name Rolex. The same holds true with other com-
panies like Tiffany and Cadillac. Their business names directly imply a cer-
tain quality, worth, and cost expectation.

Even brand names like Tylenol have a phenomenal impact on consumer
product selection. Acetaminophen, the active ingredient in Tylenol, has been
available in generic form for many years. Yet, consumers still purchase
Tylenol at triple the price of the same drug in a generic form. Some of the
continued preference for Tylenol is because of successful marketing. A lot of
the success could also be because people just don’t remember whether the
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generic drug acetaminophen is the same thing as Tylenol. They choose the
brand Tylenol because they don’t want to buy the wrong drug. Consumer
confusion can actually benefit a particular product.

It is critical that those considering a potential invention understand its
markets, the way in which consumers perceive value concerning the inven-
tion, and the degree to which each of those value perceptions affects a buy-
ing decision. Figure 2.1 shows how the overlapping degrees of preference by
consumers can dramatically reduce the actual market from the target market.
Each circle represents the full market for the product, while the overlapping,
shaded area represents the actual market penetration because of consumer
preferences. In other words, the shaded area reflects the consumers that think
the product matches their perceived value of the product.

Incidentally, Figure 2.1 is a reasonable representation of the Rolex watch
market out of the total watch market. As long as a company has intention-
ally targeted the smaller shaded area with its product, then the company and
its product have a high probability of success.

Bos SHouLb CONSIDER
® Have we clearly defined our target market and our target consumer?

® Do we fully understand the preferences and perceived values of our
consumers?

e Have we adjusted our consumer understanding with each new invention
we deliver?

® Have we adjusted our consumer understanding in response to each new
invention our competitors deliver?

® [s our actual market matching up to our targeted market?

Aesthetic
Values

FIGURE 2.1 Perceived value
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Impact of Consumption Priorities

It is critical to understand the ways that a consumer may perceive and value
a new product. It is equally important to understand the external pressures,
unrelated to the actual product, that also impact a consumer’s decision to buy
a new product. At a high level, these external pressures are time, money, and
lifestyle. Digging a little deeper gets us to what a consumer considers most
important: the consumer’s consumption priorities.

Examples of consumption priorities surround us. Hard-core gamers buy
expensive, high-end gaming equipment and spend a large majority of their
free time gaming. Sports people buy season tickets as well as all the broad-
cast sports that their money can acquire. To those of us who might not share
these same consumption priorities, these would seem to be odd ways to spend
one’s money. But, each of us has one or more consumption priorities that we
indulge in. These can be as diverse as eating expensive granola, wearing and
owning a lot of beautiful shoes, or listening to jazz music and going to jazz
concerts.

Sometimes these consumption priorities are easily defined addictions such
as smoking or drinking. Perhaps all of the other cravings that we have includ-
ing eating gourmet chocolates, drinking energy shakes, or reading all the
books of a favorite author should also be categorized as addictions. Just like
beauty, the value of each of our consumption priorities is in the eye of the
beholder. A pepperoni pizza could easily constitute a consumption priority for
many consumers. My personal consumption priority is eating Asian foods.

In many cases, these consumption priorities are the little luxuries in our
lives that we think we deserve almost at any cost. This deep degree of attach-
ment to our consumption priorities makes it critical that when a company is
considering bringing a new product to market, the company understands the
consumption priorities of the product’s potential consumers. These consump-
tion priorities will often dictate and potentially limit the overall perceived
value of the new product in the eyes of the consumer. Let’s discuss three ways
to maximize the impact of people’s consumption priorities toward delivering
a recognizable product innovation.

First, new products can be targeted directly in an existing market for a
product that is a consumption priority, such as the chocolate market.
Companies attempting to deliver these new products must ensure that the
product’s perceived value exceeds existing products in that market. Otherwise,
the product will not be perceived as innovative and at best will be perceived
as competitive with existing products.
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Simply introducing another brand of dark chocolate is not likely to induce
any form of market disruptions. But, introducing flavorings that can be sprin-
kled on dark chocolate and then eaten has a different potential. This allows the
individual consumer to create an almost limitless variety of unique-flavored
chocolate sensations that fit with that consumer’s favorite tastes. A product
that maximizes, on an individual consumer basis, the perceived value for
each consumer within a consumption priority market has the potential to cre-
ate quite a stir within that market and become a true innovation.

Second, a product can be directed at a market that consists of products that
are considered to be more “common” in nature and is therefore not a con-
sumption priority market. If the product does not create a new consumption
priority market, then the product will likely have a relatively standard per-
ceived value for products in that market. This standard perceived value makes
it critical that the new product increase the value to the consumer in other
ways. The easiest way to do this is by impacting the ability of consumers to
enjoy their lifestyles, regardless of what their lifestyle priorities might be.

The third manner of utilizing consumer consumption priorities for maxi-
mum product innovation potential is to introduce a new product that creates
a new consumption priority market and in the process may eliminate an
existing consumption priority market. The consumer is unlikely to see the
perceived value of the new product and unlikely to switch to the new prod-
uct’s consumption priority market unless there are positive impacts on the
consumer’s personal or business lifestyle.

Let’s consider an example using coffee. People who drink coffee are drink-
ing hot, naturally flavored water that they then further flavor to taste by
adding sugar, cream, and additional flavorings. A company could introduce
“new coffee” that is an artificial version of coffee. This drink would likely be
much cheaper to produce and therefore to sell. The “new coffee” drink, when
heated, would deliver the same drinking sensation as regular coffee does for
the legacy coffee drinker. However, to get the consumer to switch to the new
product, the new product would probably have to be priced significantly
lower than regular coffee or in some other way enhance the consumer’s
lifestyle. Otherwise, the consumer would be unlikely to switch.

Bos SHouLD CONSIDER
® |s our product perceived as a consumption priority, and are we maximiz-
ing our value to those consumers?
e |f our product is not a consumption priority, can we enhance our prod-
uct in such a way that it indirectly increases the perceived value of our
product to consumers and becomes a consumption priority?
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e |f our product directly competes against a consumption priority market
and we are attempting to create a new consumption priority market,
have we created ways for potential consumers to properly value our
product?

® Does our product deliver more lifestyle impacting benefits?

Business and Personal Lifestyles

Consumption priorities are only a portion of the pressures and priorities that
impact our personal and business lifestyles. In addition to targeting a con-
sumer’s consumption priorities, we can also target the actual structure of the
consumer’s total lifestyle.

All of us have our own unique values and attitudes. It is the application of
those values and attitudes that defines everything we do in our personal and
business lives. For purposes of this book, a lifestyle is far more than being a
“partier” or a “nerd.” In this book, a lifestyle is how we live our lives at work
and at home and how we play, and it includes all the activities that we per-
form as well as how we prioritize our time, money, and activities.

Some lifestyle choices have been labeled with easily recognized monikers.
Being called a “soccer mom” or “soccer dad” implies that you drive a carpool
of kids to or from school, games, or other activities. Performing this activity
reflects parents’ dedication to their children and a love of the game. The par-
ents are sacrificing time, money, and simplicity in their lives in order to ful-
fill their values and attitudes relative to their children. Being a soccer mom
or dad is a great example of a lifestyle priority.

Consumers first consider their lifestyle priorities when they are deciding
whether they should spend time or money on a particular product or activity.

Examples of lifestyle priorities include activities such as spending time
with the children, exercising, attending school, watching a favorite TV series,
talking on the phone to friends, shopping, eating out, or reading a book. It is
the importance of the activity to the individual that defines it as a lifestyle
priority.

Products can be linked to lifestyle priorities. A high-quality mountain bike
for avid riders is an example of a product that is linked to the lifestyle prior-
ity of outdoor exercise. Other examples are signed editions of books by a
favorite author for a frequent reader or perhaps stamps for a stamp collector.
The U.S. Post Office issues many commemorative stamps each year because
they know that stamp collectors will place a great many in storage, perhaps
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forever. This makes many commemorative stamps a means to create revenue
without incurring operational cost.

Other products can be lifestyle priorities because of the services they pro-
vide. Cell phones are a great example. Although a relatively recent innova-
tion, cell phones are now an integral part of almost everyone’s business and
personal lifestyle in the developed world. If, for example, someone was asked
to give up either their cell phone or buying a new CD, most would choose to
keep their cell phone. But, it is not just the ability to call or text that makes
the cell phone such a high priority. Ranking a cell phone as a lifestyle prior-
ity is caused primarily by the impact that the ubiquitous availability of the
cell phone has on other lifestyle priorities. It is the increased freedom to com-
municate anytime and anywhere that delivers time savings and simplification
of the consumer’s life. This broader lifestyle impact has led to huge discon-
nection rates of landline telephones in spite of higher cell phone charges and
a cell phone’s poorer call quality/reliability.

Similar to the way that the cell phone has dramatically impacted the tra-
ditional landline phone market, the smartphone is doing the same thing to the
cell phone market. One of the reasons that the smartphone has had such an
amazing market penetration is that its costs are only slightly higher than a
nice-quality cell phone, while delivering even more time savings and life
activity simplification. In addition, the smartphone delivers new ways to save
money through expanded services such as real-time price comparison shop-
ping. The smartphone, for most consumers, has a much greater impact on
lifestyle priorities than a traditional cell phone. For many consumers, the
benefit of the smartphone-added features far exceeds the extra cost of the
product. This is no doubt accelerating the market shift from cell phones to
smartphones.

Even products with little or no perceived value or consumption priority
can still have a large lifestyle priority value because of their perceived impact
in other ways.

Let’s say that I created a product that I have branded the Ropav. I know, it
is a strange name, but at one time so were the names of the LCD, the DVD,
and for that matter the airplane. The Ropav is 4 inches square, has no joints or
openings, and is made out of wood painted bright orange. The Ropav doesn’t
actually do anything that you can see or experience other than being an
orange square block of wood. You don’t eat it, you can’t smell it, it makes no
noise, and it is the artistic equivalent of, well, a small, orange block of wood.
It just sits there, and if you want one, it will cost you $50.

At first glance, the Ropav seems to have less product appeal than the
Spider Ladder. But, there are some similarities between the Ropav and the
Spider Ladder that need to be pointed out. Like the Spider Ladder, the Ropav
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creates a new market. Also like the Spider Ladder, the Ropav took some time
to come up with, time to pick the color and size, time and imagination to
make a unique name, and so on.

What the Ropav and the Spider Ladder also appear to have in common is
the lack of consumers who would assign a positive perceived value to it. The
Ropav doesn’t compete with any product they already use or buy. Similarly,
there are no lifestyle activities that use the Ropav. So, why is the Ropav worth
$50 if it has little or no perceived value, no consumption priority, and no
direct relationship to lifestyle priorities?

It turns out that there is a blog, independent of the Ropav manufacturer,
that claims that for some unknown reason the Ropav has the amazing abil-
ity to save you time. No one knows why or how. But, users of the Ropav
firmly agree that if you touch it once a day and sing the Ropav jingle, you
will save 30 minutes that day on your normal activities. And the Ropav never
loses its power but will work for only one person per day. Many Ropav own-
ers have placed their testimonials on the blog. Scientists have run timing tri-
als on people’s lives and agree that the people who own a Ropav appear to
save time. But, the scientists do not confirm that the Ropav has this power.
The Ropav manufacturer does not respond to queries concerning the claims.

So, for some unknown and officially unproven reason, the Ropav has a
direct impact on lifestyles without relating to any lifestyle priority, without
being a consumable, and with little or no perceived value.

Obviously, the Ropav is fictitious and unlikely to ever exist. The point of the
Ropav example is to provide a foundation for segregating perceived lifestyle
benefit from identifiable perceived value. Consumers would flock to the
Ropav if they believed that it would help them get through their busy day—
not because it is an essential and not because it is a personal priority. It would
be an irresistible purchase because it appears to have a massive impact on all
aspects of a person’s lifestyle by making 30 extra minutes available each day.

Once a consumer had purchased it, the probability is high that the person
would subconsciously do everything possible in order to save 30 minutes per
day. The powers of the Ropav would become a self-fulfilling prophecy, and
the invention would become an instant innovation.

BoB SHouLD CONSIDER
® |s our product perceived as a lifestyle priority, and are we maximizing
our value to those consumers?
e |f our product is not a lifestyle priority, can we impact the consumer's
time, money, and lifestyle simplicity?
continues



36 CHAPTER 2  TRANSFORMATIVE VALUE

e Can we expand the lifestyle priority value of our product?

® Through invention, can we expand the capabilities of our product and
shift its value relative to lifestyle priorities?

Time, Money, and Simplification

As we discussed, lifestyle priorities can be priority activities or products
linked to those activities.

For purposes of this book, the possible ways that a new product can impact
lifestyle priorities fall into three categories:

e Increase in the consumer’s available time
e Increase in the consumer’s available money

e Increased simplification of the consumer’s lifestyle

By targeting products that impact these categories, directly or indirectly,
and delivering a product that has an acceptable cost and deployment risk, you
will have real potential for creating a new innovation.

A great example of a product that indirectly impacts consumer lifestyle
priorities is the sale of water in disposable bottles. Although bottled water is
unreasonably expensive when compared to tap water available at home, this
potential negative impact on a consumer’s money is greatly counterbalanced
by the positive impacts on the consumer’s time and simplification of lifestyle.
In addition, bottled water is often a perfect fit into many consumers’ lifestyle
priorities. Bottled water is healthier than soda, coffee, or alcohol. It is also just
as conveniently available as other drinks outside the home and can be
enjoyed during almost anyone’s lifestyle priority activities. By having such a
positive impact on time and lifestyle, the cost issue is largely negated.

Another example of indirectly impacting consumer lifestyle priorities is
Microsoft’s introduction of a new search engine called Bing. Bing creates a
more customized feel to the search results when they are displayed. It does
this by dynamically analyzing and presenting more valuable content from the
identified websites along with the standard website search results. By provid-
ing additional information with the search results, Bing simplifies the search
for the actual information desired.

Figure 2.2 illustrates the balancing act that is crucial when a product
attempts to compete against a consumer’s lifestyle priorities. A product that



TRANSFORMATIVE VALUE 37

Time
Lifestyle Money
Priorities Simplicity

Loyalty

FiGure 2.2 Lifestyle priorities balancing act

delivers time savings, money savings, or lifestyle simplification also delivers
to the consumers the ability to expand their realm of lifestyle priorities. This
is independent of the product’s actual market and will perhaps tip the balance
toward the purchase of the new product.

Bos SHouLb CONSIDER

® Does our product demand a time investment from our target consumers
or deliver time savings? Is this optimal?

® Does our product's overall cost approach or exceed its perceived value
plus any monetary impacts on our target consumer’s lifestyles? Is this
optimal?

® Does our product simplify or complicate the lives of our target con-
sumers? Is this optimal?

® Are our competitors better positioning their products relative to lifestyle
impacts?

Transformative Value

The transformative value of an invention is defined as the degree to which
the invention transforms the lifestyle of a consumer. Obviously, a product with
a negative transformative value is unlikely to be a huge innovation success.

The transformative value considers the target consumer’s perceived value
of the invention, the consumption priorities, and the lifestyle priorities. The
calculation of a transformative value for a particular invention will be dis-
cussed in detail in a later chapter.
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Utilization of the transformative value as a gauge of overall market impact
allows us to blend the fairly concrete aspects of a perceived value with the
more abstract aspects of consumption and lifestyle priorities. Because of this
required blending, it is not sufficient to only evaluate perceived value and to
ignore consumption and lifestyle priorities. As we will see in Chapter 4, many
venture capital-backed companies fail because of a lack of evaluation of the
consumption and lifestyle priorities of the target market.

As we saw earlier with the Ropayv, it is possible for a product to have lit-
tle or no perceived value and still be a roaring success because the transfor-
mative value of the Ropav reflects the positive impact on lifestyle priorities.
Conversely, a product with a very high perceived value could have no real
transformative value because it has little impact, even negative impact, on
consumption or lifestyle priorities. Many inventions that fail to become inno-
vations do so because of the lack of lifestyle impact.

Let’s say that you invent a way to make the best gourmet hamburger on
the planet. It tastes fabulous, and you can sell it for a competitive gourmet
price, but the price is significantly higher than McDonald’s prices. However,
you point out, industry research shows that consumers are moving away from
fast foods toward higher-quality meals. In addition, taste trials in your com-
munity created an upwelling of support, and your primary investors are
addicted to your burgers. It sounds like you have a potential winner within
the gourmet burger market based on the invention’s perceived value, right?

In the business case for gourmet burgers, a reasonable assumption would
be to use store leasing pricing similar to those in your area. Lease prices, how-
ever, tend to be much higher in upscale market areas that would be more
likely to contain consumers who have the disposable income to purchase a
gourmet burger. Because this is not reflected in the gourmet burger business
case, stores will be leased in less affluent, cheaper markets. You and your
investors are confident that your customers will come to you for the best
burger around. Everyone has time for a great burger, right?

Unfortunately, wrong. Many affluent people who would want to enjoy
your product work long hours and greatly value their time. The added time
needed to come to your stores is likely unacceptable or will certainly decrease
the number of visits. The negative impacts on their lifestyle priorities are not
exceeded by the perceived value of the product. Although you get some loyal
customers, you don’t see the volume of traffic you expected from the afflu-
ent buyers.

To make matters worse, your product is overpriced for the consumers
located near your stores, and their financial situations do not allow them to
partake of gourmet burgers. Your product delivery model appears to have a
negative lifestyle impact on all potential consumers. In spite of creating what
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everyone acknowledges as the best burger around, your business will proba-
bly fail. This is because the transformative value from the company’s view-
point is vastly different from the viewpoint of the target consumer.

Bos SHouLb CONSIDER

® Are we viewing our product purely from the perceived value point of
view or from the broader transformative value viewpoint?

® Have we made assumptions about our target market without considering
all aspects of perceived value, consumption priorities, and lifestyle
priorities?

® |f our product is targeted at multiple markets, have we considered the
differences between the transformative values for the multiple markets?

® |s our sales and marketing plan optimized for our consumer's viewpoint,
and is our projected transformative value utilizing that viewpoint?

Trigger Points

The point at which a potential consumer becomes an actual consumer of a
product can be defined as a trigger point. Individuals within a target market
have their own unique level at which they will decide to proceed with or
abandon a purchase. It is the manufacturer’s job to maximize the number of
consumers who reach their trigger point. This average trigger point is a
reflection of the transformative value of the product.

Within any target market, there will always be consumers who, regardless
of a product having a high transformative value, will still refrain from pur-
chasing the product. There may be any number of reasons why a consumer
will never reach a trigger point with regard to a particular product. Some-
times, there just is no overriding requirement for the product even though it
could help satisfy a lifestyle priority. These are the cases where companies do
everything in their power to close the sale the first time; otherwise, the sale
will likely never occur.

“Absolutely free” is a tag line that is often used to try to shift the trans-
formative value of a product. How many times have you seen it on a sign,
web page, or advertisement? And yet, you did not proceed. Many of us have
a built-in barrier that declares “nothing is free,” and unless the transforma-
tive value is extremely high, we are unwilling to take the risk of acquiring
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something that is absolutely free. In other words, the potential for negative
lifestyle impact is too great for us to move forward.

This apparent disjointedness between marketing attempts and marketing
effectiveness indicates that there are actually two different transformative
values involved. The first is the one defined by the company selling the prod-
uct. The second is the one defined by the target consumer. In the cases where
the consumer clicked the “absolutely free” link, the company marketing the
product may have done a good job of balancing these two transformative
values for the consumer’s trigger point. In cases where the consumer did not
click the link, the consumer did not reach a trigger point that satisfied the
transformative value.

BoB SHouLD CONSIDER

® Have we evaluated our target consumers enough to understand their
purchase trigger point?

e Does our assumed transformative value match the transformative value
from our target consumer’s point of view?

® Do we have indications from our marketing and sales that our assumed
transformative value is incorrect? Are targeted consumers responding
the way we expected?

® How can we adjust our marketing methods to decrease our target, a
consumer's trigger point, to be more in line with our calculated trans-
formative value?

® How can we adjust our marketing methods to increase consumers' over-
all perceived transformative value and reach their trigger points?

Early Adopters

Early adopters are an example of consumers who have a very low trigger
point. They will purchase the product even if the perceived value for other
potential consumers is not optimal. What is important to understand about
early adopters is that their purchase does reflect their consumption or lifestyle
priorities. They are the electronic geeks, cooking fanatics, or any number of
other categories of individuals. They would consider being branded with the
category label as a compliment.
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Even though the new product may come to market with a low transforma-
tive value because of flaws in the initial release or design, the early adopter
will override these imperfections and view the product as if it had a much
higher transformative value. This apparent dynamic shifting in consumer
acceptance of a product in spite of an initially low perceived value is a clear
indication that the product is a consumption or lifestyle priority.

When a company is considering deploying a new product, especially if the
product is deploying into a new market, the company should create two sep-
arate transformative values. The first transformative value should reflect the
different lifestyle priorities of the early adopter within the target consumer
base. The second transformative value reflects the lifestyle priorities of the
average target consumer.

By targeting the early adopters, the company is gaining a critical and yet
easily obtained market foothold. Since the trigger point for the early adopter
reflects a lower transformative value, almost any properly targeted product
will garnish an initial market share.

In addition, early adopters are the tuning forks of a new product’s transfor-
mative value. Feedback from early adopters is critical to properly fine-tuning
the transformative value for the larger consumer base. Their feedback helps
correct product issues that lower the perceived value and that define ways in
which the product can impact consumer business and personal lifestyle pri-
orities. Further, as other consumers see their early adopter friends use the new
product, the product will increase its transformative value for the average tar-
get consumer with increased sales as those trigger points are reached.

BoB SHouLD CONSIDER

® Have we identified the lifestyle priorities that define our product's early
adopters?

® Are we staging our product to maximize the number of early adopters
and enhance our market and consumer learning curve? Are our market-
ing efforts designed to maximize early adopter contact and feedback?

e Can we adjust our product so as to utilize the early adopters' feedback
and thereby adjust our overall market transformative value?

* How do we ensure that early adopters are able to help us market our
product to average consumers and positively impact the perception of
our broader transformative value?
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The Innovation Life Cycle

necessary to decide whether those ideas should be dismissed, are wor-

thy of becoming inventions, or maybe even are innovations, it’s time
to understand in more detail the types of innovation and the life cycle that
innovation takes. This is important since where our idea falls in the life cycle
will determine how we need to think about the idea and what next steps we
take to maximize the value of the idea.

Yes, ideas that are successful (or even some that are not) do go through a
life cycle. It can be that the idea is so new and radical that it is a new inno-
vation and must go through all of the growing pains and excitement of ini-
tial innovation that then disrupts the marketplace.

It’s possible that the idea, although quite innovative, is more of an add-on
to an existing idea and better thought of as incremental innovation. Such
incremental innovation usually starts out as positive but, when continued too
long, can frequently end up as negative and ultimately destructive.

How can one tell where “positive” ends and “negative” starts? The key is
the concept of inflection points in thinking about ideas and where they
potentially fall. A knowledge of these concepts will keep the astute reader on
the path of the optimal innovation life cycle. It’s important to know when you
are throwing good money after bad, especially when you can be putting that
good money into the next disruptive innovation!

Now that we know about ideas and the transformative value process

43
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Innovation Types

To provide a foundation for the book, Chapter 1 presented many types of
invention and innovation. In total, six distinct types of innovation are dis-
cussed in this book, and they can be grouped into four categories:

e Innovations that evolve a product and impact the perceived value of
the product:

- Disruptive innovation: A new product that creates a shift in an
existing market or creates a new market

- Incremental innovation: Something that adds new value to an
existing foundational product that was created by a previous dis-
ruptive innovation

e Innovations that define how a company chooses to spend its inven-
tion innovation budget:

- Internal innovation: Invention and innovation that is directed
internally within a company to deliver cost savings, process
improvements, or other internal benefits

- External innovation: Invention and innovation that is directed
externally toward delivering product innovations to a consumer
and a market

e Innovation that targets consumers whose lifestyle priorities do not
justify the best product possible:

- Good enough innovation: Creating a product offering that meets
the reduced lifestyle priorities of a consumer subgroup

e Innovation that ensures that the target consumer and market are well
understood before invention begins:

- Targeted innovation: Clearly matching a company’s business prior-
ities with consumer priorities prior to product invention so as to
maximize the transformative value of the product

The Innovation Life Cycle

The innovation life cycle tracks the life of a single product and consists of
multiple invention and innovation stages. These stages reflect how a com-
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pany’s actions impact the target market for the product. Depicted in Figure
3.1, the innovation life cycle consists of the following stages:

1. Product invention: Create the foundational product.

2. Disruptive innovation: Market penetration of the new product with a
high consumer transformative value takes place.

3. Incremental invention: Add functionality or features to the founda-
tional product.

4. Positive incremental innovation: Enhance transformative value.
5. Repeat stages 3 to 5 until transformative value no longer increases.

6. Negative incremental invention: Add functionality or features to the
foundational product beyond customer acceptance levels, leading to a
decrease of the product’s transformative value.

7. Repeat stage 6 until transformative value equals competitors in the
market.

8. Destructive invention: Further invention accelerates the decrease of
the transformative value.

BoB SHouLD CONSIDER

® How does this high-level definition of a product's innovation life cycle
compare with our understanding?

e What stage of the innovation life cycle is our product in?

® Have we related our product development processes to the consumer's
changing transformative value for our product?

Positive

Incremental Negative
Initial Invention Incremental
Invention and and Inventions
Disruptive Innovation Destructive
Innovation Invention

4 4
Repetitive Repetitive Future
3to5 6and 7 8

Stages: 1and 2

FiGure 3.1 The innovation life cycle
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Stage 1: Initial Invention

The development of a successful, innovative product is perceived by many to
be a highly expensive, risky, and largely random process. While reviewing the
innovation life cycle in detail, we will identify activities within the life cycle
that are the cause of this perception of randomness. This accumulated per-
ception of randomness will be discussed in detail in a later chapter.

The initial invention stage starts with identifying a perceived market need.
This market need is often quantified by an evaluation of the consumer’s per-
ceived value for an invention (product) that could satisfy the identified need.

Many companies utilize a sampling of the potential market to determine
the needs of the entire market. The percentage of the sample that exhibits
each need is calculated. This percentage of needy consumers is then extrap-
olated to apply to the entire market. The result is a valuation for the projected
total market size for needy customers. For reasons that will be explained
shortly, this extrapolation of need injects the first appearance of randomness
into the innovation process.

After identifying the market size, it is necessary to calculate the projected
cost of delivering a product to satisfy the identified need. This cost is couched
in various parameters related to the complexity of the product, development
time, marketing expense, support requirements, and so on.

After calculating cost, it is optimal to calculate the product’s perceived
value to the consumer. The projected cost and the projected perceived value
provide a means of comparison that is used to determine the worth of pursu-
ing the invention process to create the new product.

Figure 3.2 graphically depicts the determination of the target market using
market samples and perceived value. The figure shows that only a subset of
consumers (the targeted area) will have a high enough perceived value to
warrant the purchase of a product that fulfills the identified need.

Many companies would assume at this point that the perceived value is a
reasonable reflection of the consumer’s willingness to purchase the product.
As discussed in previous chapters, it is critical that invention and innovation
decisions be made based on the total transformative value, not just based on
the perceived value.

In many cases, an in-depth market review will not have been performed
prior to starting the product invention process. To really understand the impacts
of the targeted consumer’s consumption and lifestyle priorities on the per-
ceived value, such a review is necessary and would help determine the trans-
formative value of the product. As a result, the lack of definition of the
transformative value provides the next point at which randomness is injected
into the innovation process.
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Total Market

Identified Need

FiGure 3.2 Target market based on perceived value

Figure 3.3 shows how the actual market for the product, when based on
transformative value instead of perceived value as depicted in Figure 3.2, can
be dramatically different.

At the initiation of an invention development process, we want to optimize
the efforts of the development team for creating a product with high transfor-
mative value; that is, we want to maximize the size and value of the market that
is willing to purchase. This requires utilizing a complete definition of the poten-
tial consumers based on a study of consumers’ transformative value. Otherwise,
the development team will be targeting the broader needs of the market and
not the needs of the consumers who would be most interested in the product
based on their lifestyle priorities. Without this focus, the probability is high

Total Market

s T TS
’
I Transformative

I value

FIGURE 3.3 Actual market based on transformative value
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that the development team will miss the feature/function target of the real
market. By having too broad of a market definition, the invention development
team injects the next perception of randomness into the innovation process.

Based on Figure 3.2, the development team will develop the invention rel-
ative to the entire target market. Some features may be dropped because of
increased complexity or cost. If these dropped features push the product so
that it is targeting primarily the bottom right of the target market, then the
target will be missed. Figure 3.3 shows how the product could completely
miss the functional requirements of the consumers who are most likely to
purchase the product.

The incorrect definition of the target market also reduces the ability of the
management team to accurately determine whether an invention, should it
succeed in becoming a market innovation, will be an incremental or disrup-
tive innovation. An invention that started out sounding like a market-domi-
nating product could easily end up being a small niche product. The inability
to properly project the success of a product by the management team injects
more perceptions of randomness into the innovation life cycle. The increas-
ing perception of randomness forces the management team to assume an
increased level of risk in order to find a successful invention/innovation.

Many venture capital-backed start-ups fail to ever exit stage 1 of the inno-
vation life cycle. The start-up may have a fabulous product, but the products
are often poorly targeted because of an improperly identified market. In this
instance, the created product delivers no increased transformative value to
the targeted consumer since the targeted consumer is not the consumer who
could benefit most from the product. Although the new product may be com-
petitive, it will likely not be disruptive or even incremental to the market or
the consumers.

BoB SHouLD CONSIDER

e When determining what products to build, how do we determine the
market needs that we are trying to satisfy?

e Are we ensuring that those consumers with an identified need would
also be willing to purchase the product at our projected price?

® Does our marketing team provide sufficient definition of the target con-
sumer to guarantee that the development team will hit the right target?

® Before investing in the development of a new product, have we, whether
as a management team or as a venture capital firm, properly identified
the target consumers of the product and the transformative value of
the product to those consumers?
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Stage 2: Disruptive Innovation

Once the foundational product has been created through invention in stage
1, it can be taken to market with the intention of creating an innovation in
the consumer’s eyes. The consumer will purchase the product only if the
product has a high enough transformative value. The transformative value
reflects the combination of a consumer’s perceived value of the product as well
as a consumer’s lifestyle priorities, which may impact the decision to purchase.
A product newly introduced to the market that has a tremendously success-
ful reception is many times a complete surprise to everyone involved. Although
the developers may have anticipated a good reception for the product, becom-
ing a disruptive force within the market is a fairly rare event. The inability to
predict accurately whether a product will be merely a competitive product
within the market or that the product will disrupt the market is yet another
point at which the innovation process appears to have random properties.
Some innovations that appear initially to be disruptive can have extremely
short lives in the market. These “disruptive innovation spikes” can be caused
by the company having a marketing initiative that creates incorrect precon-
ceptions in the mind of the consumer before the product rollout. In this case,
there will be an initial rush to acquire the product. But, if the product subse-
quently fails to match up to the early adopters’ predelivery expectations, the
early adopters’ transformative value for the product will quickly plummet,
and word will soon get around to others who might have purchased. This sit-
uation can potentially damage the product’s marketability beyond repair.
The incorrect consumer perception of the product could be an intentional
overstatement of the product’s capabilities and value by the product’s mar-
keting group. However, in many cases the apparent disjoint between what the
company is saying and what the consumer is hearing is caused by the mis-
alignment of the company’s transformative value of the product with the
consumer’s actual transformative value for the product. As shown in Figure 3.4,
if the marketing team presents the product’s capabilities in terms of the prod-
uct’s perceived value, consumers may very well interpret these capabilities
relative to their own personal lifestyle priorities. It is easy to visualize how
the presentation of a broad picture of a product’s capabilities can uninten-
tionally expand the product’s impact on a consumer’s lifestyle priorities.
The occurrence of disruptive innovation spikes further expands the per-
ceived randomness of the innovation process. Disruptive innovation spikes
are also another reason that executive management teams think that deliver-
ing new products and pursuing disruptive innovations is extremely risky and
unpredictable.



50 CcHAPTER 3  THE INNOVATION LIFE CYCLE
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Based on Perceived Lifestyle of Transformative
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Superior » Work » Money
Flexible Activities Simplification

FIGURE 3.4 Causes of disruptive innovation spike

In some cases, companies will bring a product to market that is not dis-
ruptive at all. Such products are at best competitive with existing products.
In these cases, the company, through its new product, is attempting to gain
joint control of product innovation within the market. This joint control can
be achieved by matching the foundational features of a product that was cre-
ated through a competitor’s disruptive innovation.

This market entry method is probably the most common because it has the
least identifiable risk. The new competitor is counting on being more inno-
vative in the future, at least incrementally, than the already dominant com-
petition. The new product still passes through stage 2 of the innovation life
cycle, but instead of creating its own disruption, the product benefits from
the disruptive innovation of an already existing product.
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Stage 3: Incremental Invention

After a company has succeeded in bringing to market a product that becomes
a disruptive innovation, the natural tendency for the company is to expand
the market disruption. Expansion of the market disruption will allow the
company to control the evolution of the market. Incremental inventions
evolve the existing product in ways that will ideally enhance the transforma-
tive value of the product and expand the target market.

Except in cases where a company has a very small number of customers,
the odds are high that there will be features requested by some customers who
are completely useless to other customers. Requests for new features submit-
ted by larger customers will almost always be rolled into the product through
incremental invention, potentially causing a negative experience for other,
smaller customers.

As with the development efforts in stage 1 of the innovation life cycle, the
development team that is creating incremental inventions must have a firm
definition of the target consumer. Otherwise, poorly implemented incremen-
tal inventions can severely damage the product in the consumer’s eyes.

The marketing team should also monitor the transformative value of the
product as it is being evolved through incremental invention.

Bos SHouLb CONSIDER
® Are we optimally performing incremental invention in order to expand
the market disruption caused by our product? Or have we missed this
opportunity?
® Are we damaging our product in the eyes of some of our customers by
focusing too much on the requests of larger customers? Can we balance
the effect?

® |s our marketing team monitoring the impact of our incremental inven-
tions and those of our competitors on our product's transformative
value?

Stage 4: Positive Incremental Innovation

Each customer has different business priorities. This difference makes it
highly likely that different customers will perceive each incremental inven-
tion from vastly different perspectives. Some customers will consider the
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incremental inventions as critical enhancements. Other customers will con-
sider the incremental inventions as too complex, as unnecessary, or as too
expensive. If a majority of customers, or at least the largest ones, consider the
inventions to be valuable, then the transformative value of the product has
been increased by the incremental inventions. This results in the inventions
becoming incremental innovations.

In many ways, early incremental innovations can act as follow-on disrup-
tive innovations to the primary disruptive innovation in stage 2. These fol-
low-on disruptive innovations are similar to the aftershocks that follow
earthquakes. Most of us would not consider an earthquake to be over until all
of the aftershocks are gone. The same holds true for disruptive innovations
followed by incremental innovations. If the incremental innovations continue
to accelerate the dominance of the product in the market, then they are dis-
ruptive innovation aftershocks.

If, however, the incremental innovations do not continue to accelerate mar-
ket dominance, in spite of being deemed as positive by the majority of exist-
ing customers and also increasing the transformative value of the product,
then the disruptive innovation earthquake within the market has likely ended.

This abatement of the disruptive innovation aftershocks is the first inno-
vation life cycle inflection point (inflection point A of Figure 3.5). At inflec-
tion point A, the company’s new incremental inventions are just maintaining
a competitive position for the product. Figure 3.5 shows the impact on mar-
ket dominance when incremental invention shifts from delivering disruptive
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FiGure 3.5 Disruptive innovation aftershocks
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innovation aftershocks to incremental innovation. The market share may
continue to grow, but the acceleration of that growth has ceased.

It is at innovation inflection point A that many companies begin to ques-
tion their invention and innovation practices. There is a tendency to continue
to fund product development on this existing product after inflection point
A, even though the company is realizing decreasing returns to scale and quite
possibly has better investment opportunities elsewhere. The management
team likely does not realize that the transformative value of its product is
constantly in flux. Incremental inventions can cause both positive and neg-
ative shifts in the transformative value of the product. Many of the fluctua-
tions experienced with product sales are caused by the direct actions of the
company and not by external forces. These direct actions will be discussed in
later sections.

Inflection point A is also the first point where companies begin to shift
resources from external to internal invention and innovation. At inflection
point A, company executives see that the market growth is slowing. In
response to this slowing, the team will seek to optimize internal infrastruc-
tures and to lower costs.

BoB SHouLD CONSIDER

® Are our incremental innovations acting as disruptive innovation after-
shocks? How can we maximize this effect?

e Have we reached innovation inflection point A? What should our
response be?

® How will we know whether our incremental inventions are now causing
a negative shift in the transformative value of our product?

Stage 5: Repetitive Incremental Innovation

Approach any experienced software developers about two software products
with which the developers are equally unfamiliar. One of the products is an
older, stable, well-established product. The other product is newer with sta-
bility issues and slow market acceptance. Functionally, the products are very
similar. Now ask the developers which product they would want to use as the
foundation for creating a reduced-functionality “good enough” product. The
preference for the developers will almost universally be to utilize the newer
system. Not surprisingly, most management would pick the older system.
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Why are the responses different between the developers and management?
Management would select the older system because of external factors. The
older system is more stable in the customers’ eyes. The older system has had a
lot of money, time, and manpower invested into it that has made it a market-
accepted product. The older product is safer to use and is less likely to cause
trouble for management.

Conversely, the developers choose the newer system because of internal
factors. The newer system uses technology that is more interesting and that
will look good on their resumes. It’s a challenge for the developers to get the
newer system to work, and that will also be interesting. As depicted in Figure
3.6, each time an incremental invention is added to the base disruptive product,
the internals of the product become increasingly more complex. Externally,
the product is improving. Internally, however, the product is becoming harder
to expand, harder to maintain, and harder to evolve.

There are many well-known examples of software systems that exhibit
staggering complexity brought on through years of incremental innovation.
Two such software systems are those utilized by the U.S. Internal Revenue
Service and the U.S. Federal Aviation Administration. In spite of making
multibillion-dollar investments, both of these software platforms are so inter-
nally complex that replacing them with more stable platforms has so far
proven almost impossible.

As incremental invention and innovation are repeated again and again to
the same disruptive product foundation, multiple events begin to happen:

e The internal product complexity increases.
e The cost of new incremental invention/innovation increases.

e The cost of support and maintenance increases.

e The difficulty of evolving the product to new disruptive products
increases.

e The customer satisfaction decreases.
e The customer willingness to fund incremental inventions decreases.

e The probability of a new simpler product arising from a competitor
increases.

From the company’s point of view, repetitive incremental invention com-
plicates product development, sales, and support. But, incremental invention
is the only way to continue to increase revenues from the product through
increased billings to customers.
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FiGure 3.6 Impact of incremental invention on product complexity

From the consumer’s viewpoint, repetitive incremental invention makes
the product more difficult to understand and use and more expensive to
acquire and maintain. Each time that an incremental invention/innovation
passes through the innovation life cycle, the per-invention cost to the con-
sumer is likely to increase.

BoB SHouLD CONSIDER

® How can we deploy new incremental inventions and innovations with-
out continuously increasing the internal complexity of our product?

e Can we justify the costs of enforcing an internal product simplification
policy? Are we considering the costs of future support, evolution, and
maintenance?

® |s the rising complexity of our product increasing the cost of each new
invention to the point that even our largest customers will complain?

Stage 6: Negative Incremental Invention

As revenues start to decrease because of a customer’s unwillingness to bear
the increasing costs for decreasing value, the company will start to shift away
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from external invention and innovation. Instead, the company will begin to
focus on internal invention/innovation in a move to reduce costs. During
stages 3 through 5 of the innovation life cycle, business pressures on the
company have been increasingly shifting the company away from disruptive
innovation and toward incremental innovation. These business pressures can
be summarized as follows:

e Revenue pressures: Must increase revenue while decreasing risk

e (Customer pressures: Need to satisfy existing, large customers through
increased product features

e Infrastructure pressures: Need to ensure maximum utilization of
existing infrastructure while decreasing costs

As we see in Figure 3.7, these business pressures suppress disruptive
invention/innovation and increase incremental invention/innovation.
Innovation inflection point B reflects a major change point for the product
and the company. Multiple events are occurring at inflection point B (dis-
cussed in detail later), with one of the primary events being incremental
invention surpassing disruptive invention.
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FiGure 3.7 Impact of business pressures on innovation
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Some of the actions that the company is likely to take at this inflection
point include the following:

e Reduce the research and development budget

e Seek research and development alignments with the largest customers
e Increase the rate of internal infrastructure evolution

e Seek new markets and products through mergers and acquisitions

e Reduce or move the executive management team to the next product

These changes are brought on primarily by the decreasing revenues from
the foundational product innovation. Each negative incremental invention
tends to decrease the transformative value of the product and thereby reduce
the competitiveness of the product.

BoB SHouLD CONSIDER

e Are our actions that impact our product driven increasingly by perceived
business pressures that are not optimal for the positioning of the prod-
uct in the market?

e As we shift in response to reaching innovation life cycle inflection point
B, are we effectively "sealing the fate" of our product?

® |n seeking short-term revenues through incremental inventions, some of
which will negatively impact the long-term transformative value of the
product, are we killing the long-term revenue potential of the product?

Stage 7: Repetitive Negative Incremental Invention

The company will likely accelerate the rate of product incremental invention
in an attempt to regain revenue growth and maintain market competitiveness.
However, the ever-increasing complexity of the product and the rising per-
invention cost will limit the acceptability of most of these new incremental
inventions. At innovation inflection point B, as depicted in Figure 3.8, new
incremental inventions start to have an accelerating negative effect on the
product and its transformative value. New incremental inventions are no
longer perceived as innovations.

Not surprisingly, customers are following their own innovation life cycles
relative to the deployment of the product within their internal infrastructure.
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FIGURE 3.8 Transformative value throughout the innovation life cycle

These customers are continuously adjusting their calculations of the transfor-
mative value of the product relative to the transformative value of the prod-
uct’s competitors. As shown in Figure 3.8, innovation inflection point C
coincides with the point that the product’s transformative value no longer
exceeds that of the competition.

As the transformative value approaches and passes inflection point C, the
product’s larger customers will continue to utilize the product. Cost of replace-
ment for the larger customers is a large inhibitor to change and can artifi-
cially inflate their perceived transformative value of the evolving product.
But, this artificial inflation of the transformative value will not sustain itself,
and even the large customers will begin evaluating a replacement strategy.

Smaller customers, with lower costs of replacement, will begin to shift to
simpler competitive products as the product’s complexity begins to outweigh
the product’s feature set. It is at inflection point C that many customers begin
to pursue an alternative “good enough” product.

Bos SHouLD CONSIDER
* Have we considered the innovation life cycle that our customers are fol-
lowing relative to our product? How can we use this information to
maximize customer satisfaction and retention?
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e Have we passed innovation inflection point C, at which point our prod-
uct's transformative value no longer exceeds that of our competition?

e Are our smaller customers replacing our product with a “good enough”
alternative product? Is this an indicator that our larger customers will
soon drop our product as well?

Stage 8: Destructive Invention

Once a product passes through innovation inflection point C, virtually any
continued feature invention added to the product will be interpreted as a
destructive invention. Destructive inventions are more than just negative
incremental inventions. They also decrease the perceived value of prior incre-
mental innovations. Destructive inventions have a negative multiplicative
impact on the product’s transformative value.

The perceived nosedive of the product’s transformative value, brought on
by destructive inventions, will force customers to reevaluate the transforma-
tive value of a competitor’s offerings as well. In the process of reevaluating
transformative values, the customer will often shift the product’s lost trans-
formative value to the competitor’s offerings and inflate the competitor’s
transformative value (Figure 3.8).

Once a product passes beyond innovation inflection point C, the company
should cease incremental invention and move the product into a maintenance
mode.

Bos SHouLb CONSIDER
® In the pursuit of increased revenues, are we now attempting to deploy
inventions that are becoming destructive to our product's transforma-
tive value?
® Are we unintentionally adding to the transformative value of our com-
petitor's product?

The Innovation Life Cycle Inflection Points

As we have seen, there are three primary innovation inflection points. These
inflection points are the areas within the innovation life cycle that create the
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most damage to a product’s future. Surprisingly, these inflection points also
provide the best opportunities for the company to respond effectively and

maximize the value of the product.

The three innovation inflection points are reflections of stages in the inno-
vation life cycle at which point the company sees a negative shift within the
sales of the product or market for the product. Even if product sales are still
increasing, the growth rate is perceived to be falling and is similarly inter-

preted negatively.

The three innovation inflection points from a product’s sales perspective

are as follows:

A. Market dominance growth flattens: As depicted in Figure 3.5, the
acceleration of market dominance will drop to a steady state when
incremental inventions no longer act as disruptive innovation after-
shocks.

B. Customer acceptance falters: As depicted in Figure 3.7, when incre-
mental inventions no longer drive an increase in the transformative
value, customers begin to react negatively about paying for further
incremental inventions.

C. Customer acceptance ends: As depicted in Figure 3.8, when negative
incremental inventions become destructive inventions, the transforma-

tive value drops precipitously, and customers no longer accept cost
increases.

Figure 3.9 reflects how the negative impacts of the innovation life cycle
can have major impacts on transformative value and shift the company’s
focus from external innovation to internal innovation. Each of the inflection

points will be discussed in detail separately in the following sections.

BoB SHouLD CONSIDER

® How can we negate or at least minimize the negative impacts of each
innovation inflection point?

® |s there a way to adjust the innovation life cycle so as to delay or even
eliminate the inflection points?
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FIGure 3.9 Innovation inflection points

Innovation Inflection Point A

Innovation inflection point A (Figure 3.9) corresponds to the first time that
the company will likely question the future revenue from the product.
Multiple events are occurring at inflection point A:

e The market dominance growth has flattened.

e Disruptive innovation has ended.

e The positive growth of the transformative value is slowing.

In response to the perceived negative market activities relative to the prod-
uct, the company will take these actions:

e Assume that the market is peaking

e Reduce spending on potential disruptive innovations

¢ Increase spending on incremental inventions to improve customer sat-
isfaction and retention

e Increase spending on internal infrastructure inventions to lower costs



62 CHAPTER 3  THE INNOVATION LIFE CYCLE

The following are reasons that the company reduces spending on the pur-
suit of new disruptive innovations:

e Perceived randomness of finding a new disruptive innovation
e Fear of decreasing revenues/need to focus efforts on current product

e Increased costs of incrementally improving the product

Ever-growing business pressures related to increasing revenues, maintain-
ing large customers, and utilizing existing infrastructure, as shown in Figure
3.7, will further justify the company’s reasoning regarding the balance
between R&D spending for disruptive innovations and incremental invention.

The shifts toward increased internal and incremental inventions that occur
at inflection point A will create a landslide effect that will ultimately drive
the product through all remaining stages of the innovation life cycle.

BoB SHouLD CONSIDER

e At innovation inflection point A, is the market actual peaking, or is
something else causing market dominance to flatten?

® Should we consider expanding disruptive invention rather than decreas-
ing it?
® What actions should we take with our customers at inflection point A?

® Should we consider alternative markets at inflection point A despite
that we are still disrupting the current market?

Innovation Inflection Point B

Innovation inflection point B (Figure 3.9) is aligned with the first time that

the customers are seriously reacting to continued price increases for ongoing

incremental inventions. Multiple events are occurring at inflection point B:
e The company’s market percentage has ceased to increase.

e Positive incremental innovation has ended.

e The transformative value ceases to increase and may begin to fall.

In response to the shift of customer viewpoints, the company will take
these actions:
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e Assume that a new disruptive innovation is needed

e Implement companywide invention/innovation business practices to
try to identify a new disruptive innovation

e Shift spending toward incremental inventions that duplicate a com-
petitor’s incremental inventions

e Reduce staffing levels and management layers

¢ Increase spending on internal infrastructure inventions to lower costs

The actions of the company for inflection point B create little change
unless the company wins the innovation lottery (as described in Chapter 1).
The company shifts to a more competitive incremental invention model
because of the following reasons:

e Perceived randomness of finding a new disruptive innovation.

e Poor understanding of the decreases in transformative value. It is
assumed that the rising transformative value of a competitor’s offer-
ings is the cause.

e If the customers do not like the company’s incremental inventions,
then they must like the competitor’s.

As was true at inflection point A, increasing business pressures at inflec-
tion point B will further limit the effectiveness of any targeted response to
the drop in the product’s transformative value.

The landslide effect started at inflection point A will accelerate following
inflection point B.

BoB SHouLD CONSIDER

e At inflection point B our product's transformative value begins falling
while our competitor's transformative value continues to rise. Why is
this, and how can we counteract it?

® We are focusing the entire company on identifying new disruptive inno-
vations as well as positive incremental innovations. Will this succeed?

e Qur competitor's products appear to have more “whizbang" than our
product. Yet, we have substantially more functionality. Do we need to
rebalance our whizbang versus functionality equation? Is it too late at
inflection point B?
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Innovation Inflection Point C

At innovation inflection point C (Figure 3.9), the customers now openly
refuse to pay for new features and are balking at the high yearly maintenance
costs. The product has already reached an unacceptable level of complexity
and cost. Multiple events are occurring at inflection point A:

e The company’s market percentage is decreasing.

e The mirroring of a competitor’s incremental inventions has failed.

e The transformative value of the product is plummeting.

e The transformative values of a competitor’s offerings are still high.

In response to the collapse of customer acceptance, the company will take
these actions:

e Assume that the product has run its course

Shift the product into a maintenance mode

Reduce staffing levels and management layers

Reduce infrastructure costs through outsourcing and offshoring

Attempt to sell off the product

Basically, the landslide that started at inflection point A and accelerated at
inflection point B has finally buried the product at inflection point C. Because
of the staggering complexity of the product, there is little hope that it can be
dismantled and reassembled into a new disruptive innovation that delivers a
competitive transformative value.

BoB SHouLD CoNSIDER
e We are preparing to place the product in maintenance-only mode. Is
this the only move available to us?
e Why are our competitors, who we had dominated previously, now sur-
passing us?
® How can we maximize the long-term value to the company of our
product in spite of passing innovation inflection point C?
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The Optimal Innovation Life Cycle

As we have seen, the current innovation life cycle (Figure 3.1) has some seri-
ous shortcomings. Increasing business pressures and the perceived market
changes at the innovation inflection points will force the executive manage-
ment team to make decisions that minimize risk and maximize return from
the existing product and internal infrastructure.

Figure 3.10 depicts the optimal innovation life cycle. By proper manage-
ment throughout this optimal innovation life cycle, it is possible to avoid the
landslide effect of the previously described innovation inflection points. We
will discuss how to implement the optimal innovation life cycle and how to
utilize it to your company’s advantage in later chapters.
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FiGure 3.10 The optimal innovation life cycle
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Business Life Cycles

understand and be able to use a variety of business life cycles. The

product life cycle represents the consumer’s view of the product. The
market life cycle represents the view from the perspective of the various com-
petitors within a market for a specific product. The company life cycle repre-
sents the view from the perspective of the corporate executives within a
company delivering a product. How these life cycles work, and their relation-
ship to each other as well as the innovation life cycle discussed in previous
chapters, is the focus of this chapter.

To have a complete and nuanced view of innovation, it is necessary to

Business Life Cycles

There are probably thousands of different ways to view how a product is
developed, sold, deployed, and supported. To simplify matters, this book will
present four different views in the form of business life cycles. The innovation
life cycle was the first business life cycle and was presented in Chapter 3.

Of the four business life cycles, there are two internal life cycles. In this
case, the term internal refers to inside a company. These internal life cycles
are as follows:

e The innovation life cycle: The view from the perspective of the prod-
uct development team and the company overall

e The company life cycle: The view from the perspective of the execu-
tive and management teams

69
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There are also two external business life cycle views. The term external
refers to outside the company that owns the internal life cycles. These exter-
nal life cycles are as follows:

e The product life cycle: The view from the perspective of the customer

e The market life cycle: The view from the perspective of competitors

There are many benefits to understanding these four different views and
having a firm definition for each life cycle. Some of the key benefits are as
follows:

e The life cycles provide us with a means of understanding why compa-
nies make the business decisions that they do.

e We can see the impacts of our decisions within one life cycle on the
other life cycles. For instance, changing actions within the innovation
life cycle will impact the customer and the market, as well as execu-
tive decisions.

e We can deduce where our competitors are within their life cycles. We
can use this information to our benefit, which allows us to compete
more effectively.

e Qur products can be targeted to maximize the transformative value to
our customers.

e We can avoid or at least minimize the negative stages that are inher-
ent in each of the life cycles.

Figure 4.1 depicts the four different business views.

Product
Development

Customer

Product Innovation

Executive
Team

Competitors

FIGURE 4.1 Business life cycle views



Propuct LiFe Cycte 71

Product Life Cycle

The product life cycle represents the consumer’s view of the product. The
product life cycle consists of the major stages that a product will progress
through during the product’s life span. The product life cycle, as depicted in
Figure 4.2, consists of the following four stages for an innovative product
that is dominant:

e Dominant product: The product creates a new market.

e Feature set expansion: Features are added that improve the consumer
experience.

e Feature overkill: Features are added beyond consumer need.

e Commoditized product: Competition commoditizes the product.

As we will see, not all products will progress through all four stages of the
product life cycle. Introducing a new disruptive innovation can destroy an
existing dominant product’s market long before the dominant product
reaches commoditization. Conversely, products that are unique may exist in
a monopoly state and never progress to commoditization.

Figure 4.2 provides a graphical depiction of the product life cycle.

Stage 1: Dominant Product

When a product is introduced to the market, it could arrive as the dominant
product, or it may have to rise to the level of market dominance by displac-
ing existing product offerings. Thus, the dominant product stage could be any
length of time from very short to extremely long.

An example of a product that arrived as the dominant product is the Apple
iPhone. Since the iPhone largely created the smartphone market, it was
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Stages:

FIGURE 4.2 Product life cycle
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instantly perceived by many as the dominant product within that market.
(With all due respect to RIM, which pioneered the first handheld phone that
provided corporate email support, the iPhone was the first true smartphone.)

A product that does not become the dominant product in the market will
start in stage 2 of the product life cycle. This is because the company will
begin to aggressively enhance the product through feature set expansion.

Conversely, a product with little or no competitive pressures may remain
in stage 1 of the product life cycle for many years. This is generally the stage
that a product with a monopoly market position will remain in. The deregu-
lation of certain industries, such as power and communications, are examples
of attempts to force products into stage 2 of the product life cycle by remov-
ing the existing product offering from a position of dominance within the
market.

In some cases, companies bring new products to market knowing that they
cannot achieve immediate market dominance. In these cases, it is critical that
the new entrants immediately progress to stage 2 of the product life cycle.
Otherwise, the existing dominant product will begin to be enhanced, and the
new product will likely remain in a continuous position of trying to catch up
to the dominant incumbent product.

A dominant product that remains in stage 1 of the product life cycle will,
over time, increase the risk of being displaced by new product entrants. New
products based on a new disruptive innovation, as well as new products with
expanded features, can quickly enter the market and become dominant.

BoB SHouLD CoNSIDER
e Are our products stuck in stage 1 of the product life cycle? If so, is this
optimal?
® Do we need to accelerate our product life cycle in order to create a
dominant product?

® Should we delay deployment and increase the baseline features of our
product in order to force our competition into a trailing position with
us within the product life cycle?

Stage 2: Feature Set Expansion

In stage 2 of the product life cycle, an existing product is enhanced in ways to
improve or maintain its position within the existing market. These enhance-
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ments could be new features or changes in marketing. For the sake of this dis-
cussion, marketing shifts are covered in the market life cycle discussed later.

A product evolves naturally into stage 2 of the product life cycle for sev-
eral reasons:

e The product has failed to achieve market dominance in its original form.
e Competition is challenging the product’s current market dominance.
e The consumer’s transformative value of the product is changing.

e The company has identified untapped or poorly tapped markets for
the product that require new features to penetrate.

e The company has chosen to enter the market with an interim version
and immediately scale up the feature set to exceed the feature set of
the existing dominant product.

In stage 2 of the product life cycle, new features added to the product are
those perceived to have a positive transformative value to the consumer.
During stage 2, asking the consumer “What do you want?” can deliver posi-
tive results. The consumer can identify shortcomings in the existing product
offerings, even if the product is currently dominant, and can assist the com-
pany in expanding the features of the product. As we will discuss in stage 3
of the product life cycle, there comes a point when it becomes potentially
dangerous to rely on consumer feedback for product evolution.

Figure 4.3 depicts the pressures that will move a product from stage 1 of
the product life cycle into stage 2, and the figure also depicts the pressures
that can keep a product stable in stage 1. Note that the pressures that keep a

Inability to Achieve Market Monopoly Position

Dominance

Dominant Position
Competitive Pressures

Unique Intellectual Property
Transformative Value Declining

Difficult to Migrate Away From
New Market Opportunities

Stage 1 to 2 Product Life-Cycle Transition

Pressures to Exit Stage 1 Pressures to Remain in Stage 1

FIGURE 4.3 Product life cycle stages 1 and 2 transition pressures
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product in stage 1 imply continued market dominance even if they are not
perceived positively by the consumer. But, the entry of new competitive pres-
sures can quickly cancel out these “stay in stage 1” pressures and immedi-
ately drive a product to stage 2. Unfortunately, when a product is forced into
stage 2, the product will often be behind other competitive products relative
to distinguishing features that can reacquire market dominance.

All of the reasons listed previously for entering stage 2 of the product life
cycle are critical to consider and understand. But, the one that is most often
overlooked is when a change in the consumer’s transformative value for the
product has occurred.

The transformative value for a product can decrease because of many
types of changes, including the following:

e Shifts within consumer buying preferences
e Introduction of new product features within competing products

e Disruptive innovations that have shifted a consumer’s demand for
your product to a completely different product

e New products that have been introduced in alternative markets and
that have shifted certain feature requirements out of your product’s
market

e Economic shifts that cause your product to either exceed or fall below
the concept of a “good enough” product

Shifts within consumer buying preferences can continuously reset the
transformative value of all products within the impacted market. Clothing
styles are a perfect example. Seasonal shifts can cause consumer preferences
to change relative to colors, patterns, cloth texture, and density.

Enhancements to a competitor’s products can do far more damage than
simply shifting some of a consumer’s perceived value of your product onto
the competitor’s product. The competitor’s new feature enhancements can
create new dynamics within a consumer’s overall transformative value. These
dynamics can shift consumer loyalty quickly and nullify the impact of many
of your product’s existing features.

Disruptive innovations can destroy the transformative value for existing
products by shifting consumers into a new market. These disruptive innova-
tions are often not immediately recognized as product killers.

New products in alternative markets can drastically impact existing prod-
ucts. For instance, the introduction of higher-density disc drives at lower
costs for personal computers created a new storage medium for music. Over
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several years, multidisc CD players began to vanish from the stereo receiver
market because of the disc drive product improvements within the computer
industry. Continued feature enhancement to the multidisc CD players no
longer had any positive impact on the consumer’s transformative value.

In some cases, changes in the transformative value can be corrected by
new feature expansion. In other cases, it is impossible to increase the trans-
formative value through feature expansion. This makes it critical that the
company recognize the need to restart the product life cycle with new prod-
uct offerings. We will discuss later some specific approaches that can be used
to maintain and even increase the transformative value of your product and
how to ensure that expanded features continue to deliver value to the
consumer.

If a product is in a competitive market, continuous feature expansion will
eventually drive the product from stage 2 to stage 3 of the product life cycle.

Bos SHouLb CONSIDER
® Why did our product enter stage 2 of the product life cycle?

® When considering what features to add to our product, are we fully
considering all of the external pressures on our product?

e Has the transformative value of our product changed? Why?

® How should we respond to a change in the transformative value of our
product?

® Are we properly positioning our feature enhancements to minimize
our risks?

Stage 3: Feature Overkill

We discussed in Chapter 3 the concept of negative incremental inventions.
From a product life cycle point of view, this is referred to as feature overkill.

In an informal poll of innovation consultants, I found that about 80% of
innovation consultants will recommend that you involve your customer in
your product evolution and in your search for new disruptive innovations.
These consultants will say things similar to “No one knows better what they
need than the actual customer.”

It is important to understand that once a product has moved from stage 2
to stage 3 of the product life cycle, there is probably little value in attempting
to continue to utilize the average consumer as a “What do you want/need?”
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sounding board. This is not because of a lack of skill on the part of the con-
sumer. It is just that the existing products have reached the point that incre-
mental invention probably no longer delivers positive transformative value
changes. Once the product has reached the “good enough” point, it is very
difficult for the consumer to visualize an alternative product offering.

Once a product enters stage 3 of the product life cycle, continuing to
deliver new product feature enhancements will result in many negative
changes:

e The product complexity increases.
e Product stability will generally decrease.

e The transformative value begins to fall and begins to equalize across
competitors.

e Customer loyalty to particular products may vanish completely as
transformative value for all competing products equalizes.

e Prices start to fall, and margins start to shrink.

e Additional competitive products with similar features will enter the
market.

e The probability of a disruptive innovation causing a product shift
increases dramatically.

These changes work together within stage 3 of the product life cycle to
accelerate the product toward commoditization.

Products within stage 3 have most likely reached the definition of a “good
enough” product described in Chapter 1. This “good enough” threshold makes
it inherently simpler for new, highly competitive products to arise that have
a lower product cost and yet deliver a similar transformative value.

Figure 4.4 shows how the transformative value for the dominant product
and competing products will both continue to rise until the dominant prod-
uct enters stage 3 of the product life cycle. This transition point between
stages 2 and 3 of the product life cycle is depicted as product inflection point
B. Similarly, the transition point between stages 3 and 4 of the product life
cycle is depicted as product inflection point C. These inflection points will be
discussed in detail shortly. For the purposes of alignment with the innovation
life cycle, there is no product inflection point A.

Companies have several options of how to avoid remaining in stage 3, fea-
ture overkill, and how to avoid progressing to stage 4, commoditization, of
the product life cycle. These will be discussed in detail later in the book.
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FIGURE 4.4 Transformative value throughout the product life cycle

BoB SHouLD CONSIDER

e |f our product is in stage 3 of the product life cycle, how do we reenter
the product life cycle at an earlier stage?

e |f we can gain little value from talking to our consumers in stage 3, how
can we find new disruptive innovations?

e What are the indicators that we can use to predict when we will enter
stage 3 of the product life cycle (such as decreasing margins)?

Stage 4: Commoditized Product

A product that has reached stage 4 of the product life cycle is often consid-
ered by many to have become fully commoditized and to have little or no
capacity to add to the growth of the company. Products in stage 4 are com-
monly sold off or milked for their cash flow. As we shall see in Part III,
assuming products in stage 4 have little growth potential can be a serious
mistake. We will discuss ways to maximize the value of a stage 4 product in
order to find the next dominant product.

Products that reach stage 4 will generally require a disruptive innovation
in order to restart the product life cycle by effectively creating a new product
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and a new market. Part III will detail how to locate the required disruptive
innovation.

Bos SHouLD CONSIDER
e |f our product is in stage 4 of the product life cycle, how do we locate a
disruptive innovation to restart the product life cycle?
e Could we have recognized earlier that our product was approaching a

commoditized state of “good enough" and then diverted our resources
toward reentering the product life cycle?

The Product Life Cycle Inflection Points

As depicted in Figure 4.4, there are two product life cycle inflection points.
The first inflection point, labeled product inflection point B, reflects the
point at which the following events likely occur:

e The product transitions from stage 2 to stage 3 of the product life
cycle.
e The product’s transformative value has peaked.

e The transformative values of the dominant and competitive products
begin to converge.

e The concept of a “good enough” product has been reached for the
majority, but not necessarily all, of the consumers.

e New product feature enhancements will address the needs of increas-
ingly smaller numbers of consumers.

e New feature enhancements will likely increase product complexity and
reduce customer satisfaction for the majority of consumers.

The second inflection point, labeled product inflection point C in Figure 4.4,
reflects the point at which the following events likely occur:

e There is no longer a dominant product.

e The transformative values of all products begin to equalize.
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e (ontinued feature enhancement can result in a negative impact on
transformative value.

e The concept of a “good enough” product has been reached for virtu-
ally all of the consumers.

Part IIT will discuss in detail how to recognize these product life cycle
inflection points and how to take action to avoid them.

The Product Life Cycle and the Innovation
Life Cycle

Vantage point of the customer! The customer is unaware of the internal inno-
vation life cycle!

Figure 4.5 shows how the innovation life cycle and the product life cycle
align. Although the two life cycles look similar, it is important to remember
that the innovation life cycle is from the view of the product development
team and that the product life cycle is from the view of the product consumer.

In reality, the stages of the innovation life cycle, as shown in Figure 4.5,
are actually the causes of the stages of the product life cycle:

e Disruptive innovations create a dominant product.
e Positive incremental innovations deliver feature set expansion.

e Negative incremental inventions are feature overkill.

e Destructive inventions commoditize the product.

Positive Negative
Incremental, Incremental
Innovations Inventions

Disruptive
Innovation

Destructive
Invention

Innovation Life Cycle

A 4
Repetitive Repetitive
Dominant < < Commoditized
Product Product
Feature
Overkill

Product Life Cycle

FIGURe 4.5 Product life cycle and innovation life cycle



80 CcHAPTER 4  BuSINESS LiFe CYCLES

Market Life Cycle

The market life cycle represents the view from the perspective of the various
competitors within a market for a specific product. The market life cycle con-
sists of the major stages that a market will progress through during the mar-
ket’s life span. The market life cycle, as depicted in Figure 4.6, consists of the
following four stages:

e Market creation: A new disruptive innovation creates a new market.

e Market battles: Features are added by multiple product manufacturers
in an effort to either become or remain dominant.

e Market truce: Products begin to equalize in transformative value.

e Market stagnation: The market has minimal revenue growth potential.

In most cases, monopoly markets being the exception, markets will
progress through all four stages of the market life cycle, even if a new dis-
ruptive innovation creates a new market that will absorb much of the future
growth and revenue from the existing market. Unless a market becomes obso-
lete overnight, there will likely be straggler competitors and customers who
will continue to function within the market for some time.

Figure 4.6 provides a graphical depiction of the market life cycle.

Introducing the Market Life Cycle Inflection
Points

As depicted in Figure 4.7, there are three market life cycle inflection points.
These inflection points will be discussed in detail throughout the rest of the
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FIGURE 4.6 Market life cycle
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discussion of the market life cycle. At a high level, the three market life cycle
inflection points represent the following:

e Inflection point A: The point at which competitors begin to aggres-
sively enter the market

¢ Inflection point B: The point at which the transformative value of the
products within the market begin to decline

e Inflection point C: The point at which the transformative value of the
products within the market begin to equalize

We will discuss the market life cycle inflection points in detail throughout
the rest of the discussion of the market life cycle.

Market Life Cycle Metrics

There are many ways to view a market and to try to understand your com-
pany’s position within that market relative to your competitors’ positions.
Since all competitors are constantly delivering new features and shifting the
transformative value for the products, all metrics should reflect the consumer
to be a practical indicator of market direction. By understanding where a
company resides on the market life cycle, we can determine what actions are
appropriate to have a maximum positive impact on the market for that com-
pany. As we look at each stage of the market life cycle, we will discuss how
these metrics are impacted by that stage of the life cycle.
We will utilize two metrics to reflect how a market is performing:

e (Customer churn

e Average revenue per customer (ARPC)
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Operating under the assumption that all companies want to push their
product to become the dominant product in the market, the first metric, cus-
tomer churn, reflects how likely a given customer is to change to the domi-
nant product or to change away from the dominant product during the
market life cycle.

Figure 4.8 depicts the customer churn of the dominant product through-
out the market life cycle.

The second metric, ARPC, reflects the average revenue received by the
company that owns the dominant product for any active customers during
the market life cycle.

Any dramatic increases or decreases in the ARPC are likely indications of
a new disruptive innovation. In this case, the new disruptive innovation
should be viewed within a new market life cycle. When a disruptive innova-
tion occurs, the existing market life cycle will essentially collapse depending
on the rate of customer churn from the existing market into the new market.

Figure 4.9 depicts the average revenue per customer of the dominant prod-
uct throughout the market life cycle.

As we look at each stage of the market life cycle, we will discuss how the
customer churn and ARPC are impacted by that stage of the life cycle.
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Stage 1: Market Creation

A new market is created when a disruptive innovation is created. Since the
introductory, dominant product that “founded” the market is based on a dis-
ruptive innovation, it is unlikely that there is a large amount of competition
already in place. It will likely take some time, be it anywhere from weeks to
years, for competitive products to be delivered with sufficient features to
compete effectively against the dominant product.

In the market creation stage of the market life cycle, customer churn for
the dominant product is relatively flat since there is little competition within
the market. As depicted in Figure 4.8 at inflection point A, more and more
competitors are entering the market, and the rate of churn begins to rise. It is
too early to tell at inflection point A if the dominant product is losing its
position within the market. As discussed earlier, inflection point A on the
innovation life cycle is also the point at which the dominant company begins
incremental innovation in earnest and disruptive innovation aftershocks
could still be occurring. If the dominant company is successful in maintain-
ing a low churn rate, then the market life cycle will appear to hang between
inflection points A and B.

During the early part of the market creation stage, the ARPC will probably
appear to be relatively flat. This is because of the initial start-up costs and
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expansion of infrastructure costs. Once this period is past, increased produc-
tion will lower per-product costs. Since competitors are still developing and
positioning their products, the ARPC could appear to rise dramatically prior
to inflection point A. The rate of increase in the ARPC may not dip until
inflection point A is reached, when competitors aggressively start to enter the
market.

We will discuss in detail in Part III why it is important at this stage for
competitive companies to attempt to dramatically increase customer churn.

BoB SHouLD CONSIDER

e |f our market is in stage 1 of the market life cycle, is customer churn
high or low? How do we utilize this to our advantage?

® Are we attempting to increase the churn rate of our competitor's
dominant product? Are we utilizing new features to accomplish this
or lowering our price and decreasing our ARPC?

® How can we minimize our churn rate and maximize our competitor's
churn rate?

® How can we maximize our ARPC and minimize our competitor's ARPC?

Stage 2: Market Battles

In stage 2 of the market life cycle, most competitors will be aggressively mod-
ifying and enhancing their products in order to maintain or obtain the dom-
inant market position.

When more competitors enter the market, they can dramatically accelerate
the market life cycle to the detriment of all companies.

One of the major risks in stage 2 is that your company’s product enhance-
ments will be duplicated and expanded on by the dominant company. This
will have the following impacts:

e It will nullify any shift in transformative value: The transformative
value for the market overall may increase, but your product’s trans-
formative value will remain stable relative to the transformative value
of the dominant product.

¢ It will maintain or even lower the customer churn rate for the
dominant company: It is critical that new feature enhancements
deliver an increase in your competitor’s customer churn.
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e [t will make it more difficult for your product to become the domi-
nant product: Your feature enhancements act as relatively cheap
incremental innovations to your competitors since they do not have
to discover and invent the innovations. The faster the dominant com-
pany’s product reaches a “good enough” product, the harder it will
become to displace them.

¢ The number of positive incremental innovations is being exhausted
with little or no market gain: The number of positive incremental
innovations is limited.

The delivery of incremental innovations within the market battles stage
must be timed optimally. It is not sufficient for a product road map to simply
have “new features” in the next release. As we will see in Part I, it is possible
to maximize the value of incremental innovations and to drive up the domi-
nant product’s customer churn rate while maintaining a reasonable ARPC.

The customer churn and the ARPC metrics will be shifting greatly within
stage 2 of the market life cycle. Stage 2 is the market battles stage for a rea-
son. To win the market battles in stage 2, you require very strategic planning
and tactical responses, not unlike warfare. These battles can be planned and
implemented to your advantage with techniques discussed in Part III.

Once the battles in stage 2 have driven the product features to “good
enough” and beyond, the market life cycle inflection point B is reached.
Inflection point B reflects the time at which the consumer’s transformative
value for the products in the market begins to fall. Continued feature battles
will increase product complexity and eventually lead to decreased customer
satisfaction with the products and the competitors.

BoB SHouLD CoONSIDER
® How can we utilize the incremental innovations of our smaller competi-
tors to defeat our larger competitors?
® |s our product road map dynamic enough to allow us to continually
reposition our product to defeat our competitors?
e Are we increasing the transformative value of our product while
decreasing the transformative value of our competitor's products?

® Are we focusing exclusively on competing within the market and not
enough on dominating within the market?
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Stage 3: Market Truce

In stage 3 of the market life cycle, competitors have reached a status quo
position. The “good enough” level of the market has been reached and passed.

It is critical that your company not continue to battle once stage 3 of the
market life cycle has been reached. There remain very few incremental inno-
vations that can do the following:

e Increase transformative value
e Change customer churn

e Increase average revenue per customer

The market has not yet stagnated and can still generate significant rev-
enues. However, customer churn and the ARPC are flattening and are unlikely
to vary greatly. Customer churn can be increased by cutting the price of the
product to the consumer. The average revenue per customer can be increased
through internal infrastructure cost cuts. It is the entrance of the market into
stage 3 that often causes executives to begin the “slash-and-burn” approach
to cutting expenses.

The likelihood of lower-cost competitors entering the market and deliver-
ing a cheaper “good enough” product increases as time passes. Even though
the new products do not deliver any incremental innovations, they will shift
transformative value away from your product and increase customer churn to
the benefit of the new competitors.

It is at stage 3 that a company should be most aggressive about finding a
new disruptive innovation and should cease incremental innovations. Continued
expenditure to produce what are effectively negative incremental inventions
is counterproductive. Your competitors will likely be following this course of
continued battle in spite of entering the truce stage. You should avoid con-
tinuing to battle during the market truce stage.

It is also possible that a new, future competitor is developing a disruptive
innovation that is based on the foundations of the existing market. Since this
new competitor was not involved in the battles within the existing market,
the competitor has no risk of battling within the truce period and spending
money and effort pursuing worthless incremental innovations. It is this exter-
nal view of the market that makes start-up companies more likely to identify
the next disruptive innovation. In Part III we will discuss the different roles
that companies can play and how to maximize the value of your company’s
position.



MARKET LIFe CycLE MEeTRICS 87

As the transformative values for all products in the market begin to equal-
ize, the market life cycle approaches inflection point C. Following inflection
point C, the legacy competitors will face several risks, as discussed later in the
chapter in stage 4. In fact, beyond inflection point C, the risks will actually
increase customer churn and decrease average revenue per customer.

BoB SHouLD CONSIDER

® Are we continuing to "battle” with our competitors in spite of the mar-
ket being in stage 3, market truce?

® How can we act like a start-up company and define the next disruptive
innovation?

e Are we slashing costs while maintaining our “battle troops” in a battle
that has already ended?

e Can we reallocate the battle troops to create a new market without
slashing costs?

Stage 4: Market Stagnation

In stage 4 of the market life cycle, the market has fully commoditized and
stagnated. This stage can be summed up in the following areas:

e Incremental invention has largely ceased except on small segments of
the market.

e New market entrants with “good enough” products appear to be inno-
vative because they are easier to use. The majority of this innovation
is “simplification through elimination.” Elimination of negative incre-
mental inventions added during stage 3 of the market life cycle (mar-
ket truce) simplifies the product and appears innovative.

e The average revenue per customer continues to fall. New competitors
will continue to lower costs and decrease margin requirements.

e (Customer churn is largely controlled by personal consumer preference
and price.

e Customer demand is unlikely to increase.

e All legacy products have similar transformative values. New-entrant
products will steal transformative value through simpler, “good
enough” offerings.
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e Shifts in transformative value between the legacy competitors are
largely driven by price reductions.

Many companies will sell off product lines where the market has reached
stage 4. Some acquiring companies expect to use their lower-cost structure to
reenergize the market. But, the market has already passed the “good enough”
stage. Any increases in the ARPC in stage 4 will be short-lived as new com-
petitors arise.

Only by stealing the transformative value from legacy competitors through
increases in customer churn can a company drive up the ARPC.

It is possible as an acquiring company to utilize products from a stagnant
market to create new disruptive innovations that create new markets. We will
discuss the approach for acquiring companies in detail in Part IIL.

Bos SHouLb CONSIDER

e Can we eliminate negative incremental inventions from our product to
create a more competitive and less costly product offering in the market?

e QOther than through “slash-and-burn” cost cutting, how can we protect
ourselves from new competitors that will effectively steal our transfor-
mative value?

e Can we maximize the personal preferences of market consumers to drive
up customer churn to our advantage?

® Are we abandoning our product investment without determining the
possibilities for new disruptive innovations?

The Market Life Cycle and the Innovation
Life Cycle

Figure 4.10 shows how the innovation life cycle and the market life cycle
align. Although the two life cycles look similar, it is important to remember
that the innovation life cycle is from the view of the product development
team and that the market life cycle is from the view of the market competitor.
In reality, the stages of the innovation life cycle, as shown in Figure 4.10,
are the causes of the stages of the market life cycle. To recap, the primary
innovation/invention impacts on the market life cycle are the following:
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FIGURE 4.10 Market life cycle and innovation life cycle

e Disruptive innovations create a new market.

e Positive incremental innovations allow the company to wage battles
against competitive products.

e Negative incremental inventions enforce an ungratified truce between
the battling competitors and equalize the transformative value across
the market.

Destructive inventions will lead to stagnation of the market.

BoB SHouLD CONSIDER

e Are our business decisions driving our market toward stagnation? How
can we avoid this?

® Are there new, untapped markets that we can penetrate with a “good
enough” version of our products?

® |f we acquire or merge with one of our competitors, what will that do
to our combined products' transformative value?

Company Life Cycle

The company life cycle represents the view from the perspective of the cor-
porate executives within a company delivering a product. The company life
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cycle consists of the major stages that a company will progress through dur-
ing the product’s life span. The company life cycle, as depicted in Figure 4.11,
consists of the following three stages:

e Initial flexibility: Executives and management have many options.
The most straightforward example is a well-funded start-up company.

e Pressures: Pressures arise that appear to eliminate options. Remaining
options seem to be the best available anyway.

e Frozen flexibility: Executives perceive very limited options available
to them. A company with products and markets that are “in decline”
and then hires a “turnaround” executive is a perfect example.

Figure 4.11 depicts the company life cycle.

Company Pressures

For purposes of this book, the primary pressures that can influence the man-
agement team of a company fall into three broad categories, described here:

e Revenue expectations: Meeting the requirements of investors, stock-
holders, and debt holders. This category represents the pressure to
make money.

e (Customer commitments: Satisfying the ongoing product requirements
of the largest customers. This category represents pressures from the
largest revenue sources.

e Vested interests: Investing in personnel and infrastructure. This category
represents an existing set of costs that must somehow find revenue.

These categories are limited in scope and may not reflect all of the pres-
sures that any specific management team would face. The three categories are
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not intended to be all-encompassing. They are merely defined to impart the
primary drivers of decision makers when it comes to making decisions rela-
tive to the innovation life cycle:

e Revenue expectations: Demands for making money
e Customer commitments: Making money

e Vested interests: Utilizing already spent money

Note that all three categories of pressures revolve around money. That is
because business decision makers, at least good business decision makers,
consider money before they consider technology. A product that is amazing
to a technologist will only be amazing to a businessperson if the product can
actually make money.

Figure 4-12 depicts how these pressures can drastically reduce the flexi-
bility that management teams have when it comes to making decisions.

One of the side effects of reducing decision-making options is that the
management team must improve in quality to counterbalance the loss of
decision-making flexibility. A so-so manager can perform well when the
pressures are low and there is a great deal of flexibility about what is the
“best” decision. That same manager will likely fail when the flexibility van-
ishes and making the wrong decision is a matter of company survival.

This is one reason that a highly successful start-up that is run by technol-
ogists can eventually face serious problems and the company can fail. The

Revenue
Expectations

Customer
Commitments

Vested
Interests

Decision Flexibility

Pressures

FIGURE 4.12 Decision flexibility
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technology executive didn’t lose any skills. But, the decision-making process
has completely changed.
Here are some of the ways that can be used to reduce the pressures:

e Revenue expectation: Find new investors to replace the old ones. Buy
back stock. Pay off or renegotiate debt.

e (Customer commitments: Decline large product commitments for cus-
tomers who have a low return on investment. In some cases, large
customers can be a seriously limiting burden.

e Vested interests: Consolidate infrastructure, lay off or move person-
nel, outsource, and modernize.

Bos SHouLb CONSIDER
® What are the pressures that impact our ability to make decisions?

e |f these pressures did not exist, would we make the same product inno-
vation decisions that we are currently making?

e Are the decisions we are making relative to our product innovation
being impacted by the actions of our competition? Would we make the
same decisions if we ignored our competition?

Stage 1: Initial Flexibility

When a company enters a new market, the executives and management teams
within the company will generally have a great deal of flexibility relative to
the products within that new market. Some of the reasons that the pressures
on decision-making flexibility will be low include the following:

e Revenue expectations: The company most likely entered the market
with an understanding that revenues would increase over time. Initial
revenue expectations should be reasonable.

e Customer commitments: Initially the company will have few, if any,
customers demanding specific new features.

e Vested interests: Compared to companies with large, established customer
bases, the stage 1 company has very little invested in infrastructures
and personnel needed to produce, deliver, and support the product.



ComPANY PRESSURES 93

This initial flexibility allows the innovation life cycle to proceed optimally
through its first initial stages as well. But, as we discussed in Chapter 3, decel-
eration of growth at innovation inflection point A will likely force the manage-
ment team to begin moving down an aggressive incremental innovation path.

It is in stage 1 of the company life cycle that a company will normally
begin spending larger and larger sums building out the vested interests
required to sell, deliver, and support the product. Sales success will immedi-
ately begin to increase pressures on decision-making flexibility in all three
categories.

One of the greatest risks throughout the company life cycle, especially in
stage 1 of the company life cycle, is that the management team will enter a
push-me/pull-you model with the competitors. In this model, multiple things
begin to happen:

1. Pull-you action: Companies deliver new features to attract uncommit-
ted customers.

2. Push-me reaction: Competitors match these new features to attract
the same uncommitted customers.

3. Pull-you action: Companies deliver new features in response to spe-
cific requests from existing customers.

4. Push-me reaction: Competitors match these new features in order to
try to steal these customers.

5. Pull-you action: Large potential customers issue requests for propos-
als (RFPs) that lay out numerous features that they want to see in a
product.

6. Push-me reaction: All competitors attempt to deliver the features in
order to win the large customer.

The impact of the push-me/pull-you model is that the product direction is
basically no longer controlled by the company. The push-me/pull-you model
has shifted control of product direction into the hands of the market and out
of the hands of product development.

This push-me/pull-you model has many effects on the company. Some of
these effects include the following:

e Accelerated feature delivery: To remain “competitive,” new push-me
reaction features are often delivered without any time to determine
the success within the market of those same features delivered by the
pull-you competitor.
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¢ Product road map: The feature content within the product road map
quickly becomes based on push-me reactions and not long-term planning,

e Product architecture: Because of the knee-jerk reaction inherent in
the push-me/pull-you model, the architecture of the product quickly
becomes suboptimal and continues to deteriorate.

e Support infrastructure: As push-me reaction features are delivered,
the internal support structure must be expanded and modified quickly
to handle these new features.

In essence, the features delivered in a push-me reaction begin to drive the
products and the market. But, the internal impacts of the push-me/pull-you
model can be catastrophic over time. The first company to deliver a new fea-
ture (a pull-you action) will likely deliver it with the least negative internal
company impact: best road map, best architecture, best infrastructure. All
competing companies that respond (a push-me reaction) with a competitive
feature will likely deliver the feature in a suboptimal manner: disrupted road
map, suboptimal architecture, inefficient infrastructure. Over time, the push-
me/pull-you model will deliver negative inventions to the market, create
extremely complicated product architectures, and create an internal infra-
structure with large numbers of inefficiencies. Each time a company responds
within the push-me/pull-you model, the costs, commitments, and complexi-
ties of future feature deliveries will likely increase.

The one good aspect of the push-me/pull-you model, if it can be called
good, is that the push-me/pull-you model is equally damaging to all competi-
tors. One company will be in the pull-you action role and then will swap
places and be in the push-me reaction role. This back and forth exchange of
the push-me and pull-you roles will probably degrade all companies within
the market. As more competitors enter the market, the push-me/pull-you
model will likely accelerate and become even more damaging.

Figure 4.13 depicts the push-me/pull-you model.

BoB SHouLD CONSIDER

Are we taking advantage of the fact that our company pressures are
currently low?

e Are we trapped in a push-me/pull-you feature delivery model?

e How can we avoid the push-me/pull-you model and compete effectively?

Is there a way that we can use the push-me/pull-you model to our
advantage within the market? Can we control the model?
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FIGURE 4.13 Push-me/pull-you feature delivery model

Stage 2: Pressures

In stage 2 of the company life cycle, pressures are continuing to build on the
management team, and decision-making flexibility is decreasing. Even if the
company has been very successful in stage 1 and has avoided increasing rev-
enue pressures, that very success has probably increased the customer com-
mitment and vested interests pressures.

Unless a company is doing a superb job of balancing these pressures, the
following are some trends that are probably occurring in stage 2 of the com-
pany life cycle:

e The push-me/pull-you model is dominating new feature definition.

¢ Incremental innovations are largely derived from pull-you reactions.

e Innovations are shifting from external to internal to support increased
vested interest requirements.

e The product is approaching and passing the “good enough” state for
the majority of the consumers.

e The product complexity is increasing.

e Building a “good enough” product from the existing product is
becoming more difficult.

e Smaller customers are being abandoned in order to pursue higher-
revenue customers.
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There are also activities that will likely be accelerating these trends:

e The delivery of negative inventions will increasingly force management
to rely more on the push-me/pull-you feature model for new innova-
tions.

e The entrance of new competitors is driving down prices and revenues.

e Revenue growth is becoming difficult to achieve.

In short, company pressures will likely escalate to the point that positive
incremental innovation ceases and negative incremental invention predomi-
nates. These company pressures will force the innovation life cycle to proceed
into its negative, later stages. Once this occurs, the company is headed toward
stage 3 of the company life cycle. Executive management must fully under-
stand how to restart the innovation life cycle and be willing to make deci-
sions with the goal of restarting innovation in mind. In Part Il we will discuss
how to restart the innovation life cycle.

It is critical that management disrupts the company life cycle before enter-
ing stage 3.

BoB SHouLD CONSIDER

e Are we still delivering positive incremental innovations, or have we
begun to deliver negative incremental inventions?

e Can we balance capital expenditures and align them with the innova-
tion life cycle so as to minimize the growth of company pressures?

e Can our competitors use our company pressures against us? How can we
defend against this?

e Are our executive mandates forcing our product groups to respond first
to the push-me/pull-you model? How can we fix this?

e What stage of the company life cycle are our competitors in? Can we
use this to our advantage?

Stage 3: Frozen Flexibility

Once a company enters stage 3 of the company life cycle, it is very difficult,
though not impossible, to restart the innovation life cycle and by inference
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restart the company life cycle. Unfortunately, many companies find that they
must take drastic action in order to reduce the company pressures and
increase decision-making flexibility. Often, the first decision is to slash costs
no matter what is required. A mandate such as “layoff 15% of all employees
in each department” is an excellent example. Although some of the wrong
people may be laid off, in general company operating costs will be slashed,
and decision-making flexibility will increase.

Each new decision, if properly decided and then implemented, will further
increase the decision-making flexibility. However, it is critical that the man-
agement team remember that the goal is to restart the innovation life cycle.
Unless the company can create a disruptive innovation and shift to a new
company life cycle, the lowering of company pressures through difficult
actions will deliver only temporary benefits.

The Company Life Cycle and the Innovation
Life Cycle

Figure 4.14 shows how the innovation life cycle and the company life cycle
align. It is important to remember that the innovation life cycle is from the
view of the product development team and that the company life cycle is
from the view of the management team.

Since the management team has a direct impact on the decision-making
flexibility of the product development team, the company life cycle and inno-
vation life cycle are highly interwoven, and in most cases the company life
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FIGURE 4.14 Company life cycle and innovation life cycle
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cycle will win out. So, as depicted in Figure 4-14, unlike the other business
life cycles, the company life cycle causes the stages of the innovation life
cycle:

e [nitial flexibility extends the disruptive innovation aftershocks.

¢ Increasing company pressures shift the innovation life cycle from pos-
itive incremental innovations to negative incremental inventions.

¢ Frozen flexibility greatly limits decision-making options and increases
pressure to deliver inventions even if they become destructive inventions.

You may have noticed that we did not discuss inflection points during our
review of the company life cycle. This was not an oversight. There are mul-
tiple views from within the company life cycle, and each has a different
approach to maximizing the value of the innovation life cycle. These differ-
ent views will be discussed in detail in the chapters within Part III and con-
sist of the following:

¢ Innovating from scratch: Finding a new invention and innovation
e IT solution innovation: Innovating internally
e Innovating to dominate: Remaining dominant in the market

e Innovating to conquer: Becoming dominant in the market

e Innovating to disrupt: Creating new disruptive innovations from an
existing market

e Products to solutions: Evolving a company’s product innovations into
solutions innovations

All Four Business Life Cycles

This chapter has described the product, market, and company business life
cycles. As we have seen, these life cycles have a great deal of influence on
the innovation life cycle. Conversely, the innovation life cycle can have a
huge impact on the other business life cycles.

Figure 4.15 shows how these life cycles flow together.
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The following summarizes what we have discussed concerning these
impacts:

e Disruptive innovations will create a dominant product and create a
new market. The duration of disruptive innovation aftershocks are
extended by a company’s initial flexibility.

e Positive incremental innovations deliver new features and allow the
company to wage market battles with competitors. Company pressures
can stop positive incremental innovation.

e Negative incremental inventions create feature overkill and indicate
that market battles should end, and a market truce should be declared.
Company pressures can increase the tendency to deliver negative
incremental inventions.

e Destructive inventions contribute to product commoditization and
market stagnation. Frozen flexibility increases pressure to deliver
inventions even if they are destructive inventions.
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Figure 4.16 depicts the impacts between the life cycles described in the
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FIGURE 4.16 Business life cycle impacts




Innovation Life Cycle
Stagnation

consumer’s viewpoint and how critical it is to maximize that transforma-

tive value. In Chapter 3 we discussed the innovation life cycle and how
there are points within the life cycle that create an appearance of randomness
within the innovation process. Chapter 4, through the introduction of the
company life cycle, the market life cycle, and the product life cycle, demon-
strated that there are multiple views of the same processes that are occurring
throughout the innovation life cycle.

In this chapter, we will introduce the transformative value chain and
demonstrate that a product has a transformative value to all the stakeholders
in the product delivery chain including the consumer. We will examine why
positive innovation almost always seems to stagnate, forcing the innovation
life cycle to run to its ultimate, negative conclusions.

In Chapter 2 we looked at the transformative value of a product from the

Innovation Life Cycle Pressures

The innovation life cycle as described in Chapter 3 demonstrates how the
innovation life cycle functions within virtually all company environments.
The innovation life cycle ultimately ends when further innovation is counter-
productive and lowers the transformative value of the product. There must be
pressures that are driving the life cycle that are either difficult to identify or
difficult to control or both.

There are likely many ways to summarize the pressures that drive the inno-
vation life cycle. For the purposes of this book, I have summarized these pres-
sures into three primary questions:

101
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e Why do executives view innovation as a risk?
e Why do management teams have difficulty with the next innovation?

e Why do competitors seem to have an advantage within the latter
stages of the innovation life cycle?

The answers to each of these questions, to varying degrees, are impacted
by three areas that we will cover in some depth in this chapter:

e Appearance of randomness

e QOverlapping viewpoints

e Product commoditization

Appearance of Randomness

While we were discussing the innovation life cycle in Chapter 3, we touched
briefly on some of the key points within the life cycle at which randomness
appeared to enter the perception of the process of product innovation. These
key points from Chapter 3 can be summarized as follows:

e Extrapolation of need from a sample to the entire potential market
e Incomplete definition of the transformative value
e Invalid definition of the market’s needs for the product

e [nability to project product success

e [Inability to predict whether a product will be disruptive or merely
competitive

e Disruptive innovation spikes through poor consumer perception of the
product

What is counterintuitive is that all of these points of randomness are
related to a single, multitiered relationship: the relationship of the product to
the consumer and the relationship of the consumer to the market.

A venture capital-funded start-up that had spent more than $40 million to
date recently asked me, “Where can we sell our product?” During the devel-
opment of its product, the market had shifted, and the consumer’s transfor-
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mative value for the product had plummeted. By the time the product was
ready, the market had vanished. The start-up may have started with a faulty
understanding of the transformative value, or it may have failed to monitor
the transformative value during product development.

Rephrasing and combining these points of randomness, we arrive at the
following requirements that should be fulfilled prior to product development
and deployment:

e Detailed determination and analysis of the markets for the product
e Definition of the transformative value for each consumer subgroup

e Optimal mapping and marketing of product features to each con-
sumer’s transformative value

e Definition of a “good enough” product that will meet the needs of the
consumers

Exceeding what constitutes a “good enough” product on an initial product
development and introduction will likely expend funds and time on a prod-
uct that may not require functionality beyond “good enough” in order to
dominate the market. Quite often time to market is a critical competitive fac-
tor. This increased cost can ultimately translate into a longer return on
investment cycle. In addition, the increased complexity for the consumer to
utilize additional features beyond “good enough” can result in a decrease in
the consumer’s transformative value for the product and shrink the potential
consumer market size. These negative impacts brought on by delivering a
seemingly better initial product will increase the appearance of randomness
in new product innovation.

As we mentioned briefly in Chapter 2, the incorrect mapping of product
features to the consumer’s transformative value can improperly increase the
consumer’s initial perceived transformative value for the product, causing a
disruptive innovation spike. These spikes drive up the initial success of the
product only to have the sales plummet shortly after product introduction.
The causes of such spikes are very hard to identify without a complete reeval-
uation of the market, of the consumer’s transformative value, and of the
product features as well as the marketing efforts. The apparent unexplainable
nature of product sales spikes can contribute greatly to the perception of ran-
domness within innovation.

Each consumer subgroup within the targeted markets can have a slightly,
or even drastically, different transformative value. The lifestyle impacts for
the product within these subgroups can vary greatly. Taking a broad view of
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these subgroups and treating them as one whole market will probably incor-
rectly attribute lifestyle impacts to all of the consumer subgroups driving
product development beyond the level of “good enough” for the majority of
the consumers. Introducing a product to a particular consumer subgroup that
exceeds a “good enough” level can keep the transformative value within that
subgroup low. Thus, incorrectly blending consumer subgroups will random-
ize the lifestyle impacts and make it very difficult to isolate consumer needs
in order to increase the product’s transformative value.

When determining market size, we will often hear statements like “All peo-
ple who own an . ..” or “All existing users of . . . .” These categorizations of
consumers and markets can greatly expand the definition of the potential
market size of a new product. In reality, the consumers within these larger
existing markets (“All people who own an . . .”) actually exist within many
subgroups that have drastically different transformative values with different
lifestyle impacts. The worst possible outcome of this market-level assumption
of a consistent consumer is seen when the majority of the existing consumers
have already purchased a product that has reached or exceeded a “good
enough” level. These consumers may be very difficult to shift to a new prod-
uct or market. This overexpansion of the potential market will likely result in
product sales below initial projection and can create a perceived randomness
within the innovation of a new product.

Figure 5.1 depicts how these four requirements that must be fulfilled prior
to product development and deployment should be integrated and maintained
in order to maximize the potential success of a product. It is not sufficient to
just initially define each of these requirements. As the figure depicts, the
requirements must be continuously reevaluated in order to properly reflect
changes in markets, transformative values, feature mapping, and the defini-
tion of a “good enough” product.

Good :
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Product
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FiGure 5.1 Impact of market changes on products
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BoB SHouLD CONSIDER

® Are we attempting to deliver an initial product that exceeds a “good
enough” product?

® Have we assumed that the transformative value of all consumers within
our target market(s) is the same?

® Are we properly monitoring our target market and our potential con-
sumers to understand and react to any changes?

e Are our marketing materials designed to optimally reflect our products
benefits relative to our consumers' transformative value and to maxi-
mize our product's lifestyle impact?

Overlapping Viewpoints

As we discussed in Chapter 4, there are many potential viewpoints of what is
occurring during the progression of the innovation life cycle. We summarized
these as the market life cycle, the product life cycle, and the company life
cycle. These and other viewpoints are always overlapping in the minds of
management teams and product developers.

Without a method to isolate these viewpoints, discussions on how to prop-
erly enhance a product often result in the team “talking in circles” where each
group constantly tries to draw attention back to its area of the product deliv-
ery chain. This only makes sense because each group is a specialist in a par-
ticular area. The product developers are not marketing people. The marketing
people are not manufacturers.

The apparent inability to define successful, disruptive innovations within
a product space will often toggle ownership of a product between the prod-
uct development group and the marketing group. Each will be given the
opportunity to define the next set of features for the product road map.

As we will see shortly, the “talking in circles” problem does not need to
exist. There is a simple approach that will allow targeting of innovation to
deliver successful product features to the market.

As depicted in Figure 4.16 in Chapter 4, the “talking in circles” problem
can become extremely difficult to eliminate since it can become so pervasive
within the company and because each view can be in different stages.
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Bos SHouLD CONSIDER
e Are our teams talking in circles?

® Who should manage the definition of future product features?

Product Commoditization

In Chapter 2 we discussed the concept of a product’s transformative value and
how that transformative value can vary from one consumer to another. To
better understand how a product and market become commoditized, we will
expand the concept of transformative value.

A consumer will have a transformative value that is a reflection of that
consumer’s willingness to purchase a particular product. Conversely, from the
product manufacturer’s point of view, this relationship can be summarized as
the “revenue value” of the product to the company. For each company/
product/consumer relationship, there will be both a transformative value and
a revenue value. Figure 5.2 depicts this relationship.

The transformative value/revenue value relationship appears straightfor-
ward at first. But, the relationship is far more complex than a simple input/
output-type relationship. In most cases, the transformative value will decrease
over time because of many of the factors discussed in earlier chapters includ-
ing competition, negative incremental invention, and destructive invention.
This natural tendency for the transformative value to decrease, regardless of
the actions of the company, creates a huge amount of stress between the
transformative value and the revenue value.

Companies following the innovation life cycle (or the product life cycle
more likely) will continue to deliver features to an existing product in order
to increase the transformative value of the product. The company expects a
corresponding increase in the revenue value to occur concurrently.

Transformative
Value

Company Consumer

Revenue
Revenu
o

FIGURE 5.2 Transformative value and revenue value
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FIGURE 5.3 Commoditization and revenue value

A company’s perceived revenue value will create the perception, and often
the reality, of product commoditization. Figure 5.3 depicts a general view of
the inverse flows of these two values and when commoditization arises within
the market. When the transformative value will no longer support the price
of the product needed to meet the companies desired revenue value, the mar-
ket is most likely headed toward commoditization.

Oftentimes a company will spin off a product line into a new company in
an effort to realign the transformative value of the product with the corre-
sponding revenue value of the product. Reducing product delivery costs will
likely decrease the required revenue value and result in a new competitive
positioning within the market. As we will see in the next chapter, there are
other ways to realign these two values.

It should be noted that unless a new disruptive innovation is delivered that
shifts the consumer into a new market, it is likely that a consumer will still
perceive the product as a component of their lifestyle with a positive trans-
formative value. This can remain true, even if the commoditization situation
depicted in Figure 5.3 has occurred. It is this inherent survivability of the pos-
itive transformative value of a product that gives companies the opportunity
to reinnovate within an existing market.

Bos SHouLb CONSIDER
® Has our product's transformative value fallen?

e Are we repeatedly increasing our projected revenue value requirements?
continues
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e Has our product entered commoditization?
® How can we shift our product out of commoditization?

® How can we take advantage of the inherent survivability of the positive
transformative value of our product?

Product Delivery Chain

Later in this book we will demonstrate how to reinnovate a product/market
that has largely commoditized. To accomplish this, it is critical that we define
a structure of how products are produced and delivered to the final consumer.
We will call this the product delivery chain. The product delivery chain con-
sists of one or more stakeholders (companies) who are involved in the devel-
opment and sales of the particular product.

The product delivery chain can be very short or extremely long and com-
plex. For our purposes, we will designate the following stakeholders within
the product delivery chain:

e Supplier: One or more companies that provide components of the
final product

e Manufacturer: One or more companies that assemble or manufacture
the final product

e Distributor: One or more companies that act as a distributor of the
final manufactured product

e Value-added reseller (VAR): One or more companies that enhance the
final product in some way to enhance the targeting of particular con-
sumer subgroups

e Installer: One or more companies that deliver, install, support, or oth-
erwise act as the “front line” for the product

e Consumer: One or more consumer subgroups that have a positive
transformative value for the product and consume the product in
some way

Figure 5.4 shows how these product delivery chain stakeholders interrelate
relative to the product. Obviously, these functional stakeholders are intended
to be representative and not definitive. Your product may involve more or
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fewer stakeholders. In addition, some or all of the functions may occur in-
house within your company while others occur externally.

During our discussions of these stakeholders, it is important to understand
how they can be applied to multiple industries. For instance, let’s assume that
we are a pharmaceutical company and that our product is a drug delivery sys-
tem with a pump-like device. In this sample scenario, our six stakeholders
would likely take on the following functions:

e Supplier: Components such as electronics, tubing, software, raw drug
materials

e Manufacturer: Pump, packaging, storage box, drug manufacturing

e Distributor: Payee, insurer, government agency

e Value-added reseller: Doctor, physician, hospital

e Installer: Primary caregiver, nurse, in-home care, loved one

e Consumer: Patient

Even if many of these functions are occurring internally within your com-
pany, it is still wise to view them as separate stakeholders within the product
delivery chain. You should define your product delivery chain to include as
many stakeholders needed in order to reflect potential risks to production,
risks to sales, and risks to transformative value. The previous pharmaceutical
case can be summarized as follows to reflect these risks:

¢ Production risks: Production risks can include areas such as the sup-
plier being unable to deliver or the manufacturer owning all the intel-
lectual property of the drug delivery product.
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e Sales risks: Sales risks can include a lack of approval from govern-
ment agencies or an unwillingness of insurance companies to cover
the costs of the treatment. Sales risks can also include an unwilling-
ness of doctors to prescribe the treatment because of a poor under-
standing or balance of risk to cost and benefit.

¢ Transformative value risks: Risks to the transformative value of the
drug delivery product can come from the caregivers or the patients.
Because the proper management of such a treatment regimen often
includes both a caregiver and the patient, the transformative value of
the product is controlled and defined by both.

The management of the relationship with each of the shareholders within
the product delivery chain is critical to the ongoing success of the product
and the ability to innovate new products.

Bos SHouLD CONSIDER
® Who are the stakeholders in our product delivery chain?

e Where in our product delivery chain are our risks of impacting produc-
tion, sales, and transformative value?

* Do we have both external and internal stakeholders?

Transformative Value Chain

Up until this point, we have discussed the concept of transformative value as
if it applies specifically to an individual consumer of a product. In reality, the
principle of transformative value can be used to analyze and value any rela-
tionship that involves the exchange of one resource (for example, money) for
another resource (for example, product).

Each of the stakeholders in the product delivery chain represents a sepa-
rate application of the transformative value/revenue value relationship. For
instance, a supplier sells your company a particular component. That compo-
nent has a transformative value to your company, and the cost of the com-
ponent has a specific revenue value to the supplier.

Figure 5.5 demonstrates how the product delivery chain consists of multi-
ple transformative value/revenue value relationships. It is important to note
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Product Delivery Chain
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FIGURE 5.5 Transformative value chain

that, in general, the transformative value is internal to the company prior to
the completion of the product and then becomes external to the company
after completing the manufacturing of the product. In Figure 5.5, to the left
of the product line, the suppliers and manufacturers constitute the product
supply chain. They are driven by revenues, and the company is driven by the
transformative value of the components being purchased from the suppliers
and manufacturers. After the product is constructed, to the right of the prod-
uct line in Figure 5.5, the roles shift from supply to distribution. Each of the
players on the distribution side is now driven by the transformative value of
the product, and the company is driven by revenues.

Just as in the case of an individual consumer, each of the transformative
value/revenue value relationships will be defined by many aspects such as
quality, suitability, flexibility, and other areas that impact the business life-
style of the company. The most flexible aspect will probably be cost (assuming
that the cost of production and the price of consumption remain consistent
with each other as costs rise and fall). In other words, decreasing the cost of
a product will likely increase the transformative value and decrease the rev-
enue value. Therefore, in this case, cost would have an inverse impact on the
two values.
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If the company can reduce cost of production without lowering the price
of consumption, then the transformative value would remain the same while
the revenue value would rise. This is the situation that most companies hope
for but find difficult or impossible to sustain for long periods of time because
of increased competition.

The transformative value chain depicted in Figure 5.5 can become even
more complex when we view the relationships between the stakeholders fol-
lowing the final production of the product: distributors, value-added resellers,
installers, and consumers. These stakeholders probably function serially within
guidelines defined by the company. Therefore, these stakeholders have their own
transformative value/revenue value relationships, as depicted in Figure 5.6.

Figure 5.6 may appear to be transformative value/revenue value overkill.
The intent is to demonstrate how a change in the transformative value or the
revenue value for any stakeholders within any relationship within the trans-
formative value chain can cause a tectonic shift through the entire transfor-
mative value chain.

This tectonic shift occurs because each stakeholder will adjust as needed
in an attempt to reflect the change either in the transformative value or in
the revenue value. Most often, these types of shifts are mitigated through
additional positive incremental innovation of the product. Although shifts in
the transformative value chain may translate into increased prices, the addi-
tional positive incremental innovations balance out the impacts of these price
increases on the consumer’s transformative value for the product. Unless
there is room for positive incremental innovations that can justify a price of
consumption increase, the following will likely occur:

e One or more stakeholders, including the consumer, will have to absorb
the price increase.
e The transformative value of the product for all stakeholders will fall.

e The revenue value of all stakeholders must increase to absorb the
price increase.

e (Cost cutting will likely commence within the various stakeholders in
order to realign the price or to stabilize the transformative value.

e Incremental invention will accelerate to justify the price increase.

e The probability of entering negative incremental invention or destruc-
tive invention will increase.

Essentially, any price increase will decrease transformative value, increase
cost cutting, and accelerate the innovation life cycle.



Revenue Value

Transformative Value

slawnsuo)

anjep anuanay

anjeA sAljewliojsuel)

Revenue Value

Transformative Value

sia|jeisu|

UTRYD IN[BA IATIULIOJSUET) Xd[dwo) 9°G 3¥noi4

Auedwo)

Revenue Value
Revenue Value
Transformative Value
Transformative Value

anjeA anuanay anjep anuanay

anjeA aAljeuwliojsuel] anjeA aAljewlojsuel]

Transformative Value
Transformative Value
Revenue Value
Revenue Value

si9||9say
Pappy-anjeA

ureyn A1enijaq 10npold

sia1jddng

sioinquisig sJainjoejnuepy

113



114 cHAPTER 5  INNOVATION LIFE CYCLE STAGNATION

As the number of stakeholders in a product delivery chain increases, the
ability to understand why product sales are increasing or decreasing becomes
more difficult to quantify. As we will see in Chapter 6, to control the trans-
formative value chain and the innovation life cycle, we must monitor and
respond accordingly to each of the stakeholders.

BoB SHouLD CONSIDER
e What is our transformative value chain?

e Are there internal relationships between our stakeholders that can
impact transformative value and revenue value?

e Are our relationships with our stakeholders defined clearly enough to allow
us to understand the impacts of changes caused by those stakeholders?

e Can we decrease the number of stakeholders within our transformative
value chain?

e Can we decrease the risks and complexities within our transformative
value chain?

The Executive View: Innovation Is Very Risky

Executive teams often have a difficult time quantifying the benefits and
return on investment in pursuing a particular invention/innovation cycle.
This is especially true when the invention/innovation cycle is an attempt to
enhance an existing product that is in the latter stages of the innovation life
cycle. At these latter stages of negative and destructive invention, it often
appears as if the price of product consumption is in a complete free fall,
cheaper-priced competitive products are arising, and consumer satisfaction
(transformative value) is plummeting.

As we have seen, each of these symptoms can be caused by one or more
of the perceived randomness factors, product commoditization, or shifts
within the transformative value chain. These causes are often so interwoven
and difficult to identify that there appear to be only two options:

e Decrease costs in order to decrease price, increase transformative
value, and increase revenue value.

e Deliver new positive disruptive or incremental innovations that
increase transformative value and revenue value.
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The problem that executives have with the second option (new innovation)
is that previous attempts at new product innovation have delivered negative
incremental inventions or even destructive inventions. Choosing to pursue
even more “innovation” on the existing product space in these circumstances
is often summarized as “throwing good money after bad.”

In general, innovation consultants will instruct the executive team that
they must increase risk taking in order to counteract this downward plunge.
Unfortunately, unless the current causes of the downward plunge are identi-
fied, increased risk is most likely to produce additional failures.

At the end of Chapter 3 we briefly discussed the optimal innovation life
cycle as depicted in Figure 3.10. An increase in risk taking by the executive
team as a means of reversing the innovation life cycle will run head on into
the natural flow of the life cycle, as depicted in Figure 5.7. An executive man-
date that is not based on an increased understanding of the current causes
and symptoms within the innovation life cycle is very likely to fail. It is this
apparent continuation of a random approach to innovation that causes many
executives to reject increased risk taking as a solution and pursue cost reduc-
tions instead.

In Chapter 6 we will discuss how to eliminate the need for increased exec-
utive risk taking in order to deliver new product innovations.

Repetitive

New Product Positive Negative
Invention > Incremental
Innovations Inventions
Destructive
- > Invention
Initial Product Disruptive Innovation Repetitive Repetitive Future

Invention

Natural Flow Executive Mandate

FiGure 5.7 Increase in risk taking
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Management Team Challenges with
Incremental Innovation

As the product delivery chain is initially constructed, management teams will
create the transformative value/revenue value relationships for each stake-
holder within the product delivery chain. Some of these relationships might
include the following:

e Supplier: Pricing schedules that decrease as purchase volumes
increase. This initially maximizes the revenue value to the supplier
and creates an acceptable transformative value to the company. Over
time, the relationship will likely shift decreasing revenue value to the
supplier while increasing transformative value to the company.

e Manufacturer: Trial production run at higher purchase price with
lower per production run costs in the future.

e Distributor: Extremely favorable price terms to initial distributors,
giving them the best competitive position if the product sales increase.

e Value-added reseller: First market entrant status will allow the VARs
to become the dominant provider within their market niches.

¢ Installer: Little or no start-up costs through free training, equipment,
and so on.

Each of these initial relationships is designed to maximize both the trans-
formative value and revenue value of the relationships between the respec-
tive parties in order to get commitments from all the stakeholders. These
commitments are necessary in order to maximize the transformative value to
the consumer and to drive the consumer to purchase the product.

Once the product delivery chain is completed and as the product comes to
market, the company’s management team will begin to adjust costs down-
ward by adjusting each of these relationships. This will decrease the cost of
the final product and either increase the revenue value of the product or
increase the transformative value of the product, or both. Each change imple-
mented by the company is designed to increase its transformative value with
its suppliers and manufacturers and to increase its revenue value with the dis-
tributors, VARs, installers, and consumers.

Each member stakeholder, other than the consumer, quickly takes on the
appearance of a partner, rather than a vendor or customer, to the company.
This effectively hides all external views of the relationships from the com-



MANAGEMENT TEAM CHALLENGES WITH INCREMENTAL INNOVATION 117

pany. It is no longer deemed critical to maintain the revenue value to the sup-
pliers or to maintain the transformative value to the deliverers (distributors
and so on). The only relationship that remains critical in the eyes of the prod-
uct management team is the transformative value/revenue value relationship
with the consumer.

At this final stage, all views of transformative value have been shifted to
the consumer, effectively eliminating the overlaps of the product delivery
chain and the transformative value chain. Figure 5.8 depicts this relationship
between the company and the product delivery chain stakeholders.

Once this compression of the transformative value chain has occurred in
the minds of the product management team, it is extremely difficult for the
team to find new innovations. Most assumptions will be based on the exist-
ing product delivery chain and that it has been optimized to the fullest. Any
new innovations will be deemed to require an increase in the transformative
value of the consumer. By ignoring the innovation potentials throughout the
product delivery chain, the management team is dramatically reducing the
options and the intellectual property that can be brought to bear to create
new innovations.
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Ficure 5.8 Compression of the transformative value chain
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We will see in Chapter 6 how the management team can realign the prod-
uct delivery chain and the transformative value chain to restart the innova-
tion life cycle.

Bos SHouLD CONSIDER
e Have we reduced our suppliers’ costs (and decreased the suppliers'
revenues) to an extent that our “partners” now view our supplies as
commodities with no value in new innovations?

e Have we increased our revenues from our deliverers (distributors and
so on), and inversely reduced their revenues, to an extent that our
“partners" now view our product as a low margin commodity with little
potential for innovation?

® Have we compressed the transformative value chain and centered all
innovation potential on the target consumer market that has probably
already entered commoditization?

Competitor's Advantages Within the
Innovation Life Cycle

As we have seen, the natural tendency of most companies is to maximize the
benefit to the company of any partner relationships. This tendency drives
down the revenues of the partners, tends to commoditize the product, and
largely eliminates innovation on the part of the partners.

New competitors to the market have many advantages over the incumbent
company:

e New, more modern product delivery infrastructure with little or no
legacy costs

e Minimum costs from suppliers and manufacturers thanks to incum-
bent cost pressures

e Ability to lure away deliverers (distributors and so on) with minimal
increases in their transformative values

e Focus on construction of a new product delivery chain with all the
attendant innovation potentials
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e Delivery of a “good enough” product, without all the weight of previ-
ous negative incremental and destructive inventions

e Ability to increase transformative value to existing consumer base
through both price cuts and new innovations

e Little or no R&D costs to amortize

e Overall better margins than incumbent competitors

In many ways, new competitors enter the market like a new farmer walks
onto existing cropland bought out of bankruptcy. The land has been plowed,
weeded, and planted and is under harvest. All the competitor has to decide is
what new crops to plant going forward. And so, the innovation life cycle is
restarted.

We will discuss in Chapter 6 how to minimize the opportunities for new
competitors while maximizing the innovation potential of the incumbent
company.

Bos SHouLb CONSIDER
® Are we creating the perfect environment for new competitors?

® How can we take advantage of the same opportunities as our new
competitors?

® Does the fact that the new competitor is “new" have an impact on its
success?

® Do we need to become “new" through management changes, changing
innovation policies, and so on?
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Innovation Life Cycle
Disruption

innovation relative to a particular product. Unfortunately, this “normal
flow” results in very negative results. As we saw in Figure 3.10, to con-
tinue positive innovation, it is necessary to disrupt this normal flow and
thereby restart the innovation life cycle.
This chapter will focus on how to resolve the causes identified in Chapter 4,
“Business Life Cycles,” and disrupt the innovation life cycle.

The innovation life cycle is intended to represent the “normal flow” of

Thinking Outside the Box

No book on innovation would be complete without at least some discussion
of the concept of “thinking outside the box.” It has become a favorite mantra
for many relative to the concept of innovation.

Three questions should immediately come to mind when considering
thinking outside the box and innovation:

e What is the box?

e Why do you need to think outside the box?

e How do you think outside the box?

What is the box? In general, the box would most likely be the current
experience and knowledge of the group responsible for new product innova-
tion. In other words, thinking outside the box would entail thinking about
things that are not normally part of your everyday job.

121
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Why do you need to think outside the box? The box represents the current
limits of the product innovation process within the company. This process has
driven the innovation life cycle into negative territory through negative
incremental inventions and destructive inventions. The feeling is that by
expanding the scope of the innovator’s viewpoints or knowledge, the team
will be able to identify an increased number of positive innovations.

How do you think outside the box? This is a normal question I get asked
regularly. Everyone thinks that it must require a special process or technique
to think outside the box.

I like to rephrase the last question in a different way: Why are your
employees stuck thinking inside the box? I believe that it is the natural ten-
dency for people to think broadly about topics. Yet, something within the
established company environment creates a situation in which the product
team can no longer see “outside the box.”

It is common for people to say that a successful entrepreneur thinks out-
side the box. At first glance, that appears to be why start-up companies seem
to be more innovative than well-established companies. But, perhaps the
start-up company is not hindered by the same pressures that limit the vision
of the established companies?

As we shall see, thinking outside the box does not require lateral thinking
or any other complicated innovation thinking process. Many companies
become successful without these types of systems, and they can remain suc-
cessful and reinnovate their product offerings through simple concepts that
we probably hear about every day. The problem is that those simple concepts
are overwhelmed by the way most companies do everyday business.

Don’t get me wrong. I am not minimizing the complexity of creating an
innovative new product. Nor am I saying that your team does not require
broad knowledge and good product development skills. What I am saying is
that the box is an artificial construction that was built by the company and
the team. And the box, even though it is artificial, can cripple the innovation
capabilities of even the most talented employee.

In an attempt to step outside the box, many companies will try to make all
employees into innovators. Essentially, if the team can’t do it, then maybe the
whole company can. This approach rarely succeeds beyond finding small
incremental innovations. The product team is still the best source of innova-
tion. The rest of the company lacks the knowledge and experience needed to
fully understand the current position of the product and how to restart the
innovation life cycle for the product.
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Bos SHouLb CONSIDER
® Are our product teams focused within the current product box?
¢ |f making everyone responsible for innovation doesn't work, what will?

e Even if the team can think outside the box, doesn't the risk of new
product deployment failure still exist?

Building the Box

I can hear you saying “I didn’t build the blasted box!” Well, sorry to say it,
but you and the rest of your company probably did. I am willing to admit
that I have built product “boxes” in the past, and I have watched many other
companies do it as well. It’s not an insult; it's just the way we are wired. But,
that doesn’t mean that the boxes can’t also be eliminated or destroyed.

How many times have you had a power failure in your home? And, even
though you absolutely know that the power is out, the first room you walk
into you attempt to turn on a light? And over the next several hours you con-
tinue to reach for switches to turn on and off lights. Our “box,” built up by
the many assumptions we make and the consistency of our responses to those
assumptions, says that there will be power, and we need to turn on the light
to see. Without the light I will smash a shin or in some other manner plum-
met to my death.

Here’s one of mine. I love Asian noodle dishes. My tendency is to blow on
the noodles before putting them in my mouth because I have been burned
many times. (For some reason Asian noodles can be the temperature of the
sun and not catch on fire.) One particular noodle bowl, a Vietnamese noodle
bowl, is served cold. Yet, it is a physical effort for me to avoid blowing on
the cold noodles before taking a bite. My “box,” again created by assump-
tions and my responses to those assumptions, says that the noodles are hot,
and I should blow on them to protect myself.

So, where did the box for your product come from? You know the one we
were talking about: the box that limits the ability of the product team to cre-
ate new product innovations. It came from the same kind of shin-splitting,
mouth-burning experiences that build our personal boxes.

Let’s first establish one fact: Few employees like to fail, get yelled at, and
then probably get fired. Our employees have been trained that thinking outside
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the box can lead to these very results. It is not formal training but rather an
inherent “burning sensation” that occurs throughout the innovation life cycle.

In the early stages of the innovation life cycle, there is probably lots of
room for both positive and negative incremental innovations. Some new fea-
tures will succeed. Some will fail. But, on balance, the tendency is toward the
successful deployment of positive incremental innovations. Employees are
normally not punished for smaller failures in this phase.

As the life cycle progresses, however, the tendency shifts to the negative
side. Why? It’s because the level of a “good enough” product has already been
reached, and virtually any new feature will increase the cost and complexity
of the product and decrease the transformative value. Now the risk to
employees becomes very real. All potential innovations start to become neg-
ative inventions instead.

Since incremental innovations are pretty much always “inside the box”
(otherwise they would be disruptive, create a new market, and be deemed as
“outside the box”), the full life of the product, following the initial disruptive
innovation stage, has been focused on “inside the box.” And in the latter
stages of the life cycle, even these inside the box inventions are failing and
can result in lost jobs.

But, as we saw in Chapter 5, “Innovation Life Cycle Stagnation,” there are
far more forces that keep the team firmly planted inside the box. The team
has spent a great deal of time, sweat, and money driving the product through
the product life cycle and has optimized all aspects of the product delivery
chain. So, looking back at the product delivery chain for inspiration is very
difficult. And yet, the foundations for the company’s previous success are on
the opposite end of that product life cycle.

Based on the findings in Chapter 5, we can see that virtually all of the
pressures at work within a company are focused on forcing the team to look
inside the box. These can be summarized as follows:

e Randomness makes team members feel that they cannot predict what
new inventions/innovations will succeed.

e Multiple viewpoints, poorly understood by many of the team members
and rarely integrated, create a feeling of confusion about what is the
best course for the product.

e The apparent inability to stop product commoditization creates a feel-
ing that perhaps the other end of the product life cycle (outside the
box) isn’t worth looking at anyway.

e The transformative value chain has largely vanished into the consumer.
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All of these pressures accumulate and drive the product team to focus
inside the box. Thinking outside the box becomes very dangerous. It is almost
a knee-jerk reaction, not unlike flipping that light switch in a power failure
or blowing on cold noodles. The team doesn’t consciously avoid looking out-
side the box. They are conditioned to look only inside.

Bos SHouLb CONSIDER
® How can we stop building the blasted box?
e |f our team is stuck looking inside the box, how can we change this?

® How can we avoid building the box altogether?

Assumptions Everywhere

If I had to use one word to describe virtually all of the limitations that com-
panies have when it comes to being able to innovate, that word would be
assume and all its forms. Sometimes the assumption is hard to recognize and
find. But, if you look deep enough, you will find it. So, why is assume such
a deadly word for innovation?

Here are three examples of some of the many statements I have heard in
the last year that reek of assumptions. Each of these statements was actually
killing innovation within the respective companies:

e “Our equipment provider is very slow to integrate our functional
requirements. This really limits our ability to deliver new product fea-
tures quickly to market.”

e “QOur existing product has almost commoditized, so we are reducing
our staff and looking around to acquire a new product line.”

e “Our customers’ needs have shifted away from our product.”

These seem like perfectly logical and reasonable statements. And in some cases
they may be quite accurate. But, relative to the particular companies I was speak-
ing to, the following were the actual underlying assumptions for each statement:

e The company was assuming that the only way to deploy certain
aspects of its product was through integration performed by the
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equipment provider. As the company drove down costs, it also
reduced the revenue value of the product relative to the equipment
provider. The equipment provider no longer had the revenue value to
justify working aggressively with the company.

e The company was assuming that there was no longer any possibility
to harvest new revenues from the existing product line and that the
only way to replace declining revenues was through acquiring a com-
pletely new product line and revenue stream.

e The assumption is that the transformative value of the product to
existing customers has fallen to zero. This could be true in the event
that a new disruptive innovation has shifted the customers to an
alternative market. But, most likely the revenue value has fallen too
far, and all attempts at innovation are yielding negative or destructive
results.

If the statements actually did reflect an underlying assumption, how
should the companies have looked at each situation? Here are the actual
results of questioning the statements:

e The company had three choices: 1) proceed with the unsatisfactory
relationship with the equipment vendor, ignoring the negative impacts
on product delivery schedules, 2) increase the revenue value of the
product to the equipment provider by increasing the price the com-
pany paid the equipment provider, or 3) treat the equipment provider
as a component provider and have someone else develop an add-on
that could satisfy the needs of the product road map in a timelier
manner. The company chose option 3, which simplified its relationship
with the equipment vendor, reduced costs overall, and returned control
of the product delivery chain to the company. The company was able
to innovate.

e This is the typical inside-the-box management viewpoint. In reality,
the company had tremendous value opportunities within its product
delivery chain that could be used for new products as well as the old.
By killing this and several other assumptions, the company was able
to harvest the intellectual property/intrinsic value created throughout
the product history and create a new disruptive product that made use
of the existing product delivery chain. With additional tweaking to
the existing product delivery chain, costs were reduced for the origi-
nal product line allowing a price reduction that resulted in increased
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sales. The new product line utilized the increases in economies of
scale and was an instant disruptive innovation in an alternative
market.

e This is the typical innovation life cycle late-stage comment. Since no
disruptive innovation had completely shifted the customer base to a
new market, the decreased sales and revenues were caused by
increased complexity and price brought on by negative and destruc-
tive attempts to create new innovations. By recognizing that this shift
had occurred, the company was able to simplify its product to a “good
enough” version, reduce the development staff, cut costs, and slash
prices. The product’s transformative value quickly rose, and the prod-
uct’s penetration expanded into previously untapped market segments.

Killing assumptions is one of the best ways to eliminate the “box” limita-
tions on innovation capabilities of an existing product team. This can seldom
be done with internal team members. An objective external viewer has no
loyalties to previous decisions or deployments. The previous three examples
demonstrate three assumptions that many product teams make:

e Assumption 1: Innovations do not include changing the product
delivery chain. In reality, the product delivery chain can be adjusted at
will to deliver new innovations. In this example, the “box” excludes
the product delivery chain as a source of new innovative product
improvements.

e Assumption 2: The intellectual property/intrinsic value to the com-
pany of a legacy product resides in the product itself. In reality, the
product delivery chain has inherent values that can be translated into
new products as well as enhancements of the existing product. In this
example, the “box” does not recognize processes as intellectual prop-
erty with value available for new innovations.

e Assumption 3: Any drop in transformative value is a result of poorly
understood changes in the consumer’s lifestyle. In reality, absent a
disruptive innovation, the drops in transformative value are probably
caused directly by the company and its competitors. In this example,
the “box” views the consumer/product relationship very simplistically
and does not take into consideration the transformative value chain.

There are probably as many ways to hide an assumption as there are leaves
in a forest. And it can be quite frustrating for a team to attempt to internally
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isolate these assumptions. Imagine saying “Why is that true?” after each and
every statement that a team member makes in a planning session.

External facilitators who can recognize the broad, hidden, and dangerous
assumptions are often the best option for quickly turning around a product
innovation team. Each of the previous cases was resolved quickly once the
assumption was eliminated.

To isolate assumptions and remove them as roadblocks to innovation, fol-
low these steps:

1. Define each issue or pain point that restricts product success.

2. State that the existing solution, the one creating the issue or pain
point, is no longer available.

3. Define alternative solutions to replace the eliminated solution. These
alternative solutions can include parts of the eliminated solution but
cannot duplicate it completely.

4. Apply the lessons learned back on the existing solution.

If we take our three examples and apply these steps, we find the following:

e 1) The pain point is the equipment provider not delivering quickly
what we need for our product. 2) We then eliminate the equipment
vendor as a solution. 3) The alternative is to use a standard piece of
equipment in conjunction with a new component. 4) We then apply
this to our original provider, utilize its standard product, and attach a
new component.

e 1) The pain point is that our product has almost commoditized. 2) We
eliminate staff reductions and acquire a new product as the solution.
3) The alternative is to harvest all intellectual and process value from
the existing product and then target that value with enhancements at
a new market, thus benefiting both products. 4) We then apply this to
the original product, which allows us to cut costs, decrease prices,
increase transformative value, and restore sales for the original prod-
uct.

e 1) The pain point is that our sales have dropped and customer satis-
faction is low. 2) We eliminate the assumption that our customers
need for our product is shrinking. 3) Instead, we conclude that we can
eliminate the negatives in the product and deliver a “good enough”
version that is cheaper to maintain and deploy. This allows us to cut
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the price, restore the transformative value, reenergize sales, and pene-
trate lower-priced markets. 4) We apply this to the original pain point
and eliminate the drops in sales and customer satisfaction.

Obviously there are many varieties of problems, causes, and assumptions.
It is critical that the company understand the product delivery chain and the
transformative value chain before making decisions about how to influence
a product’s direction within the market. Through relatively simple reviews, as
the previous examples demonstrate, it is relatively easy to isolate the causes
of the pain points and eliminate them in a manner that delivers the optimal
return. These results are achieved without an increase in the apparent ran-
domness of innovations and without an increase in risk.

The goal of this discussion is to demonstrate that a lack of understanding
of the product delivery chain and the transformative value chain creates an
environment where decisions are no longer based on the real business aspects
of the product and market. This creates the randomness and inside-the-box
thinking that forces executives and management teams to seek new innova-
tion sources and to take increased risks.

Bos SHouLb CONSIDER
® |s our product group considering the innovation potentials throughout
the product delivery chain?
e Have we looked at the entire history of our product to determine “com-
ponents” that could be utilized to create a new product innovation?
® Are we blaming our declining sales revenues on our customers? Can we

reverse that decline through a rebalancing of the transformative value/
revenue value relationship?

Intellectual Property

As we saw in one of the previous examples, the entire product delivery chain
is likely riddled with unique intrinsic values that can be utilized to create new
disruptive innovations. The hard part is recognizing those intrinsic values,
isolating them, quantifying them, and then reapplying them. Obviously, there
are patents and trade secrets. But what is the hidden “secret sauce”?
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Let’s take the Jelly Belly candy company as an example. Jelly Belly makes
gourmet jelly beans. People pay a premium to eat Jelly Belly jelly beans. The
intrinsic value in Jelly Belly’s jelly beans could be the following traits:

e Small size

Strong flavors

Unique flavors

Lots of different flavors

But, there are other manufacturers of jelly beans whose products have all
of these traits. Yet, consumers seem to consistently prefer Jelly Belly. Why?
It could be the name of the company. But, if that were all it was, then there
would be new market entrants with cutesy names. It seems as if the product
itself isn’t what makes Jelly Belly successful.

There must be something else that is causing the transformative value of
Jelly Belly jelly beans to be higher than that of the competitors. Since the
product itself can be easily replicated and Jelly Belly doesn’t own the market
on different flavored jelly beans, what is it that constitutes Jelly Belly’s
intrinsic value?

My thought is that Jelly Belly created (or at least maximized) the concept
of candy personalization. For example, if you love chocolate and coconut,
then you satisfy your “cho-conut” cravings by eating both a chocolate jelly
bean and a coconut jelly bean at the same time.

This ability to blend flavors on the individual level allows the jelly beans
to have a high transformative value with almost all consumers who like jelly
beans at all. The flavor blends can become personal favorites. Jelly Belly’s
advertising even promotes this personal blending concept. Should it choose
to, Jelly Belly could probably penetrate completely different markets by offer-
ing this type of personal flavor creation capability.

But, Jelly Belly would probably not be as successful if it started trying to
sell a competing chocolate/coconut candy bar. This would be targeted at a
niche market and not the “all candy eaters” market.

The intrinsic value of a company’s investment in its product and product
delivery chain can be difficult to identify and quantify. But, it is critical that
the product innovation team isolate the drivers of the consumer’s transfor-
mative value and not just the properties of the product. Jelly Belly makes jelly
beans. It sells personalized experiences.
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BoB SHouLD CONSIDER

® Do we understand what drives the consumer's transformative value for
our product?

e Can we utilize both the physical and intrinsic transformative value fac-
tors to create new innovative products?

® How can we create a driver of transformative value that is independent
of the actual product?

Product Delivery Chain Stakeholders

As we discussed in Chapter 5, the product delivery chain will consist of one
or more stakeholders other than the consumer. These stakeholders may be
both internal and external to the company.

One of the greatest mistakes that companies seem to make when attempting
to create or deploy a new product innovation is to only consider the con-
sumer’s transformative value. This is a major mistake since the other stake-
holders can have a dramatic negative impact on the success of the product.

Often, when I ask companies about innovating new products and the rela-
tionship of the various stakeholders, they almost immediately start “talking
in circles.” This is understandable since the stakeholders are separate pieces
of the product delivery chain and each stakeholder is intertwined with the
others. It is difficult to separate the stakeholders as stand-alone when they are
part of an integrated whole.

I have found that the simplest approach to correcting the transformative
value chain is to view each stakeholder in the chain as the only member of
the chain. In other words, look at the supplier completely alone. Then look at
the manufacturer completely alone. Then follow in stages with the distribu-
tor, the value-added reseller, the installer, and finally the consumer.

For instance, assume that the “distributor” is the final purchaser of the
product as far as the company is concerned. It doesn’t matter what the dis-
tributor does with the product. We don’t care if the distributor just places it
in a warehouse. Using this assumption, we can then ask, “What is the trans-
formative value of the product to the distributor, and how can I increase it to
the maximum value?” This will allow us to understand how to properly bal-
ance the company’s relationship with the distributor.
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If we return to our pharmaceutical example, the distributor would be an
insurance company or other form of payee like a government agency. We
would need to determine how to maximize the transformative value to the
insurance company so that the insurance company would want to purchase
the drug product for its customers. This might involve additional justifica-
tions, long-term pricing arrangements, or other incentives outside of just
demonstrating the efficacy of the drug.

Once we have completed determining the best way to balance the trans-
formative value with the distributor, we could then move on and do the same
process for the value-added reseller. In the pharmaceutical example, this
might be the doctor. We need to enhance the doctor’s ability to practice med-
icine, increase the doctor’s revenue through billable events of the therapy,
decrease the amount of time per patient, and so on.

Continuing with this process would allow us to maximize the transforma-
tive value chain for all stakeholders while also stabilizing and guaranteeing
our product’s flow into the market.

Even in the case of a simple consumer good, such as a box of dried mashed
potatoes, there is still quite a complex product delivery chain and a corre-
sponding transformative value chain. Any negative shifts in the transforma-
tive value chain for any of the stakeholders can cause the product to stop
being distributed, sold, and consumed.
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The Innovation Checklist

e have discussed a great many concepts from the differences
Wbetween an invention and an innovation to how all members of the
product delivery chain actually share a transformative value and
revenue value relationship. Now let’s summarize and discuss how to resolve
problems with the innovation life cycle.
In this chapter, we will discuss a checklist that can be used in virtually all
companies with any product. In Part III of the book, we will apply this check-
list to your company’s particular situation.

Overview of the Innovation Checklist

In Chapters 1 through 6, I laid out many of the problems that can align to
stifle innovation within otherwise successful companies. In these companies,
the innovation life cycle proceeds merrily along toward ultimate product
commoditization because management teams make what seem to be all the
right decisions along the way driven by competitors, revenue requirements,
customer needs, and more.

Each company is unique. Each product is unique. Each market is unique.
And each innovation life cycle is unique. Therefore, it is probably impossible
to describe an all-encompassing magic formula that will restart the innovation
life cycle in all circumstances of products, markets, and companies. However, we
can take certain steps to isolate and understand our particular circumstances.
These steps are summarized in a checklist form here and will be applied for
differing competitive viewpoints in the following chapters. The sequence of
the checklist items is not as important as simply accomplishing them.

133
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The innovation checklist consists of the following items:

Isolate the drivers of the consumer’s transformative value.
e Fully understand your product delivery chain.

e Align the different viewpoints within your company.
e Isolate pain points in the product delivery chain.

e Reenergize the transformative value chain.

e Define a “good enough” product.

e Seize control of push-me/pull-you.

e Kill assumptions.

e Recognize your innovation life cycle stagnation.

e Figuratively commoditize your product.

e [solate intellectual property.

e Map intellectual property to new markets.

e (reate disruptive innovations.

e Fund disruptive innovation.

Isolate the Drivers of the Consumer’s
Transformative Value

I love some of the commercials on TV these days. There is one that talks about
a candy bar being the perfect afternoon energy booster. I am sure that there
is a segment of the viewing public that latches onto this premise and uses it
to justify, at least in their own minds, why they munch down on a candy bar
every afternoon. I just eat the candy bar because I love it.

If we drill down deeper into that candy bar’s consumer market, we would
probably find that the drivers of the transformative value of the candy bar
don’t include “healthy” or “energy” anywhere in the top ten drivers. And,
unfortunately for the advertiser, the premise of being an “afternoon energy
booster” can be universally applied to all candy bars, so there is no unique-
ness in the candy bar being advertised this way. Why would one candy bar
(and I am excluding “energy bars” from the candy bar category) deliver more
energy than the next candy bar? Sugar is sugar.



ISOLATE THE DRIVERS OF THE CONSUMER’S TRANSFORMATIVE VALUE 135

So, why is the manufacturer advertising the “afternoon energy” linkage?
It is probably trying to eliminate or reduce the guilt we are made to suffer
these days about simple pleasures. It probably won’t be long before we see
advertisements for candy bars that push “organic,” “green,” or even “econom-
ically revitalizing.” But, regardless of the advertiser’s intentions, the basic
transformative value of the product probably remains unchanged.

In the case of the candy bar in question, the drivers of the transformative
value probably include items such as these:

1. Chocolate: Satisfies chocolate lovers

2. Caramel: Satisfies caramel lovers

3. Peanuts: Satisfies peanut lovers

4. Cost: Relatively inexpensive

5. Convenience: Easy to carry and easy to eat even in busy situations

6. Acceptable: Generally acceptable to eat even in meetings, parties, or
other public functions

There are probably other, more subtle drivers of the candy bar’s transfor-
mative value, but this list will suffice for now.

Now, let me ask you a couple of questions. When you are in the store
standing in front of a bunch of candy bars, do you ever think “Which one
will energize me the most?” When you are selecting a soft drink from a soda
machine, do you ever think “I want the Real Thing?” Or do you just buy the
one that you feel in the mood for at that time?

The point is that marketing is sometimes not targeted at the underlying
transformative value of the product at all. I think the best candy bar commer-
cials are the ones where they slowly pull the candy bar in half. Yum!

When trying to understand why a product is commoditizing or sales are
dropping off, it is very critical that you return to the foundational reasons
that consumers bought the product in the first place. Go back and document
what the transformative value of the product was in the beginning, and then
evolve the product and its transformative value forward into the present day.
You need to understand why (or in many cases “if”) the transformative value
has fallen. Then you can remove those drivers from the transformative value.

In the case of the candy bar, perhaps chocolate has become extremely
expensive because of a fungus damaging the cocoa bean crop several years ago.
To avoid increasing the price, your company adjusted the formula. Consumer
response seemed to be acceptable, so the formula was never changed back
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even though the price of cocoa fell back to normal levels the next season.
Then perhaps your company shifted from sugar to corn syrup, again to reduce
costs. Over time, while making adjustments to protect the revenue value, per-
haps you destroyed part of the transformative value.

If you have ever eaten a candy bar manufactured outside the United States,
you probably know where I am leading. I ate a candy bar in China and almost
fainted. It tasted fabulous! Why? Because it was made with sugar and not
corn syrup. It wasn’t as sweet and wasn’t cloying like many corn syrup-based
products. The same was true when I drank an orange soda. Wow! I would
almost fly back to China just to taste those flavors again . . . they are not
available in the U.S.-based versions of the same products.

Perhaps your transformative value of your product has fallen because you
have forgotten why consumers buy your product. In the case of the candy
bar, the number-one reason is probably taste. It’s not convenience or energy
or any other reason. Taste.

Checklist item #1: To understand why your product is where it is today,
go back to where it was when it was most successful, and isolate the foun-
dational transformative value of the product.

Fully Understand Your Product Delivery Chain

Your product was successful at some point and has commoditized over time.
As we discussed in Chapter 6, this commoditization is a result of a complete
shifting of the transformative value chain into the consumer’s transformative
value/revenue value relationship.

At the point that this shift occurs, your company will likely view the entire
product delivery chain as a streamlined operation with little room for inno-
vation. But, there can be innovation opportunities embedded throughout the
product delivery chain that are hidden by assumptions.

The next couple of checklist items are dependent on a thorough under-
standing of your product delivery chain. This does not require a financial
analysis, extensive research, or market analysis of each supplier or distribu-
tor. Instead, it is important to understand each player in the product delivery
chain, their criticality to the final product, their impact on your company’s
flexibility, and your ability to gain increased innovation value from the
relationship.

Checklist item #2: Review all of the partners in your product delivery
chain. Label them as component suppliers or innovation suppliers, inhibitors
or accelerators, and unique or one of many.
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Align the Different Viewpoints Within Your
Company

As we discussed in Chapters 4 and 5, there are many viewpoints within a
company concerning the success or failure of a product. Most of these view-
points are coming from participants within the product delivery chain who
are internal to the company. Unfortunately, we rarely look at these as rela-
tionships in the same way we look at our relationships with external suppli-
ers or distributors. But, the impact from internal relationships on the success
of the product can be significantly worse than the impact from your external
partner relationships.

When you were thinking in the previous part about understanding your
product delivery chain, I'll bet you left out the internal relationships. This is
all too common and is often the downfall of product innovation attempts.
When these internal relationships are poorly understood and improperly
managed, the “talking in a circle” phenomenon will likely never end.

It is critical to view all decision makers who can have an impact on deliv-
ery of the existing or new product as if they were separate partners who must
be managed and who have a unique transformative value/revenue value
relationship.

Checklist item #3: Include all the internal company players within your
product delivery chain. Just as you did with your external partners, label
them as component suppliers or innovation suppliers, inhibitors or accel-
erators, and unique or one of many.

Isolate Pain Points in the Product Delivery
Chain

In the “slow supplier” example we discussed in Chapter 6, the slowness was
a major pain point in the company’s ability to deliver new product features
to the market. These new features could result either in incremental innova-
tions or even in disruptive innovations. But, the “slow supplier” assumption
was probably dramatically impacting all aspects of any new product road
maps and features.

The quickest way to isolate pain points is to assume that they will never
get better. People take a pain reliever for a headache when they finally reach
the conclusion that the headache isn’t going to go away any other way. We



138 CHAPTER 7  THE INNOVATION CHECKLIST

moan and groan that our head hurts, and then the normal reply from our
friends is, “Did you take something for it?”

Isolating product delivery pain points is just about as simple. In the case
of my client and the “slow supplier,” my client was constantly looking for
ways to speed up the supplier. The client never looked for alternative solu-
tions because the client assumed the supplier could be “fixed.” Over time,
however, as my client continued to shift the transformative value/revenue
value relationship away from the supplier’s favor, the situation only got
worse.

Checklist item #4: Isolate your product delivery chain pain points.
Assume that these pain points will soon become infinitely worse. Commod-
itize the relationship, and find alternatives.

Reenergize the Transformative Value Chain

As we discussed in Chapter 6, the success of your product came from the
give-and-take of all of your suppliers, distributors, and other participants of
your product delivery chain. Through the evolution of your product, you have
most likely maximized your revenue value of all relationships in the corre-
sponding transformative value chain. In the process, you have reduced the
transformative value to your “partners” and have likely commoditized the
relationship in their eyes.

To understand how your product reached its current state and to under-
stand how to innovate new products from it, you must understand which
relationships have been commoditized in “appearance only.” If the relation-
ship is truly commoditized—for instance, when the component you are pur-
chasing is commoditized—then there is little risk from competitors utilizing
that relationship against you. If, however, the relationship is only commodi-
tized because you have destroyed the transformative value/revenue value
relationship, then your competitors can utilize the same relationship in a
potentially far more productive manner than you are doing today.

By looking back at the transformative value chain and determining, albeit
hypothetically, how you could adjust the transformative value/revenue value
relationship more in favor of your partners, you will likely be able to iden-
tify new ways that those partners can provide increased value to your prod-
uct’s consumers.

Checklist item #5: Document your product’s transformative value chain,
and determine which relationships have been restricted by shifts within
the transformative value/revenue value relationship.



DEFINE A “GooD ENOUGH"” PrODUCT 139

Define a “Good Enough” Product

One of the underlying principles throughout this book is the concept of pos-
itive incremental innovations versus negative incremental inventions. The
primary delineator of when positive starts to shift toward negative is when
the concept of a “good enough” product is surpassed.

Companies have the tendency to always pursue the bigger customers, the
bigger contracts, and the bigger revenue opportunities. In the process, their
products will start to become focused on the needs of specific large customers
and will leave the smaller consumers in the market behind. At first blush, this
makes perfect business sense. Why sell 500 copies of a software package to
small to medium-size companies when you can sell one copy to a very large
enterprise?

The problem with this approach is that you are accomplishing the follow-
ing by focusing ever upward within the market:

e You are targeting your product, and your company, at an ever-shrink-
ing niche market.

e Your ability to increase revenues is based on your ability to continu-
ously drive up the transformative value of your product to the same
large customers.

e Your product is becoming increasingly complex and more difficult to
evolve and support.

e Your product is becoming specialized for the unique needs of a few
dominant customers.

e Your infrastructure and product delivery chain are focused toward
meeting the needs of a niche market.

e You are opening up the bottom of the market to new competitors that
can steal your product’s transformative value cheaper than you can
retain it.

There are probably many other negatives to pursuing the normal shift up
the market ladder without considering retention and dominance of the lower
layers of the market.

To innovate new products from your existing product, you must understand
what constitutes a “good enough” product throughout the existing market.
Obviously, the larger companies will still want their special features. But, if
these special features were not available, they would settle for good enough.
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Think back to the candy bar example. There are undoubtedly some consumers
who view a particular candy bar as an “energy bar.” Even without the addi-
tional branding as an energy bar, the candy bar itself probably constitutes a
“good enough” product that the consumer is likely to purchase anyway.

It is critical that you dissect your product, at least figuratively, in order to
understand how your product compares to this “good enough” product defi-
nition. Your ability to control and dominate a market and to remain in con-
trol will rely largely on your delivery of a universally “good enough” product
that can be enhanced for the niche markets without damaging the “good
enough” foundation.

After all this talk of candy bars, you are probably ready to go grab a candy
bar. But, here is one more candy bar example: Mounds and Almond Joy. They
are basically both chocolate-covered coconut bars, with Almond Joy being a
niche version with almonds. The slogan is the perfect “good enough” exam-
ple: “Sometimes you feel like a nut, sometimes you don’t.” The point is that
the “good enough” product still exists for all lovers of chocolate-covered
coconut. If you happen to also love almonds, Hershey’s has the niche prod-
uct for you. It has maintained the foundational transformative value of the
product to maintain control of the entire market and enhanced that transfor-
mative value for some consumers.

Checklist item #6: Determine what a “good enough” version of your
product is—not for your existing customer base but for all customers
within the market. Assume that there would be no competitors so every-
one would have to buy the “good enough” version. You can then add on
to the “good enough” versions in a nondestructive way to control the niche
market segments against competition.

”

Seize Control of Push-Me/Pull-You

As we discussed in Chapter 4, the push-me/pull-you competitive pressures
can distort your product’s features, target market, and resulting transforma-
tive value. It is critical that your company seize control of this push-me/pull-
you cycle and respond only in ways that are beneficial to your company, your
product, and your consumer. Otherwise, you will quickly drive your product
beyond “good enough” and open it up to aggressive competition.

One of the best ways to control the push-me/pull-you competition is to
analyze all competitive products and to define the transformative value dif-
ferences between your competitors’ products and your own product. Utilizing
this comparison, you can do the following:
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e (Control the incremental innovation of the marketplace

e Deliver incremental innovations that both maximize your transforma-
tive value while negatively impacting the transformative value of
your competitor’s products

e Patent incremental innovations prior to delivery to market in an
attempt to increase the longevity of your market position

e Ignore competitive product features that do not contribute to your
good enough product or increase the consumer’s transformative value

e Decrease negative feature responses by monitoring the transformative
value impact of your competitors’ new features

The goal is to shift the push-me/pull-you model into more of a push-
you/pull-you model. Such a push-you/pull-you model allows you to react in
the most positive manner available to the actions of each competitor. The
larger the number of competitors, the more likely you are to control the mar-
ket through a transformative value comparison and management model.

Checklist item #7: Step away from the normal push-me/pull-you model
and toward a transformative value comparison and management model.

Kill Assumptions

I won't fully repeat the “You know what assume means” story that appears in
half the sports-related movies on the planet. But, it is just as true here when
discussing innovation. And as we discussed in Chapter 6, assumptions can be
extremely hard to identify and to eradicate. Many of the other checklist items
are specifically designed to eliminate the bad assumptions and to add
assumptions that force you to consider different solutions to those you
already make use of.

One of the biggest problems with assumptions is that they can be layered
one on top of the other until the original assumptions are buried from view.
We discussed briefly the impact of assumptions in Chapter 2 on market size
and transformative value. These assumptions can then drive product features,
costs, sales methods, marketing, and many other aspects of product delivery
in the completely wrong directions. Finding these layers of assumption can
be challenging since the person questioning the top-layer assumptions is
often classified as “that idiot who doesn’t understand our business.” I have
had more than my share of clients resist this requirement right up until we
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find the foundational assumption that was totally wrong. Then they are
shocked at how simple solving their innovation issues becomes.

As I mentioned earlier, killing assumptions is one of the key areas that I
have found most challenging for my clients. It takes almost a complete dis-
counting of everything they have come to treat as “firm reality” for them to
isolate the assumptions. A facilitator in this area is often money extremely
well spent.

Checklist item #8: If you find yourself going in circles or running into
an insurmountable problem, then you probably have an underlying
assumption that is killing you. Turn it around, and kill all assumptions.

Recognize Your Innovation Life Cycle
Stagnation

Once you have determined what constitutes a “good enough” product, you
will need to keep this definition current throughout the evolution of the mar-
ket. Your competitors, or even your own product innovations, could cause the
market to shift and in the process change the definition of a “good enough”
product.

As you define new product features to deliver to market, you must contin-
uously map these back to the “good enough” product definition. You never
want to over-innovate the baseline product. Otherwise, you are forcing the
innovation life cycle into negative territory.

If you are developing/selling different versions of your product to target
specific niche markets, then you should maintain multiple “good enough”
definitions as well as multiple transformative values, one for each niche mar-
ket. It is all too common for these features, targeted at a specific customer or
market, to become rolled into the baseline product as a requirement for the
entire market. This is the point that the product starts to become too complex
and surpasses the baseline “good enough” definition.

If the new feature is targeted at a particular niche within the market, then
you should compare its worth to the niche market, not the whole market. You
must not increase your perceived revenue value for the entire market based
on features that have little or no transformative value to the entire market.

By tracking product changes to these baseline “good enough” product and
transformative value definitions, you should be able to quickly recognize
when you are pushing your innovation life cycle into negative or destructive
territory.
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Checklist item #9: The definition of a “good enough” product and trans-
formative value for the entire market is critical to maintaining the posi-
tive side of the innovation life cycle. Never combine niche features with
the “good enough” product definition.

Figuratively Commoditize Your Product

When attempting to find a new innovation, either disruptive or incremental,
it is often difficult to step outside the box of the current product. Discussions
will inevitably return to existing product road maps, customer commitments,
competitive positioning, and the whole gambit of topic areas swirling around
an existing product. These swirling topic areas can act as a whirlpool that
sucks down and destroys all new ideas for product innovations.

To eliminate these distractions (and any more storm metaphors), I have
found that it is best to figuratively commoditize the existing product. In other
words, drive your perceived value of your existing product and its features to
a fully commoditized level.

Figurative commoditization eliminates the circular product debates that
often derail or severely confuse new product innovation attempts. When all
existing parts/features/components become equally usable and flexible, it is
much easier to locate new product inventions and to determine whether they
are worth pursuing.

The clearest view of figurative commoditization is to view all existing fea-
tures as if they were “black boxes” that can be utilized in any way desired. In
essence, these black boxes become another component from an internal sup-
plier within the new products delivery chain.

Companies often try to eliminate the need for figurative commoditization
by establishing a completely new group responsible for product innovation.
Although this does eliminate the collision between old and new, it will also
often create an innovation team that is less broad and experienced than the
original product team. If the existing team can follow through on figurative
commoditization, it will be much simpler and cost effective to extend the
resources to the existing team (from other areas within the company) to
include product innovation.

Checklist item #10: Eliminate problems related to existing product
decomposition and feature isolation from the new product innovation
process by figuratively commoditizing and componentizing the existing
product.
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Isolate Intellectual Property

Many companies find it extremely difficult to isolate the intellectual property
contained within their products. The most common cause for this that [ have
seen has to do with the way in which different features/components within
the product are integrated together.

If the features/components have been integrated in a very structured, well-
delineated fashion, it is much easier to recognize the intellectual property
value of a particular feature/component. This often describes a relatively new
product that has not gone through a great deal of incremental change.

If the features/components have been developed one on top of the other
with little regard for delineation, it can be extremely hard to isolate and sep-
arate them. This is very common in many product categories including soft-
ware, hardware, drugs, and even food items. These products are often older
products that have evolved over time, often in the wrong directions, and have
suffered extreme push-me/pull-you pressures.

In the latter, poorly delineated case, I have found that the easiest way to
find intellectual property is to ignore the actual architecture or organization
of the product and to focus on the features within the product. By making the
assumption that the product can be easily decomposed into constituent parts,
even if it cannot be, the features naturally become discussion areas that can
be branded as intellectual property or not and that can be recombined into
new products. The cost of and decision to actually decompose the legacy
product can then be evaluated separately from the innovation process.

Checklist item #11: Isolate the functional concepts within your product
in order to identify intellectual property. Ignore the difficulties and risks
during the new product innovation process. Then balance the actual costs
against the benefits of identified product innovations.

Map Intellectual Property to New Markets

Assuming that you are not trying to create a new disruptive product from
scratch, then you will likely have some intellectual property that you can use
competitively in other markets. Our Jelly Belly example we discussed in
Chapter 6 is a great example of simple intellectual property that can be
applied to alternative markets.

Continuing the Jelly Belly example, we might have determined that Jelly
Belly’s intellectual property includes the following:
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e Formulas for diverse flavors

e Packaging and delivery technologies for manufacturing and delivering
flavors

e A marketing concept revolving around personal flavor creation

Jelly Belly could then look at potential markets where personal flavor cre-
ation is not already present and where the consumer would probably find a
high transformative value in blending their own flavor product. It is not
important at this stage to actually be able to deliver a product but rather to
identify the market and transformative value for a product should it be cre-
ated and delivered in the future.

The personalized flavor concept could readily apply to the following mar-
kets with high potential transformative values:

e Yogurt: Utilizing unflavored yogurt as a base
e Soft drinks: Utilizing club soda as a base

e Jce cream: Utilizing vanilla ice cream as a base

In each of these markets Jelly Belly would not need to become a competi-
tor with existing product manufacturers. There are already “unflavored” (or
mild vanilla) product varieties in each market. Jelly Belly could utilize its
existing intellectual property to become a major flavor competitor within the
marketplace through selling multiflavor crystals.

Checklist item #12: Do not attempt to innovate a new product first.
Instead identify potential markets that will maximize the utilization of the
company’s existing intellectual property.

Create Disruptive Innovations

I am sure you have heard sayings like “There is nothing new under the sun”
or “Everything has already been invented.”

In many ways, these sayings are correct. As we discussed in Chapter 1,
there are foundational inventions that are then utilized throughout a stream
of new inventions and innovations. Most new disruptive product innovations
are combinations of one or more existing inventions acting as black-box com-
ponents that are blended together into a new product offering with perhaps
a smattering of new innovation. The result is a new product that delivers



146 CHAPTER 7  THE INNOVATION CHECKLIST

lifestyle impacts in new ways and garnishes a new transformative value from
the consumers.

With this black-box approach to disruptive innovation, it is much easier
to identify potential markets and products that might allow the creation of a
disruptive innovation. The black boxes that you should consider first are your
own intellectual property as well as your figuratively commoditized compo-
nents. These can then be combined with new technologies or other black-box
inventions that perhaps the company will acquire through purchase, through
licensing, or from a supplier should the final product go to market.

Many people like to innovate the product and then identify the market. I
find this approach to often be a waste of energy and time since a great deal
of thought is expended on a potential product that may not have a market
with a positive transformative value. I prefer to use a baseline set of black
boxes and then brainstorm about potential consumer/business lifestyle issues
that could be positively impacted by this black-box suite. This allows the
review of many potential markets and ideas in a very short time.

Similar to killing assumptions, I think it is also easier to do this type of
disruptive innovation brainstorming utilizing external company resources to
facilitate the discussions. Finding disruptive innovations can be even more
complex when the potential markets and consumers are outside the realm of
experience of the company’s current markets.

Checklist item #13: You have two choices: Visualize new products and
then try to identify markets, or visualize new markets and then identify
new products. The baseline to use in either approach is the “black boxes”
of the company’s intellectual property and product features as well as
external inventions and innovations.

Fund Disruptive Innovation

Disruptive innovations by definition create a new transformative value for
the consumer. Within an existing market, disruptive innovations will often
deliver simplification, enhancement, cost reduction, or some combination of
these three. Within a new market, disruptive innovation most often delivers
simplification and enhancement with cost reduction being an issue control-
lable by the company delivering the initial disruptive innovation.

Funding the development and deployment of disruptive innovations can
be a scary, nerve-racking process. This is primarily because of all the nega-
tive issues like randomness that we have already covered. In a perfect world,
the justification for funding a new disruptive product would be a straightfor-
ward business decision. It should never be a technology decision.
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Understanding, documenting, and utilizing the transformative value of the
target market, as well as the transformative value for any competitors within
the market, should reduce the decision to the business decision level without
excessive risk taking. If the final decision appears to be one of faith, then
more due diligence needs to be done to fully understand all aspects of the
other items on this checklist.

Checklist item #14: Funding a new disruptive product innovation
should be a business decision without a need to increase risk.
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How to Innovate from Scratch

they have a great product idea, you will almost universally receive a

resounding “yes.” As a species, we are extremely creative.

But actually delivering a market creating innovation from that idea can be
extremely challenging. In this chapter, we will discuss innovating from
scratch assuming that there is no preexisting invention or innovation. We will
apply the concepts of the innovation checklist to innovating from scratch.

If you ask almost anyone, and I really do mean almost anyone, whether

Innovation Is Not Invention

As we discussed in Chapter 1, invention and innovation must be viewed from
different perspectives. Something does not need to have a transformative
value in order to be an invention. The same is definitely not true for an inno-
vation. For the innovation, utilizing something like transformative value is
the only gauge of how innovative the product is. Zero transformative value
equals inventions. Positive transformative value equals innovations.

This book has touched briefly on the types of inventions and how to
invent. But, the focus is on how to create an innovation, not an invention.

At least once a day I get a call from a start-up company that is seeking
guidance on how to get investors interested in its products. Invariably the
company has invested a great deal of money in the invention and now needs
funding to “deliver our innovative products to market.” Although this situa-
tion can often be repaired, I consider not having a targeted market with a
well-defined transformative value to be the number-one reason that start-up
companies fail. The start-up has focused almost exclusively on the invention
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process when it should have been constantly targeting a clearly defined mar-
ket and innovation process.

So, don’t read this chapter if you are looking for “how to invent.” That is
the topic for a completely different book.

BoB SHouLD CoONSIDER
® Are we confusing the invention process and the innovation process?

® Are we keeping a firm focus on our target consumer market even dur-
ing the lengthy product invention process?

Cool Is Not Enough

I have consulted with a great many companies that have spent millions cre-
ating a phenomenal product only to discover that there is no market for the
product. The underlying concept is still “cool,” and many would say, “Wow, I
want that!” So, why isn’t there a market? There are a lot of reasons that the
cool product may not have a viable market. Fast food is a great example.

e (Cost: The number-one reason that an invention is not an innovation
is probably the cost of the product to the consumer. The cost of the
product outweighs any transformative value the product may have.
The gourmet hamburger comes to mind. People are rarely willing to
pay $12 for a drive-thru hamburger no matter how fabulous it is.

e Availability: If the distribution channels for the product are too
unstable, then the product will likely not penetrate the consumer’s
lifestyle. I grew up eating at one particular fast-food chain. I would
go out of my way to go to its stores. When [ moved to a different
state, that chain didn’t exist in those markets. After years of not eat-
ing there, I shifted my preferences. I still love its food, but I don’t seek
it out any longer because availability was too unpredictable.

e (Consistency: The consistency of the quality and value of the product
is critical for maintaining the transformative value. Fast food is based
largely on consistency. If I go to the same vendor in three different
cities, I want the food to be consistent. Otherwise, the transformative
value of the product is unreliable, and I may not return.
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e Integration: The product needs to become an integral part of the con-
sumer’s lifestyle. If the fast food is excellent but cannot be eaten (with-
out a messy, near-fatal driving experience) on the go, then it is really
not fast food. Really good tacos are a great example. You can buy them
at drive-thru stores, but you often need to pull over to eat them. Their
messiness does not allow them to easily compete with burgers and fries.

We will discuss a new fast-food item, micro-pizzas, later in this chapter
when talking about how to innovate from scratch utilizing our innovation
checklist described in Chapter 7. Some of the checklist items are not critical
to innovating from scratch and not included in this chapter.

BoB SHouLD CONSIDER
® Have we fully considered the cost, availability, consistency, and integra-
tion issues in determining our product's innovativeness, its market
potential, and the consumer's transformative value?

Isolating a Market for an Invention

Why is this section titled “Isolating a Market for an Invention”? Well, quite
often companies fail to have a firm and complete definition of who its poten-
tial customers are. Rolls Royce knows that its potential customers are primar-
ily the very wealthy. It doesn’t target all car buyers. How many Rolls Royce
car commercials or web ads have you seen? Yet, within that “very wealthy”
market, different consumers will want to change the color of the exterior and
interior, and there will be add-on features at increased costs.

Before you actually invent your product, you should have already isolated
your target market and understood the factors that influence the transforma-
tive value of your product to the consumers in that target market.

However, assuming that you already have spent time and money on an
invention and that you didn’t predefine your target market, how can you iso-
late the market after the invention process? There are several approaches, but
the one I have found the easiest to implement is the following:

1. As we discussed in Chapter 7, commoditize your product figuratively.
I know you have not actually sold any of your product, but assume
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that it is not the greatest thing since sliced bread. By commoditizing it,
you will look at all features within the invention as equally valuable.

2. Isolate the major features that your invention can deliver, and then
treat them as black-box components. This gives you the building
blocks for a potential variety of markets.

3. Assume your invention doesn’t exist. I know that is hard, but it is
critical. By throwing away the invention, you are killing the assump-
tions of how your black-box features have been combined. Your final
target market may not want that combination.

4. Utilize your black-box features to define the possible markets that
could benefit from each feature.

5. Define a set of “good enough” products that would deliver maximum
transformative value to each of the possible markets you identified.
These products should include features, if necessary, that you do not
provide in your invention today. In this way, you are divorcing the
market’s needs from your predefined product delivery chain.

6. Overlay your planned features onto the “good enough” products you
have defined.

7. Based on the size of the target market, complexity of product delivery,
and all the financial balancing acts, determine which products and
markets are the most optimal fit for your existing invention.

8. Create a product road map that targets your existing product (with any
potential enhancements or modifications) toward your selected market(s).

The previous process requires a completely open mind concerning your
current invention, its status, and its potential markets. The steps in the previ-
ous process are designed to attempt to force you to break out of your “inven-
tor” mold. This is extremely difficult for people internal to a start-up to
accomplish. As such, this is another area where an external facilitator is prob-
ably required and optimal.

The greatest risk that start-ups face is that they have progressed too far
down the invention cycle without creating a targeted market definition. The
necessary time and funding needed to correct the invention to meet the needs
of a target market could be beyond the remaining resources of the company.

This process is essentially forcing you to perform an isolation of the con-
sumer’s needs as described in the next section but limiting the scope of that
isolation based on the investment you have already put into your invention.
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In many of the cases where I have implemented an approach similar to the
one described earlier, the final road map for taking the invention to a true
market innovation does not require a product substantially different from the
original conceived invention. However, the subtleties of the changes that the
invention needs to undergo in order to become an innovation can be com-
pletely invisible without following a similar process.

Bos SHouLD CONSIDER
* Do we need an external facilitator in order to find our target markets?

® How can we functionally decompose our invention and create a black-
box view?

o |f we follow this market isolation process, what markets do we discover
that we were not considering before?

® Have we already progressed beyond the point of no return so that we
do not have the time or funding needed to adjust our invention to meet
the needs of our identified target market? How do we respond?

Isolating a Consumer Need

Smartphones are quickly becoming an indispensible part of many consumers’
everyday lifestyles. The easy access to information, maps, shopping, commu-
nications, and so on, can have a staggering impact on the priorities in a con-
sumer’s life. And yet, just a couple of years ago there were no smartphones.

Trying to isolate a single consumer need can be like playing a game of 20
questions (only with a whole lot more questions). Consumers rarely know
where their needs lie beyond saving time and money and increasing conven-
ience and enjoyment.

If you are trying to identify a consumer need without any foundational
invention concepts, then the following has worked best for me. I often just
close my eyes and start free thinking following this simple process.

e Population group: Break the population down into categories of peo-
ple who have disposable funds to buy a product: retired, businesspeo-
ple, parents, soccer parent, teenagers, and so on. Pick one. It doesn’t
matter which one. You can always come back and pick a different
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one. The more you cycle through this process, the better you will
become.

e Pain point: Break down the pet peeves of the group you picked one at
a time. In other words, what do they complain about? Pick one pet
peeve.

e Impact point: Isolate where they spend their time and money today
relative to that pet peeve. Determine why it is a pet peeve. Is it incon-
venient, unsafe, costly, and so on? Isolating the impact point is criti-
cal to targeting a potential market with a high transformative value.

e What if: Create “what if” scenarios that address the pet peeve and
provide benefit within the consumer’s impact point. You want the
consumer to be willing to buy your product because they benefit from
the product.

e Visualize: Try to visualize a product or process that could deliver the
benefit that you have identified. Don’t worry about if the technology
exists to create what you are visualizing; just assume that the tech-
nology exists.

If you were a writer on a science-fiction show, you could create cool
technologies of the future through a very similar process that might look like
this:

e Population group: An Earth army is defending against an alien
species attacking Earth.

e Pain point: An alien species is unharmed by traditional weaponry
such as bullets and missiles. They simply reform from the remaining
parts.

e Impact point: You have to get close enough to set them on fire and
keep them on fire to kill them. This is a very dangerous perspective.

e What if: What if you could make a bullet or other projectile that
accomplished the “keep them on fire” from a safe distance?

e Visualize: Think about creating a chemical-based bullet that when
impacting the alien’s skin creates a self-sustaining burning process. Or
perhaps you could create an alien-flesh-eating virus that could be
delivered by bullet?
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Did you notice earlier that I said I would start “free thinking” using a
process? I have never talked to an established inventor who did not follow
some form of process. Free thinking and free association, at least from the
point of view of finding market successful innovations, will simply not work
in most cases without a process to target the “free thinking.”

Some inventors create voluminous notebooks of ideas and then try to find
a potential market. Some do basic research looking for foundation inventions
that others then carry forward into market innovations. But, none of them
appears to utilize a form of invention/innovation free association. Thomas
Edison, whose record 1,093 patents remains unchallenged, followed
extremely methodical methods to identify consumer needs and isolate the
best product to meet that need.

Frankly, trying to find a new consumer need without some type of process
is probably impossible. Lots of people will likely argue this point and say, “It
just came to me!” More than likely they had already isolated the population,
the pain point, and the impact point but had never considered that informa-
tion gathering from the perspective of a process. Then their definition of a
“what if” did appear to just come to them out of the blue.

The final stage in the process of isolating a consumer need, visualization,
often requires the involvement of someone who is a specialist within the
technologies of the “what if” areas. This is why many people who get “out-
of-the-blue” inspirations often say, “I just need someone to help me create the
product.”

The risk for “out-of-the-blue” inventions is that they are seldom based on
a concise review of the transformative value of the target market. The Spider
Ladder keeps coming to mind! Before you spend a great deal of time in the
visualization stage, you should isolate the drivers of the transformative value
as discussed in the next section. Otherwise, you may be pursuing an inven-
tion with little or no real market value.

Bos SHouLb CONSIDER
® Do we have a process that we follow to isolate a consumer need? If so,
what is it?

e Are our employees instructed in how to utilize a process to identify con-
sumer needs?
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Isolate the Drivers of the Consumer’s
Transformative Value

People love pizza. It is one of the most widely consumed foods in America
and around the world. It is rarely considered to be a fast-food item like drive-
thru hamburgers. In some downtown areas, pedestrians can buy a slice of
pizza and eat it while walking between one meeting place or another. For the
driving fast-food consumer, however, there is really very little opportunity to
obtain a slice of pizza on the road. I'm not sure I have ever seen a drive-thru
pizza restaurant. If pizza is one of American’s favorite foods, why can’t I find
it as a fast-food item at the leading fast-food chains? (Please note that I am
not sure what process of preparation would deliver the optimal product to the
consumer. I am conjecturing about possibilities prior to starting the invention
process.) Assuming that pizza can be delivered utilizing techniques similar to
those for other fast foods, what would be the key factors making up the con-
sumer’s transformative value for a mini-pizza? A quick review of our own
personal fast-food dining experiences would probably yield the following:

e Size: The product must be easy to handle.

e Messy: The product should not be overly messy.

e Flavor: It should have great Italian flavor in the meats, cheese, and
sauce.

e Value: It shouldn’t be all bread dough. It should be more meat and
cheese than bread or sauce.

e Variety: It should be a range of toppings and sauces.
e Timeliness: The product must be ready quickly.

e Cost: The cost should be within the range of other fast-food meals.

If we assume these criteria to be the major factors within our potential
consumer’s transformative value, then we can deduce the following:

e Size: The size should probably be 1 to 3 inches, which is easy to han-
dle and potentially bite size.

e Messy: Perhaps more of a calzone form of a mini-pizza will work
best. There’s minimal sauce. Or perhaps we want a thinner sauce that
is quickly absorbed into the bread dough?
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e Flavor: It should have stronger Italian flavorings and spices to
enhance the smaller eating format and to minimize the sauce.

e Value: It should have high-quality meats and cheeses.

e Variety: It should have different sauces such as tomato sauce, olive
oil, Alfredo, and so on, as well as different vegetables, meats, and
cheeses.

e Timeliness: It should be available in two to three minutes maximum
in order to keep the drive-thru line moving.

e (Cost: With the smaller, bite-size format, it should be possible to
deliver several mini-pizzas for the same price as a hamburger meal.
All mini-pizzas in a single order would be the same—no mix and
match.

Based on our high-level analysis of the factors that will impact the con-
sumer’s transformative value, our product should be a package of several
mini-pizzas that are 1 to 3 inches in size, with perhaps a thin breading layer
across the top to minimize the mess while not excessively increasing the
bread content. It should have minimal sauce volume with several types avail-
able. Different varieties and high-quality toppings and spices that provide a
strong Italian eating experience should be available. And, it must be able to
be prepared in less than two minutes and be of high quality.

Define a “Good Enough” Product

Pizzas are one of those amazing foods that can be quickly customized to sat-
isfy almost any appetite or flavor preference. Both meat lovers and vegetari-
ans can all find their personal preferences given the right combination of
sauce and toppings.

A “good enough” bite-size mini-pizza will be three of the old standbys of
cheese, pepperoni, and mushroom. Baseline pricing should cover these three
“good enough” versions. Any customization beyond this point could demand
a price premium.

The basic standby “good enough” pizzas are likely to be the largest vol-
ume sold. It is critical that the quality and taste of these three baseline pizzas
be broadly acceptable to the consuming public. To meet the flavor demands
of niches, have packets of different pizza sauces available, Italian spices, and
perhaps Parmesan cheese (at an extra cost). These independent add-ons would
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expand the “good enough” products into particular flavor niches while hav-
ing little impact on the time of delivery and a positive impact on quality.

The bread product could be preprepared and frozen, including a bottom
and a thinner top. Frozen, cooked ingredients could be placed into the frozen
bread on demand and then steamed to thaw, soften, and prepare them for the
customer.

Seize Control of Push-Me/Pull-You

Once a viable mini-pizza format is delivered to the market, it will undoubt-
edly be copied or morphed by every other fast-food provider in the industry.
This will almost overnight create the push-me/pull-you environment we have
discussed.

It is critical to maintain the “good enough” product line because it has a
positive consumer response. By selling many varieties of toppings and sauces,
you have addressed a great many niche markets from day one.

To seize control of push-me/pull-you, you could introduce new, broader
target markets that are not necessarily traditionally served by pizza stores.
These could include non-Italian flavorings such as barbeque sauces, teriyaki
sauces, and even Mexican sauces. In this way, you can introduce new prod-
ucts that provide increased variety, require minimal changes to the product
delivery chain, provide increased revenues due to the expansion beyond
“good enough,” and potentially create new competitive mechanisms against
other fast-food market competitors.

You would definitely want to patent any machinery developed as part of
the product preparation and delivery process as well as bread dough formu-
las, sauce formulas, and so on.



IT Solution Innovation

an external invention. The delivery of virtually all external products will

involve internal IT systems needed to manage and process the flow of
information toward maximizing the external consumer’s transformative
value and the resulting revenues.

In this chapter, we will apply the concepts of the innovation checklist to
internal IT solution innovation. As we shall see, improper management of IT
innovation can directly impact product innovations and revenues.

In Chapter 1 we briefly discussed the difference between an internal and

Centralized and Decentralized IT

Virtually every large company I have worked with goes through a cycle that
I call the Big Bang Cycle of IT. As a company grows and ages, the IT depart-
ment follows a cycle similar to the following:

1. All IT functions for all corporate divisions are centralized.

2. Cost cutting begins since a centralized IT function should be cheaper
than separate decentralized IT groups. Cuts reduce the centralized IT
organization’s ability to respond to requirements from individual
divisions.

3. Divisions become unhappy with the turnaround time for new features
and processes.

161
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4. Divisions fight to decentralize IT and argue against funding a central-
ized IT since they cannot get the functionality they need. The divisions
shortcomings are blamed on centralized IT.

5. IT functions are separated into the individual divisions. Bang!

6. IT solutions in each division begin to diverge from each other.
Corporate operations begin to suffer, complexity begins to rise, and
costs escalate.

7. Executive management becomes unhappy with the cost of decentral-
ized IT.

8. The company’s shortcomings (capital and operating expenditures) are
blamed on decentralized IT.

9. Repeat starting at step 1. Collapse!

This cycle seems to repeat itself over a five- to ten-year period. A change
in executive management can greatly accelerate the cycle since new execu-
tive management will attempt to shift the existing IT delivery model to
decrease costs and/or increase product delivery flexibility.

It is important to understand that the decentralized IT model can also be
equated with a partially outsourced IT model. Steps 5 and 6 in the previous
cycle could consist of one or more outsourcing relationships rather than
returning all control to the divisions. However, over time, these outsourced IT
functions will begin to increase in cost and complexity and often act as part
of the drivers for steps 7 through 9.

The Big Bang Cycle of IT helps to explain why the CIO position often has
the highest turnover rate within large companies. But, there are also under-
lying aspects of the cycle that relate directly to the other areas we have dis-
cussed throughout this book, including the product delivery cycle and the
transformative value chain. Just because IT may be considered an internal
function does not make it any different from an external supplier when it
comes to product delivery and transformative value.

For purposes of this discussion, we will assume that IT solutions do not
include standard business practices such as payroll and human resource func-
tions. Although these are critical to the functioning of any group, applying
innovations to them will not necessarily impact the product delivery cycle or
the transformative value chain for a particular product.
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Bos SHouLD CONSIDER
e Where are we in the Big Bang Cycle of IT?

® How can we maximize the benefit to the company of a centralized IT
organization and maintain that benefit?

® How can we deliver the functional benefits of decentralized IT while
pursuing the cost benefits of a centralized IT?

Isolate the Drivers of the Consumer’s
Transformative Value

When it comes to IT functions, just who exactly is the consumer? In some
cases it is the internal department responsible for delivering a particular
product to market. In other cases, if IT provides infrastructure for the prod-
uct’s market, then it can also be the external consumer. So, IT consumers can
be either internal, external, or both.

Regardless of whether the consumer is internal, external, or both, the serv-
ices delivered by IT are likely a critical component in the product delivery
chain. Without IT, the product might never make it to market or could arrive
late with too few features to meet the consumer’s needs.

IT should be viewed just like any other supplier. If the revenue benefit to
the IT organization drops below a certain point, then the relationship will
commoditize. The result will be decreased deliveries and extended delivery
timelines. Although costs may have been reduced, the impact will also be
negatively felt on product revenues as the product begins to lose its ability to
compete and starts to enter the negative stages of the innovation life cycle.

Conversely, IT should view its consumers as both internal and external. If
IT fails to deliver the platforms and resources needed by the product devel-
opment group, then the transformative value of IT to the internal consumer
will be negatively impacted. In addition, any negative impact on the internal
consumer will also likely lead to an external consumer’s transformative value
being directly and negatively impacted.

Just like any member of the transformative value chain, IT’s relationship
must be maintained to ensure that IT has the proper revenue incentives to
deliver the optimal value to the product delivery chain. If this relationship is
not maintained, then the relationship will commoditize, and IT will quickly
cease delivering optimal value to both the internal and external consumers.
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The IT organization should ensure that it is properly reflected in all trans-
formative value chains for each product and market. This is the only way to
properly reflect the value of IT to the revenue generation side of the company.
IT and the product groups need to maintain a positive revenue relationship
that will allow IT to view the relationship positively and to deliver innova-
tions in a timely manner.

When IT is not properly reflected in the transformative value chains, the
Big Bang Cycle of IT will start to accelerate toward stage 5 (the Bang!) to
decentralize IT into the divisions of the company.

Bos SHouLb CONSIDER
e Have we decreased the ability of our IT organization to meet the needs
of the divisions?
® Does our IT organization map its services into the transformative value
chains of the appropriate products?

® Do our current processes allow our IT functions to reflect direct prof-
itability impact, or do we treat IT as a pure cost center?

Fully Understand Your Product Delivery Chain

When working with a company to reenergize its product innovation, I will
create a product delivery chain diagram that lays out all of the key compo-
nents required for product delivery. Invariably, the company will leave off
internal IT functions on the first draft. This is another one of those very dan-
gerous assumptions that can kill innovation.

In many ways, IT can be viewed as a component supplier to the internal
consumer, and the internal consumer (the product development group) is act-
ing as a channel partner that is delivering an enhanced product to the exter-
nal consumer. This makes IT an integral part of the product delivery chain.

When a product division executive tells me, “I don’t know what I get for
my money from IT. I think I can buy it cheaper somewhere else,” I immedi-
ately know that IT has done a poor job of maintaining its visibility within the
product delivery chain.

I know what you IT folks are saying: Why am I assigning the blame to IT?
Well, it is the supplier’s responsibility to make sure the consumer understands
what they are paying for and that the consumer is happy with the purchase.
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When a consumer buys a Cadillac, the consumer knows exactly why they are
buying a Cadillac. It’s because Cadillac told them again and again what dis-
tinguishes its cars from other cars. IT has a similar responsibility.

Unfortunately, without a way of viewing consumer value such as the
transformative value chain and a thorough product delivery chain, it is
extremely difficult for IT to reflect its contribution to the revenue side of the
product equation. This lack of a direct profitability linkage can also acceler-
ate the Big Bang Cycle of IT into decentralization.

Bos SHouLb CONSIDER
® Do we consider IT when we are looking at our product delivery chain?

® |s our IT organization focused on merely responding to requests and not
on maximizing IT's benefit throughout the product delivery chain?

Align the Different Viewpoints Within Your
Company

The Big Bang Cycle of IT exists largely because of the lack of a clear linkage
of IT with product revenues. It is very difficult to defend increased IT expen-
ditures without such a linkage.

The IT organization should approach its existence just like any supplier. IT
needs to ensure that all key decision makers understand how IT acts relative
to each product delivery chain. This includes the following:

e [s IT a component supplier or an innovation supplier? IT needs to
make sure that the perceived image is the one that IT wants to be per-
ceived. Obviously, if IT is positioned as an innovation supplier, IT will
become a critical part of the product delivery chain.

e Is IT an inhibitor or an accelerator? If IT is an inhibitor, then it needs
to document why it is an inhibitor. This could be because of layoffs
and cost cuts. If IT needs to be an accelerator, then, like any other
supplier, IT must justify any changes to the transformative value chain
and product delivery chain that will allow IT to become an accelerator.

e Does IT deliver a unique service, or can it be replaced? IT should
continually position itself as a unique provider. This can be through
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economies of scale, handling product group overlaps, providing spe-
cialized knowledge resources, and so on.

IT must maintain control of these perceptions throughout the company.
Otherwise, it will be difficult to counter the arguments for decentralization of
IT functions. Bang!

Bos SHouLb CONSIDER
® s our IT group a component supplier or an innovation supplier?
® |s our IT group perceived as an inhibitor or as an accelerator?

® Does our IT group deliver unique services, or is IT a one-of-many
supplier?

Isolate Pain Points in the Product Delivery
Chain

IT should constantly be performing a self-diagnosis on itself just like any
other supplier should. If IT becomes the source of one or more pain points in
the product delivery chain, then the product group will eventually attempt to
componentize the relationship and layer on innovation suppliers from other
sources, such as externally.

This componentization of the IT relationship is another driver that will
shift the Big Bang Cycle of IT toward decentralization. If all that IT is supply-
ing are component-level functionalities, then the product division can decide
to do those component functions itself in a cheaper fashion without the need
for the centralized overhead. Bang!

Reenergize the Transformative Value Chain

As we discussed in Chapter 7, over time the transformative value chain will
shift the bulk of the transformative value to the end product consumer. The
impact on IT, as a participant in this transformative value chain, is that the
relationship between IT and the product group becomes commoditized.
Unfortunately, the product group rarely understands why a supplier, even
internal IT, is not delivering IT innovations that are needed for a new prod-
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uct release fast enough. The assumption is that the supplier is happy with the
current relationship and views it in the same critical fashion that the product
group does. This is seldom the case.

Once the relationship has commoditized, the suppliers (in this case IT) view
the innovation life cycle for that product’s relationship to have reached its
final negative conclusion. IT will be unlikely to dedicate increasingly scarce
resources on this product since there is little or no justification through rev-
enue increases.

IT can often reenergize the transformative value chain by isolating the
services it is delivering to the particular product and documenting how those
services are different from those delivered to the other product divisions. In
other words, IT should treat the product group as a niche market and treat
any feature enhancements as justifiable only within the product delivery
chain of that product. This will help to maintain the viability of a centralized
IT organization and drive the Big Bang Cycle of IT toward . . . Collapse!

Bos SHouLb CONSIDER
® Has our IT group been treating all divisions equally when it comes to
feature value?
e What steps do we need to take to reenergize the transformative value
chain for each of our product groups?

® Are we expecting innovation from our internal IT group without funding
that innovation through a positive transformative value?

Define a “Good Enough” Product

Having worked with some extremely large companies with thousands of
products, I have seen some horrendously bad IT implementations, especially
in the areas of sales support, order processing, commissions, knowledge man-
agement, marketing, and customer support. Invariably these are centralized
IT shops that have attempted to provide a single system that can handle the
needs of all divisions regardless of complexity. The product that is a single
line item with minimal customer install and support issues is managed
exactly the same way that a highly complex product with numerous subprod-
uct definition requirements, major integration issues, long-term installation
challenges, and customer support of almost nonstop handholding.
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It is this tendency to force the entire company to utilize a single group of
tools that often creates major friction with the product divisions. This is no
different from the product group deploying new product features that meet
the needs of just a few (or perhaps just one) major customer even as these
new features unduly complicate the entire product and drive up the cost of
deploying the product. Thus, the deployment of negative and destructive
inventions can occur just as easily from an internal IT department as it can
from a product group.

In this day of application programming interfaces (APIs), Web 2.0 inter-
faces, software-oriented architectures (SOAs), and the myriad of interface
protocols like SOAP and XML, it should never be the case that IT deploys a
solution that overly complicates the functions to all the divisions. Even if a
single, all-encompassing platform is desired, overlay interfaces should be cre-
ated that simplify the utilization of that product/platform to the groups that
do not need all that complexity. In this way, the concept of a “good enough”
product can be tailored to each individual division while still maintaining a
single core platform.

By delivering a “good enough” platform (even if it is an overlay approach),
the transformative value of the platform to each group will remain high since
the increased complexity is hidden away. This approach requires a strong
architecture team that can steer the IT foundations to minimize the appear-
ance of negative and destructive inventions to the various product groups.
Following the mantra of “maintain a ‘good enough’ product” will help keep
the Big Bang Cycle of IT from ever progressing beyond a stable, productive
state. Stability!

BoB SHouLD CONSIDER

® How can we break down our IT products and isolate “good enough”
product definitions?

® How can we avoid increasing the complexity and cost of a standardized
platform to all divisions while still meeting the niche requirements of
some divisions?

® Are we utilizing the best development and product delivery practices
to maximize our IT platform flexibility while minimizing cost and
complexity?

® Do we have a centralized architecture group that can keep our IT offer-
ings on track throughout the divisions?
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Seize Control of Push-Me/Pull-You

Although some external competitive feature pressure can force IT to deliver
negative inventions, the most likely external push-me/pull-you is cost. It is
easy for external providers to claim that they can deliver better functionality
at a lower cost, and it is difficult for IT to counter it unless IT has imple-
mented many of the other items discussed here. We all have horror stories of
external IT providers failing to deliver what they promised, and they can
often make things significantly worse than they were before.

Kill Assumptions

Killing assumptions is critical for an internal IT department. Often, the func-
tional needs are defined in the various divisions. These functional needs are
translated by IT personnel into requirements, designs, and implementations.
Depending on the skill of the IT designer, it is not uncommon for IT to deliver
something that is far more complex and different from what the division
wanted. The problem, to a large degree, is assumptions.

When most software designers start talking to consumers about adding
new features, the designers will assume that the consumers know what they
want. In many ways, the consumers do know. But, the consumers often don’t
know how to communicate that want/need to the designer in such a way that
the designers can easily pick and choose different design approaches to
implement the feature. A consumer will say, “I just want you to add these
fields to this web page and process the data this way.” The designers will go
away with that as the implementation solution and will design the changes
accordingly.

In contrast, if a consumer had said, “I need to accomplish so and so,” the
designers could have said, “Oh, we have functionality very similar to that
requirement already in place. Here is how we could enhance it and meet your
need.”

The IT designers should take responsibility to ask the question, “OK, I see
what you are asking for. But, in order to implement it fully internally, please
explain to us what you are attempting to accomplish.” Then the assumptions
are eliminated, and the final changes needed to implement the feature will be
minimized.

For IT to deliver what its consumers really need and not what they say
they want, IT must take responsibility for eliminating assumptions through-
out the requirements, design, and development process. This will ensure that
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a consumer’s transformative value remains high and that the negative por-
tion of the IT innovation life cycle is avoided.

Assumptions are dangerous for everyone in every circumstance.
Eliminating them from all IT relationships will maintain the Big Bang Cycle
of IT in the Collapse! mode for centralized IT.

Bos SHouLb CONSIDER

® Does our IT group take responsibility for killing assumptions?

® Do we deliver what the divisions say they need to accomplish or what
they say they want us to do?

e Are our designers following architectural definitions laid down by our
architecture group?

® Do our development processes force us to continuously eliminate
assumptions?

Recognize Your Innovation Life Cycle
Stagnation

By maintaining a “good enough” IT product offering with niche features
through proper architectural approaches, IT can minimize entrance of its
products into the negative areas of the innovation life cycle.

In addition to avoiding increases in complexity that impact all consumers,
IT personnel should ensure that the costs to each division reflect the actual
requirements of the specific division. It is not acceptable to average the costs
of the sales platform across all groups when one group requires significantly
more complex features than another group.

Although the features requested by one group may be added to the base
product, the price of that feature should be zero to the groups that do not
make use of the feature. This will maintain the transformative value balance
across all consumers.

When the price of a product is generalized to all consumers in spite of the
costs being placed by a few niche consumers, the transformative value for the
majority of consumers will fall. In the case of IT, this destruction of transfor-
mative value through increased complexity or rising costs will shift the Big
Bang Cycle of IT toward stage 5, Bang!
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BoB SHouLD CONSIDER

® Has our IT group entered into negative invention territory within the
product groups?

® Do we balance platform costs to each division based on functional
complexity?

Figuratively Commoditize Your Product

I have seen many “wars” within large companies between IT and the product
groups. Invariably, IT loses. To counter this result, I have worked with IT
departments to figuratively commoditize the products that IT delivers. Through
this figurative commoditization, the IT group has been able to isolate the key
functions that make up a “good enough” product from the functions that con-
stitute feature enhancements for niche customers. This allows the IT group to
reset the transformative value to each group based on that group’s utilization
of features and based on ongoing product complexity, maintenance, and
enhancement issues.

Figurative commoditization in the IT space will also allow the IT depart-
ment to determine whether its current implementation is overly complex or
can be replaced with a different “good enough” product. Through the black-
boxing of features into business functions, the IT department can map the
business requirements of the existing platform to competitive solutions and
choose the best platform for the entire company.

Figurative commoditization is also an excellent tool for the IT architecture
group to determine how to evolve existing platforms into newer delivery
methods that will simplify the platform and reduce the costs to specific
groups.

The Big Bang Cycle of IT can be forced to remain in stage 1 by utilizing
figurative commoditization to constantly reevaluate the transformative value
of the product/platform to each individual division. Collapse!

Isolate Intellectual Property

In my experience, most attempts to replace existing complex IT platforms will
fail because of the tremendous amounts of proprietary business logic that are
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buried throughout the platform and that are poorly understood or even uniden-
tified as such. It is this intermingling of proprietary business logic with a “good
enough” product that will, over time, dramatically increase the complexity of
the product and the costs of new product innovation.

In some cases, the proprietary business logic is real intellectual property.
In other cases, it can just be customizations added for niche consumers needs.
It is critical that the IT department isolate what is really intellectual property
and what is not. We discussed several approaches to intellectual property iso-
lation in Chapter 7.

By isolating intellectual property, the IT organization can determine
whether the IP can be applied in other platforms or product niches. It also
gives IT a definition of differentiators between the internal product and exter-
nal competitive offerings. Failure to isolate IP can limit the ability to main-
tain a centralized IT approach and accelerate the Big Bang Cycle of IT toward
step 5, Bang!
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Innovate to Dominate

ily stay dominant. In fact, it is all too common for the dominant player

to experience the full negative aspects of the innovation life cycle. As
their products commoditize, the companies need to innovate in order to
maintain or grow their positions and/or shift to a different market.

C ompanies whose products are dominant in the market do not necessar-

Markets and Commoditization

A product is said to be a commodity when, although there is a demand for the
product, any differentiation between different versions of the product from dif-
ferent manufacturers have largely vanished. This type of definition works great
when we are discussing a simple product, such as milk or lead. But, for more
complex products and markets, commoditization can appear vastly different.

There are probably an infinite variety of ways to distinguish one type of
market from another. When I look at markets and their impact on innovation,
I break the markets down into three categories:

e Flat markets: These are the markets for “natural” commodities.

e Compressing markets: These are markets where there is initially a
high- and a low-end version of the product, but over time, the prices,
quality, and features converge.

e Diverse markets: These are markets where there will likely always be
a high- and a low-end version of the product, as purchasers at the
high end require custom features that the low end will not require.

173
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Flat markets are controlled largely by simple supply and demand. Milk is
the perfect example. If farmers produce less milk, the price tends to rise. If
they produce more milk, the price tends to fall. The quality is generally reg-
ulated and consistent across all manufacturers. Flat markets are commodi-
tized from day one and remain that way moving forward.

Compressing markets fall more into the range of consumer-based products.
PCs are a great example. Initially, the price differential between a low-end PC
and a high-end PC was very large. Over time, high-end features have become
more universally available so that the feature differences between high-end
and low-end have shrunk, along with the price differential and quality dif-
ferences. It is no longer the inclusion or exclusion of a feature that drives differ-
entiation but rather the size/volume of the feature such as more or less disk
space or more or less memory.

In a compressing market, the dominant company will likely sell products
throughout the entire market to both the low end and the high end. This is
because the concept of a “good enough” product at the low end is relatively
easily expanded into a “good enough” product at the high end. The overlap
between the two products is high, and the price differential is not so great
that the dominant company will focus exclusively on the high end.

Diverse markets generally have a baseline product and a much more powerful/
capable upper-tier product. Even if feature differences shrink, there is always
a difference of the requirements or expectations of low-end purchasers ver-
sus high-end purchasers. Automobiles are a good example. Even though you
can buy excellent cars at reasonable prices, there will always be a market for
high-end luxury or performance cars.

Software is another example of a diverse market. The feature set required
by the low-end user can be substantially different from the high-end user’s
requirements. The high-end expanded feature set will likely never completely
shift downward because the low-end user simply has no use for the expanded
features regardless of the cost.

Because of the large differences in features between low-end and high-end
products as well as potentially large price differentials, it is very common for
the dominant company within a diverse market to continuously attempt to
shift its products more and more into the high-end space and to abandon the
low-end, lower-margin customers.

As we shall see, a company that wants to remain dominant within a mar-
ket through innovation has to react differently depending on the type of mar-
ket it is selling into.
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BoB SHouLD CONSIDER
e What kind of market are we selling into?
® Do we sell into different kinds of markets?

e Can we maximize our innovation potential because of the types of mar-
kets we sell into?

Leaping from One Market to Another

The dominant company in a compressing market will often attempt to shift its
intellectual property into different markets. This is exhibited today by PC man-
ufacturers that are aggressively entering the enterprise server market. These
manufacturers are attempting to exit the commoditizing PC market and enter a
newer market where the differential between low end and high end is still large.

However, it can be seen that aggressive competition has arisen in the
server market even at the high end. Like the PC market, the enterprise-class
server market is also a compressing market. Over time the server market will
compress into a commoditized state, and manufacturers will need to leap into
yet another market to find the margins they need to sustain their growth.

In anticipation of the compression of the enterprise server market, many
of the same companies are now entering the “solutions” market, again because
of the high price differentials between low-end and high-end solutions and
services. Unlike the PC and server markets, the services and solutions markets
are far more likely to remain diverse markets with large price differentials
between low-end and high-end customers.

We will discuss in a later chapter the challenges that these companies will
face evolving from products to solutions. A company’s required reactions to
changes within a compressing market are completely different from the reac-
tions required to changes within a diverse market. Unfortunately, the ability
to leap from one market to another is not as readily available within a diverse
market.

BoB SHouLD CONSIDER

e Are we shifting from one compressing market into another compressing
market?

® Do we need to balance our innovations so that we penetrate compress-
ing and diverse markets?
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Sometimes Leading Makes You the First to Fail

A dominant company in a diverse market is very likely to continuously
attempt to move upward from the low-end customer to the high-end cus-
tomer and to abandon the low-end customer in the process. Generally, the
revenue opportunities are substantially larger at the high end.

Unfortunately, being the dominant company at the high end of a diverse
market can create a staggering array of problems, some of which we have dis-
cussed already. As the company attempts to increase revenues at the high
end, the tendency is to continue to expand features and increase prices
accordingly. Since there is little more high end to penetrate, the dominant
company invariably meets and exceeds the “good enough” product even for
the high-end customer. Eventually, the company shifts into the negative end
of the innovation life cycle and starts delivering negative and destructive
inventions, forcing down the transformative value to the customer.

The dominant company in a diverse market will often create the following
problems:

e QOverly complicated product that has been expanded to meet the spe-
cific needs of the high-end customer

e No longer able to deliver a “good enough” product to the low-end
customer

e Product is hard to decompose and potentially impossible to shift intel-
lectual property to alternative markets

e Competitors rising up from the low-end customers who the company
had previously abandoned

e (Competitive products that are less expensive and have not undergone
negative or destructive incremental invention

In many ways, the dominant company within a diverse market will,
through the decisions that it makes, drive its product toward a limited mar-
ket (small number of high-end customers) and therefore toward no longer
meeting the needs of the overall market.

For purposes of this chapter, we will focus our examples and the rest of
the discussion on a dominant software company that is selling products
within a diverse market.
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BoB SHouLD CONSIDER
e Have we abandoned the low-end customers within our market?

e Could the potential competitors selling to the low-end customers
become our biggest competitors in the future?

® Are we forcing ourselves to be dependent on an increasingly smaller
number of customers and killing our product with negative inventions
at the same time?

Isolate the Drivers of the Consumer’s
Transformative Value

If you were to evaluate the transformative value for each of the competing
products within a diverse market, you would likely find that the dominant
company has shifted furthest away from a “good enough” product. This is
because the dominant company has likely secured the largest accounts, and
in order to keep these customers happy and to justify ever-increasing prices,
the company has expanded the product definition beyond what the average
customer needs or wants.

In the case of a software company, each of the largest customers is likely
asking for customizations to better match the product to the customer’s busi-
ness model. The software company will then attempt to resell these additional
feature customizations to all the other large customers in the market in the
next major release. Unfortunately, not all the customers will view these
“enhancements” as features that they want to pay extra for. But, in order to
get the various bug fixes and baseline enhancements, they are forced to
upgrade and to pay the increased cost or to abandon the software product
altogether.

This “do it once and sell it to all the customers” model is very common.
Almost every software company follows some form of model similar to this.
In the process of implementing such a model, the software company quickly
severs its relationship with the low-end customer who is unwilling to pay
premium prices for features that it does not need.

The software company needs to return to its roots and map out the trans-
formative values for both the low-end and high-end customers. What makes
the product viable for each submarket? It is critical to take actions to drive
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your product’s transformative value back up. This will likely require very hard
decisions. Once a product has reached the negative end of the innovation life
cycle, the only sure way to regain transformative value quickly is to cut the
price. In other words, you must stop looking at the product’s high-end cus-
tomers as the company’s only growth generators. By following other areas of
the innovation checklist, you can start to shift into new markets or even uti-
lize your dominant position with the low-end customers to garnish new rev-
enue streams within the same market.

Once you isolate the drivers of your customer’s transformative value, take
action as soon as possible, even if the actions are internally painful. Other-
wise, your competition will utilize your current loss of transformative value
to unseat you as the dominant market player.

Fully Understand Your Product Delivery Chain

If you are the dominant market player with a damaged transformative value,
you can actually reorient your product road maps and intellectual property
to penetrate other markets without negatively impacting your original prod-
uct’s transformative value further. Your customers already consider your
product as overpriced and overly complex. By taking fast action to cut prices,
you can gain a reprieve and use the time to examine other areas such as your
product delivery chain for potential innovation opportunities.

Your product delivery chain is probably filled with processes, procedures,
and capabilities that your competitors find difficult to compete against. One
example is that instead of slashing your product support staff in response to
the drop in revenues, you could utilize your employee’s expertise to partner
with other providers that service your high-end customers. This would allow
you to expand into blended services and become more integral to your cus-
tomers and create new partnerships. Your partners can benefit from your
dominant market position and from the stability of your product delivery
chain.

Examine your product delivery chain and determine whether your skills
and capabilities can be repurposed to increase your company’s overall trans-
formative value. Don’t limit your view to the transformative value of your
product. Your company has an overall transformative value of which your
product is a component. So, before you look at portions of the product deliv-
ery chain as costs that need to be slashed, examine the potential of repurpos-
ing them, even if that repurposing is on a pure cost basis with no contribution
to the bottom line.
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Align the Different Viewpoints Within Your
Company

This is one of the few areas where I recommend the “Everyone in the com-
pany should innovate” philosophy. By drawing on all of the players within
the product delivery chain, you can often find amazing ways to innovate new
products and markets. However, be sure that the executive team is fully on
board and that there is a clear definition of the target goals.

Target goals for a dominant player in negative innovation territory are
normally easy to define but hard to realize. This is because the goals are
almost always based on revenue targets and not on increasing the company’s
transformative value. Trying to increase revenues in the short term under the
existing product offering model is almost certain to fail since the transforma-
tive value is low. Goals must be defined that are oriented toward recovering
the transformative value, and all groups within the product delivery chain
must align behind the goals.

I have never seen a large dominant company succeed in increasing its
product’s falling transformative value without the senior executive forcing
the changes into place. Although I do not think a turnaround executive is
necessarily required, the chief executive must unequivocally dictate that each
group must come up with ways to repurpose personnel or intellectual prop-
erty in such a way as to increase the transformative value of both the prod-
uct and the company. Alternatively, if such repurposing is not possible or
practical, then the organization must look for a partner to perform the same
functions.

Isolate Pain Points in the Product Delivery
Chain

If you are the dominant player in the market, you should have some power
over each of the suppliers and partners within the product delivery chain.
When your product’s transformative value has dropped significantly, you no
longer have anything to lose by threatening to replace your partners. Pain
points should be crushed as quickly as possible by either replacing or “black-
boxing” the offenders. This is especially true because you can decelerate or
eliminate delivery of new features, since you have already entered the nega-
tive end of the innovation life cycle.
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In this age of standardized interfaces, it is possible to black-box almost
any hardware or software component in a product and then layer new func-
tionality on top. I have worked with companies that have traditionally had
one-year feature delivery windows largely because of the turnaround time of
their partners. When we reworked the product delivery chain to include more
black-boxing and outsourcing, we could often accelerate the new feature
delivery time to less than four months, reduce costs, and still create a good
clean product. In fact, the new product delivery chain often corrected a great
many product issues, and the decreased turnaround time and costs often
boosted the product’s transformative value.

Reenergize the Transformative Value Chain

Let’s face it, we all attempt to get as much as we can for the lowest price pos-
sible. Unfortunately, this goal often destroys the revenue value of your prod-
uct to your suppliers. Their margins become so thin that they don’t really care
if you keep buying from them.

Please note, I am not advocating that you ask your suppliers if they will
please raise their prices. What I am advocating is that you make sure your
suppliers have a reason to help you be innovative. This may require you to
purchase more components from one supplier at a slightly higher overall cost.
You want your suppliers to have a vested interest in helping you reinvigorate
your product’s transformative value. This vested interest is created by shifting
your focus back from the customer and onto the entire transformative value
chain. All suppliers should be partners . . . and not in name only. Partners
share the pain and the rewards of a balanced transformative value chain.

Define a “Good Enough” Product

At one time you probably had a “good enough” product that would meet the
needs of the vast majority of the market. Although the niche customers may
have been willing to pay a premium, the shift into negative and destructive
invention has probably greatly suppressed that willingness.

You can use the following ways to identify and deliver a “good enough”
product:

e Look at your successful competitors in the low-end customer space.
They probably have a great example of a “good enough” product that
can cover the breadth of the market.
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e Rebrand your existing high-end product, and sell it at a lower cost
with some disabled functionality. In other words, hide the fact that
they are the same underlying product while benefiting from the com-
mon product branding.

e Decompose your product, black-box the “good enough” portions, and
then layer on niche features. In other words, rearchitect your product
offerings. Don’t make it the best rearchitecting ever; just tear it apart
and deliver a “good enough” product. There will be time for doing it
the best possible way later.

e Utilize screen-scraping or other technologies to create simplified over-
lays of your product. In simpler terms, hide the monster under the
covers.

This is one of the most difficult things I have seen companies attempt.
They are so committed to their traditional delivery cycles and on “building
for the future” that they can’t react quickly. I have found that playing the role
of a hardcore purchaser normally solves the problem. In other words, do the
following:

e Tell the team they have three days to come back and describe how
they can decompose the existing product into a “good enough” prod-
uct offering. Don’t put limitations on time or money.

e When they return with a multimillion dollar, multiyear development
effort, tell them you need something that can be delivered much
faster. Tell them it doesn’t have to be perfect; it just has to get to
market fast. Give them another three days.

e When they return, ask them what they can eliminate to further
shorten the time frame. Give them another two days.

By giving the team an open field to examine in the beginning, they looked
for the absolute best way to do it. In the process, they should have mapped
out the key steps to decomposing the product. By telling them that they have
to be much more aggressive on the time, they will return with trade-offs. The
trade-offs are what you probably don’t need in a “good enough” product any-
way. Finally, telling them they can eliminate still further gets them to think-
ing about the bare bones of the product. The bare bones of the dominant
product are probably right on target for a “good enough” product for the rest
of the market.
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Never give the team more than three days. I have found that people will
kill themselves to be creative and come up with a great solution when they
are reporting to the CEO in three days. The urgency is felt, and the team mem-
bers see it as an opportunity to show off their skills. Tell them to drop every-
thing except extreme mission-critical items and get it done in three days.
Besides, if you give them a week or two, most of the team won’t start work-
ing on it for half the time allotted, and they don’t seem to be half as creative.
Don’t ask me why the answers are better with a short fuse. I am not a psy-
chologist. I just know it works.

Seize Control of Push-Me/Pull-You

You have the dominant product. If you are responding to push-me/pull-you
pressures from competitors, then you need to back off and relax for a while.
Don’t let your customers or revenue needs pressure you into it either. Push-
me/pull-you, as we discussed earlier, is one of the most destructive product
evolution methods in existence. Your product will become a mass of tightly
woven noodles in no time.

As the dominant player, though, your product may have some subset of
features that are “cool to have” beyond a typical “good enough” implemen-
tation. By deploying your “good enough” product with a few of these extra
features, you will become the leader in the push-me/pull-you game. Force
your competition to respond to you, not the other way around.

It is even more critical to stop playing push-me/pull-you during the late
stages of the innovation life cycle. Although delivering some product features
to your high-end customer may temporarily slow the decline of your trans-
formative value, these features are unlikely to increase the transformative
value. Your competitors already have delivered the feature, and your trans-
formative value is low. Adjust the transformative value in other ways, such
as price decreases or blended services, while you rearchitect your product into
a “good enough” product with niche feature add-ons. Then you can control
the push-me/pull-you, increase your transformative value, and force your
competitors to respond to you.

Kill Assumptions

As the dominant company with a falling transformative value, you are prob-
ably delivering an increasing level of negative and destructive inventions. To
a large degree, you are being forced down the incremental path and away
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from disruptive innovations by assumptions. These assumptions can be related
to many areas, including the following:

e You have assumed the breadth of your market incorrectly or have not
taken into consideration the shifts and changes that have occurred
within the market.

® You have assumed that your larger customers are dependent on your
product for their success. Although in some cases this may be true,
most of the time it is not. Your customers could just as easily black-box
the functionality of your product, modify their business processes, and
replace your product with a “good enough” product at a lower cost.

e You have assumed that your existing product road map is the best
road map. In reality, your road map may be focused on revenues
rather than transformative value, which can be misleading. This is
often particularly true in the negative side of the innovation life cycle.

e You have assumed that your resources that are dedicated to a particu-
lar product cannot be easily repurposed to create new products and
markets. Again, the inhibitor is probably based on revenue goals of
the existing product rather than the capabilities of your company’s
resources.

Assumptions are the killers of innovation and lock companies into inside-
the-box thinking. You are the dominant competitor, so kill all assumptions!

Recognize Your Innovation Life Cycle
Stagnation

If you are in negative invention territory on the innovation life cycle, stop
trying to add more features, and start trying to disrupt the innovation life
cycle. By recognizing where you are within the innovation life cycle, you can
respond accordingly. Otherwise, you will continue to expect to generate
growth from areas that are doomed to fail.

Break your market into pieces, and define a new innovation life cycle for
each market. View each product offering, even though they are largely simi-
lar, as completely different products. If you have managed to create a base-
line “good enough” product, then it should be treated as having its own
innovation life cycle. Then all of the niche features should be layered on the
“good enough” product to create other innovation life cycles.
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Having multiple innovation life cycles that target specific market segments
will allow you to recognize when any one of your product offerings is head-
ing into negative innovation territory, and you can respond optimally.

Figuratively Commoditize Your Product

If you haven’t figuratively commoditized your product, then you are very
likely to drive completely through the innovation life cycle with no hopes of
disrupting it or creating alternative product offerings for new markets.

Through figurative commoditization, you can see what functional intellec-
tual property you have available. In many cases, especially in the hardware
and software industries, a product may consist of more than 50% functional
features that can be easily used to penetrate a new market. Some Fortune 500
companies have figuratively decomposed their IT products and found an
extremely large overlap between each product.

Until you complete a figurative commoditization of your products, you
cannot determine what other markets you could shift your intellectual prop-
erty investments into.

Isolate Intellectual Property

Isolating and defining what your intellectual property is may seem quite dif-
ficult. In reality, it can be done, at least at a high level, very quickly. The first
step is to look at your product’s functionally and decide the key features that
distinguish your product from your competitor’s products. OK, that was really
the only step. At a high level, those key distinguishing features are reflections
of your intellectual property. You can often use those functional definitions
to explore alternative products and markets.

To explore deeper, take each of the key distinguishing features, and ask
your team to describe how they function internally in ten steps or less. More
than likely one or more of those steps will be intellectual property that can
be shifted to other products and markets. Combinations of steps can also be
key intellectual property.

To explore even deeper, ask developers to list the top five pieces of code
in the product that they think are “cool” and why. Almost always at least one
of those cool pieces of code is intellectual property. And in many cases all
five will be intellectual property, especially in large systems.
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Map Intellectual Property to New Markets

Once you have determined what your intellectual property is, you need to
determine how it can be used to build new products and new markets. This is
one of the points where everyone in the whole company can become an inno-
vator. Publish the list of key intellectual property concepts to everyone in the
company. Keep it high-level for the nontechnical staff, but include some
backup details for everyone. Then offer an incentive, such as long-term profit
sharing, to anyone who comes up with a viable alternative product or mar-
ket, based on your intellectual property. Be sure they understand that it is OK
if you have to create new intellectual property to flesh out the product.

Normally, I frown on the “Make everyone in the company an innovator”
philosophy. But, if the foundational IP has been defined for them, then it is a
very different situation.

Oh, and I would be prepared for more than one winner.

Create Disruptive Innovations

Stop being afraid of disruptive innovations. Most large dominant companies
focus so intensely on their existing products and markets that they rarely
“risk” attempting to create a new disruptive innovation. By following the
other items on this innovation checklist, you can largely eliminate the risk
factors. But, the tendency to question the viability of the new product and
market will still be there in the management team. You must be willing to at
least evaluate potential new products sufficiently to understand the transfor-
mative value of the products before you reject them. It should be obvious by
now that a product with a high transformative value in a large market is like
inventing the smartphone. You have to be willing to fund some level of
analysis; otherwise, you are destined to disappear as a dominant competitor
when you reach the end of the innovation life cycle.
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Innovate to Conquer

onquering a dominant opponent does not mean duplicating the oppo-

nent’s products or capabilities. To conquer, you must create a product

that steals the transformative value of the dominant opponent and then
not follow the same negative paths of the incumbent dominant company.

Business Life Cycles Revisited

As we discussed in Chapter 4, “Business Life Cycles,” there are potentially
thousands of different ways to view the activities surrounding a product,
market, or company. We covered a baseline of business life cycles that map
directly to the innovation life cycle, as depicted in Figure 11.1.

To conquer an existing dominant competitor, you must understand where
that competitor is within the various business life cycles. Throughout this dis-
cussion, we will talk as if you are competing against one competitor. But, the
approach can, and should, be used to evaluate all competitors in the market.

For the purposes of conquering a dominant competitor, you must under-
stand the positioning of your competitor. To that end, the innovation check-
list has been changed slightly in order to direct attention at the competitor
more than at your own company and product. You would, of course, want to
review Chapter 10 to ensure that you are not following the same path as your
dominant competitor. Dominance can be achieved without a company falling
into the negative territories of the business life cycles, but normal business
practices and decision making will naturally push a company into those areas.

Throughout this chapter we will be utilizing your competitor’s experience
as your training ground. To conquer them, emulate the best of them, and
replace their worst with your best.

187
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Isolate the Drivers of the Consumer’s
Transformative Value

We discussed earlier that you can use all the aspects of the innovation check-
list both to your company’s advantage and to your competitor’s disadvan-
tage. In the case of attempting to steal market share from a dominant
competitor, the checklist can prove extremely valuable. While working with
many companies, [ have seen that the tendency is to focus on understanding
the customer and the market, with very little focus on the competitor. In a
market where a dominant competitor already exists, it is extremely valuable
to understand the competition and not just the competitor’s product offerings.

If your company is not the dominant company, then you have two basic
choices when it comes to competitive strategy:

e Compete directly: Attack the dominant company on its home turf
with a feature-to-feature battle.
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e Compete indirectly: Attack the dominant company by reducing its
product’s transformative value.

The first approach, direct competition, is almost always the way that com-
panies do battle. They attack through ever-increasing features, slashing costs,
expanded customer support, and so on. The company’s goal is to appear to
be better than the competitor in all aspects. The results of such an approach
are very similar to the old model of trench warfare. Each side moves the bat-
tle line back and forth a mile or less, with casualties and costs piling up
everywhere.

The second approach, indirect competition, is far more subtle. It is based
on changing customers’ perception of the products available in the space.
This can be done by evolving the needs or the perceived value of the prod-
uct to the customer.

The first step is to segment the market and decide how those market seg-
ments are served by existing products, including your own. Are there niche
markets that are poorly served? Are most competitors pursuing the same set
of customers?

The second step is to determine which market segments have the most cus-
tomer churn. These segments are potentially the ripest for a new dominant
competitor. Don’t fall victim to the old question, Is the churn the result of the
quality of the customer? The low “quality of the customer” is a fatal assump-
tion and is very seldom the real cause of customer churn. In reality, the churn
could be caused by the features-to-cost balance that forces consumers to
reevaluate the product they are using. In addition, the company providing the
products in high-churn segments almost always creates a well-defined point
of reevaluation for consumers. An example would be the two-year contracts
in the cell phone market. These effectively force consumers to reevaluate their
service provider every two years.

The third step is to determine the average revenue per customer in each
market segment. This should include the potential for up-selling additional
products and services.

The fourth step is to select market segments that maximize your potential
and minimize the potential of your competitors. This should be the area
where you attempt to maximize your product’s transformative value.

I have seen many sales teams spend a tremendous amount of time and
money responding to requests for proposals (RFPs) and requests for informa-
tion (RFIs) from potential customers in market segments that have extremely
low churn rates and very high competition. Because the probability of win-
ning a contract or product sale in such a segment is extremely low, the new
competitor will often lower the prices of its products in an attempt to appear



190 cHAPTER 11  INNOVATE TO CONQUER

more competitive than the incumbent. Although this may increase your prod-
uct’s transformative value, it rarely lowers the transformative value of your
competitor’s product. Churn is created most frequently when the competitor’s
transformative value falls below customers’ acceptable levels, not just when
your transformative value rises. Cutting prices in an attempt to get the con-
tract will most likely set you up for failure or be used by customers to force
the incumbent competitor to cut its costs. Either way you will lose while your
competitor may win.

Over time the dominant competitor will most likely damage its own prod-
uct’s transformative value. You should position yourself to take advantage of
this. As we discussed in Chapter 4 concerning the market life cycle, use the
market truce period to prepare to conquer your competitor. Don’t continue
trying to fight a face-to-face battle. Otherwise, your product’s transformative
value will fall right alongside that of the dominant competitor.

Fully Understand Your Competitor’s Product
Delivery Chain

By reviewing your competitor’s product offering, you can often determine
how the product is delivered. Is part of the product manufactured by a third
party? Does the product require a lot of customization to satisfy the larger,
most desirable customers? Is there a long supply chain requirement to deliver
the dominant competitor’s product?

Since you are attempting to compete in the same space, there is probably
overlap between your product delivery chain and the product delivery chain
of the dominant competitor. Map out this information so that you understand
where the overlaps exist and where the distinctions exist.

The overlaps can reflect four states of comparison between your product
delivery chain and that of your competitor:

They’re mutually efficient.
e They're mutually inefficient.

e Yours is more efficient.

Yours is less efficient.

By categorizing the overlaps in this way, you can quickly visualize the
areas that can benefit your product delivery chain the most.
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If the overlap is mutually efficient, then you would not want to consider
this intellectual property or a competitive advantage. Initially, you can ignore
such areas. But, later you should review whether completely different approaches
can make your approach more efficient than the competitor’s.

If the overlap is mutually inefficient, then you have identified a prime
opportunity for impacting your product delivery chain, transformative value
chain, and product transformative value in very positive ways. You may be
able to accomplish these positive factors and decrease costs at the same time.

If your approach within the overlap is more efficient, then you have iden-
tified a piece of intellectual property or competitive advantage that can be
used to maximize the potential for this product and the potential for new
product innovations.

If your approach within the overlap is less efficient, then you have identi-
fied a key shortcoming in your product delivery chain, and your competitor
has provided you with a sample of how it can be improved.

Utilizing these overlap distinctions, you can either evolve toward your
competitor, isolate your intellectual property, develop new and more efficient
alternatives, or do any combination of these.

Many disruptive innovations come from changes within a product brought
on by new suppliers and channel partners that exist within the product deliv-
ery chain. Utilize your competitor’s product delivery chain to drive your com-
pany’s identification of potentially disruptive innovations.

Align the Different Viewpoints Within
Companies

We have talked a good deal about how the differing viewpoints within a com-
pany can force the company down paths that appear to be the best financially
but that are not optimal either for innovation or for maintaining the trans-
formative value of the product.

Ask yourself, Do you have insight into the pressures within your competi-
tor? Is anyone on your product development team, sales team, or manage-
ment team a former employee of the competition? Can you identify internal
pressures within your competitors through discussions with independent con-
sultants who work with all competitive products, including yours?

Most companies are, frankly, terrified of this topic. They are so worried
about being seen to steal product technology from a competitor that they rarely
talk to new employees about previous employers. Obviously, you never want
anyone to violate a nondisclosure agreement or an employee agreement.
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However, the goal here is to understand the mind-set of the competitor. What
markets are they most focused in? Are customers generally happy with new
releases? Are most product development efforts focused on existing cus-
tomers? The focus should be on trends, not specific details. The trends are
normally personal opinion, whereas details would be proprietary information.

By gathering as much personal experience information as possible, you
can then correlate that with the product offerings, news releases, product
release cycles, and many other areas that are publicly available to determine
the probable mind-set of the management team inside the competitor.

Isolate Pain Points in Your Competitor’s
Product Delivery Chain

You probably have pain points within your product delivery chain: a supplier
that is very slow to respond to new requests or a channel partner that acts
more like a competitor than like a partner. If you have these types of pain
points, then it is almost a certainty that the dominant competitor in the mar-
ket has similar pain points.

If you discovered overlaps within your and your main competitor’s prod-
uct delivery life cycles, then you can likely identify whether you have simi-
lar pain points. It is these pain points that can be used as distinct advantages
for innovation. The innovation could be reflected in time to market, costs of
products, feature simplification, and so on.

The pain points of your competitor are also highly valuable for increasing
your product’s transformative value while decreasing your competitor’s prod-
uct’s transformative value. Remember, the goal is to accomplish both your
own increase and your competitor’s decrease in transformative value, not just
one or the other.

Finding the pain points of the competitor can be fairly straightforward. In
this day and age of virtually unlimited access to information, it is very easy
to determine who is partnering with whom and who is supplying to whom.
Each player in the competitor’s product delivery chain is most likely utilizing
that relationship publicly to attempt to garnish more market share within its
own markets. So, searching through news releases and other Internet-based
information will provide a wealth of information on how companies are
working together. By tracking these partnerships, you can normally see how
one partner is impacting the other partner.

The slower a competitor responds to a new feature in the market from a
different competitor is also a good sign of pain points within its product
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delivery chain. You can value your own company’s ability to deliver the fea-
ture and then compare that to the dominant competitor. Then, depending on
the type of feature, you can determine where the likely pain point (if there is
one) probably resides. Does it exist within the internal development team?
Does it indicate that the base product architecture is less flexible? Is the pain
point with an external supplier? Is it an integration problem between inter-
nal and external suppliers?

We will discuss shortly how you can further utilize the push-me/pull-you
of new feature delivery to intentionally force the competition to reveal its
product delivery chain pain points.

Reenergize the Transformative Value Chain

The dominant competitor has probably done the most to streamline the prod-
uct delivery chain and has also probably compressed the transformative value
chain the most. This will often be reflected in a slowdown in how its partners
deliver new product features. If the revenue value within the relationship has
fallen, then the partner will be much less inclined to move quickly when cre-
ating and delivering new features.

This compression of the transformative value chain has the negative effect
of starting to drive down the product’s transformative value in the eyes of the
consumer. It is this reflective property of transformative value that you can
utilize to your company’s benefit. By definition, the competitor is forcing
down its own transformative value through negative incremental invention
and destructive inventions. The competitor is very unlikely to reenergize its
transformative value chain because that often implies increased revenue
opportunities for partners and suppliers and a resulting cost increase for the
competitor.

Over time, the dominant competitor is likely to become effectively locked
in with particular partners and suppliers. Each new feature it gets from the
supplier increases this locking pressure and reduces its opportunities to shift
from one supplier/partner to another.

These areas of locked-in high dependence within the competitor’s transfor-
mative value chain are your perfect opportunity to find lower costs and accel-
erated product innovation within your own transformative value chain.

By reenergizing areas that overlap, you can effectively improve your inno-
vation life cycle and utilize this to conquer the competitor.
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Define a “Good Enough” Product

As we touched on in Chapter 10, sometimes being the leader is not a good
thing. This is especially true when it comes to defining and deploying a “good
enough” product. Since you are not the dominant competitor, you have ide-
ally not fully entered the negative side of the innovation life cycle. This
should make your product more flexible and less expensive to evolve to suit
niche markets.

I won’t use explicit examples of software systems that have gone far
beyond “good enough” and are now so complex and cumbersome that virtu-
ally every customer talks down about the systems. I am sure many of you
have your own examples. And many of us have casually tried to visualize
how to fix these behemoth products.

Take that same visualization experience and look at your competitor’s
product. If you ran your competitor’s product development group, how would
you downsize the product into a “good enough” product? And what market
segment would you target that “good enough” product toward?

Many initiatives to rebuild these behemoth systems into more usable plat-
forms have failed. They have become so interwoven with special features to
meet niche market needs that decomposing them into “good enough” prod-
ucts may no longer be practical.

Delivering a “good enough” product, even to the high-end customers, is
often viewed as highly market disruptive. These products can be cheaper to
acquire, can be easier to use and deploy, and can provide more flexibility for
the customer to evolve their own business.

By reviewing your competitor’s ability to deliver a “good enough” product,
you can determine how long it would take the competitor to respond to your
own delivery of a “good enough” product. By delivering a “good enough”
product in stages to particular market segments and later focusing on the
high-end customer, you can often delay the reaction of the dominant com-
petitor until the very last minute.

Seize Control of Push-Me/Pull-You

When you can be in control of it, push-me/pull-you is one of the few oppor-
tunities you have to force an entire industry to run in directions that poten-
tially have little or no value to the competitors or to the customers. The trick
is to be in control.
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The first step is to never, ever look at your competitor’'s new product
release from a feature point of view. The features mean absolutely nothing if
they don’t also provide a positive change in the consumer’s transformative
value for the product. So, look to how the new release changes the transfor-
mative value to the consumer. Will the transformative value be likely to
increase? Did the features make the product more complex? Will this result
in a decrease in transformative value? If the transformative value remains the
same, then the competitor spent a lot of money delivering new features that
add no long-term value.

The second step is to determine whether your competitor is delivering
niche features or market features. Will the features increase the transforma-
tive value to your competitor’s market niche, or is the competitor changing
the definition of what a “good enough” product is for the entire market? Is
the competitor responding to specific feature requests from high-end cus-
tomers you currently do not have?

If the new features deliver a positive change in the transformative value of
the competitor’s product and they are targeted at a market segment in which
you are competing, then you may need to respond. However, do not respond
by simply implementing the same feature set. This is the normal response
from the development team: “We can easily implement that same feature in
our next release.”

Instead, look at why the transformative value is expected to rise. Will it
increase the customer’s perceived value of the product? If so, how does the
perceived value change? Is it a time or money issue? Does your product’s
transformative value consist of the same perceived values as the competitor’s
transformative value?

In addition to responding to your competitor’s actions, you can also force
the competitor to respond as well. Since the competitor is unlikely to do a
review of how your new features are impacting the customer’s transformative
value, then they can only assume that the impact will be positive. There is that
assume word again—only this time it is your competitor who is assuming.

If your product falls into a category that allows a lot of incremental inven-
tion, then you should try throwing in some new features that are inexpensive
to deploy, that do not corrupt the “good enough” product, and that deliver
positive value to your customers. These could be a small support menu in a
software product or a monitoring tool for a hardware deployment.

Even if you don’t have the flexibility to deploy “test” features to watch
your competitors, you should be watching your competitor’s responses to all
of your feature releases. Each reaction from your competitor will tell you more
and more about its internal processes, product delivery chain, transformative
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value chain, and pain points. Push-me/pull-you analysis will tell you how
hard it is for your competitor to evolve its product.

Kill Assumptions

Assumptions are rampant everywhere. If you create assumptions on purpose,
then some assumptions can be good. For instance, by getting your competi-
tion to believe that you are focusing on a different market segment when you
offer a less powerful, “good enough” product, you can utilize that assumption
to surprise them when you become a high-end competitor.

When competing with the dominant competitor with high-end customers,
you must avoid having customers assume that you have a very similar prod-
uct but are not as capable as the dominant company. This assumption forces
customers to lower the transformative value of your product.

One of the best ways of stomping out this “similar but not equal” product
comparison is to get away from doing just feature comparisons. Always
remember: Features do not necessarily imply transformative value!

Unfortunately, most organizations provide information to customers
through data sheets, competitive matrices, and many other documents that
are all just feature-based. Then customer lists, partner lists, and other infor-
mation are layered on in an attempt to influence the customer. Rarely does
the potential customer receive an explanation of why this product should
have a higher transformative value than the competitor’s product.

Food advertisements are some of the best examples of extolling the trans-
formative value of a product rather than the features of the product. When
was the last time you saw a candy bar commercial that was comparing the
ingredient list to a competitor’s product? Everything is convenience, cost, fla-
vor, and other areas directly impacting the perceived value of the product.
Comparisons are done through “taste tests” or customer reviews, not through
comparisons of basic ingredients or data sheet equivalents.

Some food advertisements focus on having less fat content. Although this
is probably good for the dieting market segment, almost everyone equates
“less fat” with “less flavor.” Be aware, therefore, that it can be tricky focus-
ing on transformative value for a specific, narrow market segment, because
such focused statements can damage the transformative value to customers
in other market segments.

In this day and age of audio, video, and multimedia presentations, it is far
simpler to deliver a virtual demonstration of the transformative value of a
product and its competitive products. In a few minutes, a good video can
demonstrate how a product meets all the perceived values of a consumer mar-
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ket and in effect demand that consumers recognize a higher transformative
value for the product.

Many smartphone advertisements are great examples. They show how
touch-enabled features allow for simplification and how that simplification
provides access to a large number of capabilities that can impact money and
time. So, even without a full understanding of how to make a smartphone
work, consumers will likely assign a high transformative value to them. These
smartphone commercials are directly oriented at the “I” rather than the “we”
of the target market by making it appear that you can meet your individual
needs simply and quickly.

Recognize Innovation Life Cycle Stagnation

The dominant competitor in many cases will already have entered the negative
territories of the innovation life cycle. By recognizing the competitor’s innova-
tion stagnation, your company can innovate in completely new and distinct
directions by utilizing the dominant competitor’s innovation attempts as clues.

It is sad to say, but you can almost depend on the dominant competitor to
remain in negative invention territory and to fail to innovate its way out of
this stagnation. But, the more external pressures that are brought to bear, the
more likely the dominant competitor is going to attempt to aggressively lash
out through cost cutting or new innovation.

From your point of view, as a competitor seeking to conquer, you might
consider actually decreasing competition with the dominant competitor until
you are optimally prepared to conquer them. Backing off the pressure on its
product’s transformative value will likely delay any response the competitor
would otherwise have. In other words, let your competitor’s product’s trans-
formative value continue to fall while you create the best “good enough”
replacement product. Obviously, there are many circumstances where such a
strategy will not work: markets with many aggressive competitors, markets
with minimal churn opportunities, and so on. To determine whether a delay
strategy is appropriate, be sure to fully evaluate not only the dominant com-
petitor but other direct competitors, potential market entrants, customers, and
your own internal capabilities.

Figuratively Commoditize Products

By figuratively commoditizing your competitor’s products, as we discussed in
Chapter 7, “The Innovation Checklist,” you can often predict where your
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competitor will attempt to push its product moving forward. This will allow
you to prepare for a shift in competitive positioning and to maximize your
own product’s capabilities to counter such a product shift.

In addition, figurative commoditization of the dominant competitor’s
product will give you the foundations for positive incremental innovation of
your own product to compete for the high-end consumer through acquisition
or partnerships. This functional breakdown can guide you to filling your own
product feature holes.

Isolate Intellectual Property

Intellectual property can be viewed as being foundational inventions. You
have your intellectual property, and your competitors have their intellectual
property. The company that succeeds in evolving that intellectual property in
the optimal manner will very likely become the dominant competitor, both
within the existing market and within potentially new markets.

Isolating intellectual property in a competitive product can be extremely
difficult. The first place to examine is what patents the competitor has applied
for and been granted. These patents can guide your product team in under-
standing what your competitors consider to be their intellectual property. This
guidance can then be extrapolated into what markets the competitors are
most likely to apply their intellectual property.

Map Intellectual Property to New Markets

You can map your competitor’s intellectual property to new niches within the
current market as well as to other potential markets. Reviewing these poten-
tial market changes can provide tremendous innovation insight into how to
evolve your own products and intellectual property.

Remember, the company that creates a new market has a definite advan-
tage (if the company exercises it) for a limited period of time to dominate the
new market and to gain from disruptive innovation aftershocks. If you can
utilize an analysis of your competitor’s intellectual property as seeds for new
product innovation within your own company, you can be significantly
ahead of the game within the current and new markets.
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Create Disruptive Innovations

Don'’t follow your competitor in the push-me/pull-you model. Minimize risk,
minimize cost, and maximize market penetration by fostering innovation
through analysis of your competitor’s innovation attempts. By utilizing all
the information that the innovation checklist allows you to derive concern-
ing your competitors and markets, you should be able to develop disruptive
innovations instead of incremental innovations.

New product features are reflections of potentially long and expensive
research and development efforts. By understanding how those features
impact the transformative value in the market, you can bypass a great deal
of the R&D and pick and choose which competitive features can be deployed
to optimally increase the transformative value of your product.

Try new, potentially disruptive innovations on niche market segments first.
These segments will be much easier to satisfy since the target transformative
value can be much more highly refined. In other words, create a “good
enough” disruptive product that fits a niche rather than the entire market. If
the product fails to become a runaway hit, it will still demonstrate ways to
innovate new potentially disruptive features that can be used throughout the
market.
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Innovate to Disrupt

better!” even if you are not currently a competitor with a product in

that market? Well, there are ways to enter the market without having
to take on the big guys who are already heavy hitters within the market. And
even better yet, the big guys will show you how to succeed and disrupt their
own market position.

D id you ever look at a market and say “Wow, I could do that so much

Market Reverse Engineering

I am sure many of you have tried to start a company or develop a product
idea. Although it may have appeared to be straightforward when you came
up with the original idea, the implementation is often a long, painful, expen-
sive, and risky process. Writing business plans, market analyses, product
descriptions, competitive comparisons, cash flows, and all the other business
paperwork needed to get funding and to justify developing a product that
doesn’t exist yet can take months and months.

It would be much simpler if the market was already there, the product
descriptions were pretty much finalized, and the penetration potential of the
product was already well documented. The only real problem would be
demonstrating that you can compete effectively against an incumbent com-
petitor who has an existing product and customer base. Ouch. That can be a
very large problem!

But, the nice thing about almost any market is that there are underserved
and unserved consumers who would likely benefit from a “good enough” ver-
sion of those existing products. And the amazing thing is that the existing
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competitors will guide you away from all the problems they have already
encountered . . . for free!

Why don’t the existing competitors penetrate the underserved and
unserved market segments? There can be many different reasons depending
on the particular product and market, but here are some general guidelines:

e The product pricing is outside the range of the market segment.
e The current cost structure of the product delivery chain is too high.
e The product complexity exceeds what the market segment requires.

e The existing sales/delivery models do not work well in the market
segment.

e The customer support requirements in the market segment are too high.

e The average revenue per customer is too low.

The list could go on and on, but this is a good sample list of reasons that
existing competitors do not penetrate particular market segments. In some
cases, these untapped market segments make up a huge percentage of the
customer population. For instance, large enterprise resource planning (ERP)
software companies focus on medium to large enterprise customers. And yet,
there is a largely untapped market in the small to medium business (SMB)
customer space. Many SMBs could benefit from the capabilities of a decent,
limited-function ERP package, especially if the package had an almost zero
cost of entry, very fast deployment, and limited commitment requirements.
Cloud computing could easily make the penetration of ERP solutions into the
SMB space much easier.

As we shall see, the current market competitors are continuously provid-
ing a highly detailed view of how to effectively compete against them.

Isolate the Drivers of the Consumer’s
Transformative Value

We talked briefly earlier about luxury items as well as perceived value. To me,
a $200,000 automobile is an extreme luxury item that has very little trans-
formative value. To some wealthier individuals, the transformative value of
such a vehicle could be quite high. To someone making minimum wage, the
transformative value would be negative because just maintaining the vehicle
would likely exceed their means. So, perception by the individual consumer
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segment is critical to defining the type of product that will have positive
transformative value within that segment.

To enter an existing market as a new competitor, the easiest approach is to
penetrate those untapped market segments where the transformative value of
existing products is close to zero. By examining the current market competi-
tors, it should be a fairly easy and quick process to determine who is not
being served and why.

As we discussed in Chapter 2, however, it is critical that you accurately
define the full market. Each market segment should then be defined based on
the drivers of the transformative value within each segment. In the case of
automobiles, there are many segments based on functional usage by the con-
sumer. Is the consumer single or married? Are there children or other depend-
ents? Do they need to transport materials, people, or both? Are they interested
mainly in style or function or both? Does gasoline mileage matter? How crit-
ical is it for the automobile to have a very high reliability rate?

[ know a guy who has five different models of a particular luxury car man-
ufacturer. He doesn’t need five cars. He just loves them. He loves the customer
service he gets when one of them needs a repair. He is single, has no children,
travels a great deal on business, and is rarely home. When he is home, he
wants to drive around in a nice car. He doesn’t care if one is less reliable than
another. In spite of issues that would make most of us sell a car, he still loves
them because while the dealer is repairing one of them, he is sitting at the
dealership having fun with other luxury car owners. It is one of his major
social groups.

Here are some of the major steps you should follow to garnish valuable
understanding about the transformative value of the product within the market:

e Define the attributes that will distinguish one type of consumer from
another, such as married or single.

e Define the market segments within the target market based on these
attributes.

e Define what the perceived value of the consumers within each market
segment would be for a version of the product. Don’t restrict the defi-
nition of the product. Make the product definition flexible for now.

e Define the size of each market segment.
e Determine what competitors sell into each of the market segments.

e Ask the question, “Why does this competitor sell into this market
segment?”
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e Ask the question, “Why does this competitor not sell into this market
segment?”

e (Correlate the product definitions required to enter each of the poorly
served or unserved market segments. Create a single “good enough”
product definition.

e Determine the transformative value of the “good enough” product
relative to each of the market segments.

e Estimate the cost of deploying the “good enough” product based on
analysis of existing competitive products.

e Estimate the average revenue per customer for each market segment.

e Adjust the product definition to maximize transformative value within
underserved market segments.

e Attack and disrupt.

This is a simplified list to demonstrate how you can utilize the existing
competitor’s products and its transformative values to understand market
dynamics, isolate drivers of a customer’s perceived value, define competitive
pressures within each market segment, and address many other critical areas.

Define a “Good Enough” Product

It can be extremely challenging to separate the technology view of a product
from the business view of the same product. Many products fail because they
are based too much on technology and not enough on the business/consumer
view. The reverse situation can also exist where the product doesn’t utilize
technology effectively enough to meet the consumer-defined perceived values.

The really nice thing about penetrating an existing market is that almost
all of the research and development of what is a “good enough” product has
already been done. And, depending on the size of the market, there are
experts running around all over the place who will tell you exactly what a
“good enough” product looks like. I am speaking of the many system integra-
tion companies, independent consultants, and consumers who are fluent in
multiple product offerings from multiple competitors. For the price of a short
consulting assignment, they will all tell you the pros and cons of each of the
major competitors and will guide you directly at what constitutes a “good
enough” product definition.
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The independent consultants are often the most valuable because their
entire livelihood is often based on filling in the gaps that the current com-
petitors are not filling. These consultants are providing much of the product
evolutionary force that is needed by the high-end customers.

In a similar fashion, the system integrators are often able to flesh out an
understanding of each of the market segments and how the competitive prod-
ucts fall short, meet, or exceed the requirements of each segment. Their liveli-
hood is often based on servicing the niche markets.

At least initially, don’t get too creative about what a “good enough” prod-
uct is. Rely on the existing competitors to guide you. This will help create the
foundational “good enough” product that you can then target through lay-
ered features at each market niche. Minimize your initial risks by avoiding
attempts at truly disruptive innovations. The time for disruption will come,
but first, focus on controlling underserved and unserved market segments
with a well-understood “good enough” product.

Fully Understand the Product Delivery Chains

To disrupt the market that is largely controlled by incumbent competitors,
you must control costs and features to maximize product penetration and
maximize consumer transformative value.

Many existing products are built on legacy technologies, and the product
delivery chains are reflections of that legacy. Apple is one of the few compa-
nies that will almost completely reinvent a product from one generation to
the next. The Apple iPod shuffle is a great example. The external appearance
varies so greatly from one product generation to the next that it is difficult
to categorize them as the same product. Yet, functionally they are extremely
similar. Apple is constantly evolving each of its product lines to take advan-
tage of newer technologies and better component pricing, size, energy con-
sumption, and so on.

But, most companies, especially companies selling software products, do
not have the flexibility to evolve at the speed that Apple evolves the iPod.
The suppliers to these software companies, be they internal or external, appear
to be unable to deliver highly diverse and quickly evolving innovations in a
short period of time. And Apple products are largely focused at all consumers,
not just a high-end customer segment like those pursued by many software
and services companies. So, other than colors, shapes, or different storage
capacities, an Apple product line will have a fairly consistent feature set.

The product delivery chain of a product that has evolved over time can be
long, convoluted, and definitely not optimal. It is much easier to create an
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efficient and cost-minimizing product delivery chain by starting with a “good
enough” product definition based on existing market penetration.

Here are some high-level steps that will allow you to benefit from the
product delivery chains of your competitors:

1. Review and understand the product delivery chains of each of the
current market competitors.

2. Define a potential product delivery chain for your “good enough”
product.

3. Compare and contrast your product delivery chain with that of your
competitors.

Isolate Pain Points in the Product Delivery
Chain

By monitoring the product release schedules and the types of changes within
the new versions of a product, you can often deduce where problems exist
within the product delivery chain. This is especially true if you understand
the current technologies that are available to build a “good enough” product
from scratch that utilizes the latest and greatest technologies. When a com-
petitor fails to utilize the latest and greatest in a new release, there is a rea-
son. It could be legacy architecture of the product, supplier commitments,
manufacturing difficulties, or any number of other aspects of the product
delivery chain limiting its product evolution.

By identifying these pain points, you can often identify potential disrup-
tive innovations. Remember that many disruptive innovations are based on
inventions that are largely combinations of other foundational and functional
inventions. If you can deliver a “good enough” product that utilizes the
latest and greatest technologies, then you can immediately displace the “good
enough” version from competitors who have been unable to deliver the same
technologies.

Seize Control of Push-Me/Pull-You

Watching competitors pound away at each other in the push-me/pull-you cir-
cle can be extremely entertaining and informative. If you can obtain publicly
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available release notes that describe the features of prior and current releases,
you can track the evolution of a competitor’s product in a fairly straightfor-
ward manner. You can detect the following concerning product architecture
and evolution:

e Where the competitor considers its technical “sweet spot”
e Where the competitor considers its product to be “weak”

e How the competitor is interpreting the transformative value of its
customers and how the product must change to meet those customers’
needs

So, if new features are gathered around particular functional areas, then
there are a few likely reasons for this:

e The competitor is attempting to strengthen its sweet spot.
e The competitor is attempting to strengthen a weak spot.

e The competitor is enhancing certain areas because of contractual
requirements from customers.

As a competitor delivers more and more features, you can quickly deduce
many things about how the competitor is viewing the market as a whole.
Based on your market segmentation, you can tell whether the competitor is
moving toward any of the market segments that are currently underserved or
unserved. You can even tell whether the competitor is moving away from a
market segment into which it is currently selling.

Recognize Their Innovation Life Cycle
Stagnation

To fully understand how your competitors are functioning and where they are
in the innovation life cycle, you need to dig further into those publicly avail-
able release notes you acquired for the push-me/pull-you analysis. The key to
understanding a competitor’s position within the innovation life cycle is to
document how the new features in each release are perceived by the customer.

Utilizing those independent consultants we discussed earlier, you can
quickly determine whether new features were perceived as positive or nega-
tive and how much impact they had on the existing customer base. A trend
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of delivering new features that have little or no positive impact on the cus-
tomer’s transformative value for the product is a clear indication that the
company is in the negative incremental invention or destructive invention
stages of the innovation life cycle.

If you can determine that particular features were delivered to satisfy the
needs of one or more high-end customers and if these features were gener-
ally perceived as not positive by other customers, then you can assign these
features to the destructive invention category.

It is not critical that you fully understand the innovation life cycle posi-
tion of your competitor. But, the more you know, the more likely you are to
make the correct decision in a push-me/pull-you confrontation, and the more
likely you are to avoid negative invention territory.

Isolate Intellectual Property

Your competitors may own one or more key pieces of intellectual property that
they consider to be foundational to their products’ success. In many cases,
there are alternative solutions to the same problem that do not violate patents
or other mechanisms competitors use to protect that intellectual property.

In fact, if you can isolate what competitors consider to be their technical
advantage, then you have found an extremely valuable key into how they are
likely to respond in future product releases. I like to call this the guru factor.
Virtually all product teams have one or more technical leaders who have been
around for a long time. They are involved in every aspect of the evolution of
the product. And, unfortunately, they can be the greatest impediment to new
innovation. Their entire involvement with the product, following the initial
product release, has most likely been one of incremental innovation. The guru
carries all of the accumulated assumptions around as foundational knowledge.

By isolating the competitor’s “technical sweet spot,” you have probably
identified the foundational assumptions of the guru within the product devel-
opment team. You can then create an alternative product path for your “good
enough” product that bypasses this technical sweet spot and allows much
more flexibility within your product than within the competitor’s product.
You can use this knowledge to basically force the competitor deeper and
deeper into negative and destructive invention territory.

Isolating the competitor’s intellectual property is by no means simple and
requires a great deal of review and discussion. Your product team should be
heavily involved in this process from the very beginning.
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Map Intellectual Property to New Markets

How will your competitor respond to your entrance into the market? If you
first penetrate the underserved and unserved market segments, then the com-
petitor’s response will likely be very minimal. But, while you are penetrating
these segments, you should be actively aligning your “good enough” product
to penetrate your competitor’s market segments. Once you attack your com-
petitor on its home turf, your competitor will most likely ignore you until you
steal several of their largest customers. Remember, your competitor’s ten-
dency is to remain on an incremental track with its product.

Your competitors could, however, recognize the need to shift into new
markets and could begin to isolate their intellectual property and attempt to
innovate new products. Much of their energy in pursuing this will come from
the competitive pressure you are creating.

Prior to entering the home-turf market segments of your competitors, you
should have already mapped out how they might shift into new markets. You
should also have reached a decision on whether you will precede them into
these markets. Don’t follow the normal innovation life cycle unless this is the
only market you want to participate in. Take advantage of your newer prod-
uct delivery chain, and enter alternative markets early. In other words, follow
the Apple example. Define your advantage, maintain that advantage, and uti-
lize that advantage across as many markets as possible. Your competition will
still most likely be weighed down by a legacy product delivery chain as well
as a huge pile of assumptions. For any alternative markets your competitors
enter, you, almost by default, should have a distinct advantage over them.

Create Disruptive Innovations

Disruptive innovations can be caused by as little as a change in packaging or
a change in product size or product convenience. The underlying functions
don’t have to change all that much. The Sony Discman was a portable music
player. By shifting from hard media (CD) to soft media (memory) and by dras-
tically reducing the size, the iPod became a resounding success. The underly-
ing function of a portable music player remained the same. The market was
already well defined, but now new market segments could be penetrated in
addition to the already served segments.

While you are creating a competitive product for the market your competi-
tors have defined so well, look for the small changes in your “good enough”
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product that would be perceived as highly disruptive. Most likely these have
some impact on cost, complexity, or convenience. Your definitions for the
transformative values for each market segment should be able to tell you the
common thread that you can improve upon to change your “good enough”
product into a market-disrupting product.
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Organizational Structure:
Products to Solutions

buy the right wand and wave it over an existing company, product, or

market and . . . voila! . . . have an innovation. Many companies in the
hardware, software, and communication industries are trying to evolve them-
selves from product manufacturers/providers into solution providers. They
wave the management, structure, and budget wands, but all too often fail to
deliver new innovative solutions. Why do they so often fail?

Unfortunately, there is no innovation magic wand. You can’t simply

Products versus Solutions

Back in the long-ago days of the sixties through the nineties, companies such
as IBM, Wang, Amdahl, and others would sell a combination of three primary
things:

e Hardware

e QOperating systems and support systems

e Business applications

In general, these were wrapped together with a lot of custom development
designed to match the specific business requirements of the large customer.
This customization was the superglue that locked the customer onto your
hardware and operating system. Look around at almost any large, older enter-
prise, and you will discover that it is still maintaining and running applica-
tions on hardware that should have been buried long ago.

211
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As time passed, the hardware got smaller and cheaper. Hardware and oper-
ating systems began to commoditize. I remember trying to justify to a cus-
tomer in the seventies why the identical software functionality running on a
mainframe should cost 1,000 times more than the same functionality on a PC.
Hardware and operating systems largely shifted to stand alone from business
applications and fell out of the superglue customer retention equation.

Developers began to create very powerful business applications that were
hardware and operating system agnostic. This drastically expanded in the
nineties with the advent of powerful networks and the concept of distributed
processing. The justification for unique business applications started to van-
ish. The higher-level business application functions, except in very special-
ized areas, began to lose their superglue capabilities.

With the advent of high-speed networking and the demand for real-time
data processing, the need to integrate diverse applications became more and
more critical. Where two systems previously ran on completely independent
systems, now there was a need to integrate the systems together either
through batch update mechanisms or through real-time integration. This inte-
gration requirement quickly became the new superglue of customer retention.

But, custom development of the integrated applications also created a
great deal of risk to the enterprise customer. Delivery schedules for new fea-
tures would often slip no matter how critical they were to daily operations.
And the integrated application superglue became extremely expensive over
time. Adding custom innovations could often be almost impossible.

With the arrival of large-scale outsourcing of IT development and support,
enterprise customers no longer wanted the risk of expensive software devel-
opment or long innovation lead times, and they desperately wanted to dis-
solve all the existing superglue. It is at this point that the hardware and
software companies began to realize that they had to deliver business solu-
tions, not just hardware features and software functionality.

Business solutions have to deliver a very high integrated transformative
value to the business customer. I use the phrase integrated transformative
value meaning that the transformative value of the solution is a reflection of
many diverse impacts on the company. Otherwise, it would still be called a
product with a much simpler-to-define transformative value.

BoB SHouLD CONSIDER

e As we are visualizing our solutions versus our products, are we reevalu-
ating the customer's transformative value?
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® Are we targeting the solutions to maximize the impact on the cus-
tomer's business? Or are we trying to maximize the number of our prod-
ucts that are part of our solution, regardless of the impact on the
customer’s business and the resulting integrated transformative value?

Stages of Organizational Change

IBM, a company that routinely shows up in lists of most admired companies,
has largely shifted from the world’s largest computer manufacturer to one of
the world’s largest hardware/software solution delivery companies. This has
been a long transition but one that IBM has executed superbly through acqui-
sitions, restructuring, and creative management. Many speak of following the
“IBM model” toward becoming a solution company. But, how do companies
try to reach the goal of matching the IBM model?

Shifting from a product company to a solution company is not a simple
act of defining a new group of products that are labeled as solutions.
However, that is often the first thing companies will attempt. Nor is it as sim-
ple as reorganizing existing product groups so that they have more of a solu-
tion orientation. The changes needed to shift from products to solutions
impact every single aspect of the company from purchasing to sales as well
as all the research, development, and manufacturing groups in between.

I have watched many companies pursue this shift over the past ten years,
and invariably they all follow a similar evolutionary route of organizational
change (that is, unless the company declares bankruptcy and makes an
extremely drastic shift to survive). Each of these stages of organizational
change has a different impact on the company’s ability to innovate new prod-
ucts, attract new customers, and penetrate new markets.

I summarize this evolutionary organizational change into the following
categories, which we will discuss in more detail later in this chapter:

e Product company: Existing product delivery infrastructure

e Rebranding: Calling a product a solution with some feature shifts

e Executive mandate: Executive push of existing product groups

e Overlay organization: Overlay organization to align the product groups

e Solution group: Stand-alone solution group

e Solution company: Solution delivery nirvana
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Over the past decade or so I have watched the traditional phone compa-
nies change their branding from “phone” to “telecom” to “service” and now
to “solution” companies. I chuckled because inside they were still the same
companies. They didn’t want to remain “bit haulers” because that model has
commoditized. And yet, they are still built around the legacy audio conver-
sation and per-minute billing. In an era when there should be no distinction
between having an audio conversation, participating in a video conference,
watching a movie, or roaming the Internet, the carriers are often still seg-
menting the consumer’s activities into minutes or messages or kilobytes.
These are not solutions; they are products. It is critical that you eliminate or
evolve the foundational assumptions that may be forcing your company to
remain in the past.

Bos SHouLb CONSIDER
* What stage of organizational change are we currently in?

® Are we limiting our ability to evolve into a solutions company because
of foundational assumptions about what a solution is?

® Do we need to offer solutions that are potentially radically, and there-
fore disruptively, different from our existing products?

Product Company

Product groups evolve to become extremely good at delivering products. They
optimize the product delivery chain and focus all internal processes on deliv-
ering the best product possible. This includes how research and development
is performed, how marketing is managed, how the sales force is compensated,
how the customer is supported, and a thousand other factors that fit in with
maximizing the quality of the product.

Being a product company has its own positives and negatives when it
comes to innovation. On the positive side, incremental innovations can be
extremely well targeted to the specific markets for the products. On the neg-
ative side, targeting specific markets over an extended period of time will cre-
ate “the box” that will make it almost impossible for the product team to
break out and deliver disruptive innovations.

Eventually, unless there is some kind of monopoly in play, all product
companies will see their products reach a state of commoditization on the
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negative side of the innovation life cycle. It is often at this point that the
company begins to try to expand its role beyond simple products and attempt
to rebrand itself as a solutions company. It would be far more optimal for a
company to recognize that it has entered the negative side of the innovation
life cycle and to begin the shift from a product-based company to a combi-
nation of products and solutions.

BoB SHouLD CONSIDER
® Are we a product company?

e Are our products at risk of becoming, or have they already become,
commoditized?

® Do we need to break our product developers out of the box that we
have created? Or do we need to create a new solution group that
doesn't exist within the same box?

Rebranding

Rebranding probably makes it sound like the company is trying to pull the
wool over the customer’s eyes. In reality, companies often don’t see the
extreme difference that should exist between a product and a solution. The
company feels that adding new features or delivering product simplifications
will change the product into a solution.

But, the key is to watch for changes in the transformative value. If the new
“solution” does not substantially increase the breadth of the transformative
value through larger impacts on the customer’s business, then the product
changes are merely incremental product changes and not solutions. In fact, the
new “solution” is most likely a continuation of delivering negative incremen-
tal inventions that will force the product further toward commoditization.

Rebranding is the least expensive, least risky, and least successful
approach to shifting from a product company toward a solution company.
Rebranding is also easy to identify and easy to avoid. If the effort needed to
deliver the new solution versus the old product consists mostly of marketing
and sales activities with a slight change in product development road maps,
then you are probably rebranding. You will waste time, waste money, and
further endanger your company’s survival.
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Rebranding avoids the hardest issue in evolving from a product to a solu-
tion company: organizational and process changes. Without these changes, it
is extremely unlikely that a product company can reverse the drive toward the
commoditization of its products. Solutions by definition must have a broader,
more integrated transformative value. This can occur only by the blending of
multiple products and/or services into a single solution delivery. This blend-
ing can normally not occur within a product group-structured company.

Bos SHouLb CONSIDER
® Are we fooling ourselves and wasting time and money by expecting a
rebranding effort to change us from a product to a solution company?
® Did our new solution initiative create large changes in our product road
maps?
® What processes will we have to change in order to foster a solution
orientation within our company?

® Have we compared our new solution transformative value to our prod-
uct/service transformative values?

® How can we maximize the integrated transformative value of our new
solutions?

Executive Mandate

When the rebranding effort fails, the company leadership will often blame it
on the abilities of the management teams within the product groups.
Although this may be partly true, the response of the leadership is often to
throw down the gauntlet and mandate that product organizations work
together to create a more integrated solution. At this stage, the company is
starting to realize that a solution requires a blending of products and services.

Mandates rarely work. The employees and the management definitely
understand that solutions would be much more likely to guarantee the sur-
vival of the company than separate commoditized products. So, mandating
that “everyone pursue one goal” oversimplifies the problem and demonstrates
that perhaps the wrong leadership team is in place to accomplish the prod-
uct-to-solution evolution.

If we were to examine the history of a large product-based company, we
would undoubtedly see that each employee, manager, and executive has been
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trained, selected, and promoted because of their success at delivering prod-
ucts. All of the corporate measurements are designed to reinforce this product
orientation. Annual reviews and raises are targeted within the product group.
Budgets and management teams are aligned to product groups. Sales forces
are compensated on product sales, with commissions often tilted toward par-
ticular product groups that are the most profitable for the company.

Here is an example: I was working with a large product-based company
that was under an executive mandate to deliver solutions to the enterprise
customers. When I spoke to individual sales teams about selling the proposed
solutions, they privately told me that they would not sell the solution because
it was too risky for them. Their “bread and butter” came from product sales,
and they did not want to risk a good relationship with the customer by deliv-
ering an untested solution. They said, “Let someone else sell it to their cus-
tomer first.” Since I had never worked in sales at that time, I was floored. Now
that I understand the way sales force commissions are often defined, I sym-
pathize with the sales force completely.

Almost everything that executive mandates accomplish is normally nega-
tive. Management teams and employees are often judged on criteria that the
corporate processes and organizational structure do not allow them to meet.
They are expected to meet their existing product budget and sales projections
while working with other product groups to create solutions for which they
are not rewarded.

From an innovation point of view, the executive mandate can be particu-
larly stifling. Product groups will often attempt to align their product road
maps into a pseudosolution road map. But, without a separate management
team with the power and budget to drive the solution road map forward,
much of this effort will only deliver increased product complexity, slow down
product feature delivery, aggravate large customers, and further damage the
transformative value of each of the products.

BoB SHouLD CONSIDER

® We have very talented employees and management. But have we con-
sidered the fact that they are the best product people around and not
necessarily the best solution people?

e |f we continue to sell our product, then we will still need our talented
product people. Doesn't this mean that we need new solution people
right away?

continues
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® Have we mandated to our company that everyone deliver solutions
without changing any of the processes and procedures that we use to
measure the success of our employees?

® By mandating, are we creating chaos in our product groups and stifling
the very innovation that we were hoping to increase?

Overlay Organization

When the executive mandate fails, the leadership team will often decide that
what is needed is an overlay organization that has responsibility for creating
the new solutions. This organization will be funded by the product groups,
has a small dedicated staff with additional staff that is “matrixed” over from
each of the product groups, and will focus on solution road maps, marketing,
and sales support.

I equate the overlay organization to the captain of a boat who does not
directly have power over the boat, the crew, or the mission. The captain may
have all the best intentions, but each of the crew members will pursue activ-
ities that are best for that particular crew member. The captain has to borrow
resources continuously, and the direction the boat is headed may be changed
by the owners of the boat, that is, the executive leadership team, at any time.
An overlay organization is often captain in name only.

In an overlay organization, the individual product road maps are rarely
controlled by the overlay organization. The overlay leader must ask the prod-
uct groups to embed new features into the product road map. These are often
at the bottom of the product group’s list of critical features. Even if these neg-
atives are not true and the leader of the overlay organization has true power
to impact product road maps, the likelihood of success is still very small-not
because of a failure in the overlay organization but because of the small
number of people within the company who are designated as “solution” peo-
ple. Remember all those employees and managers who are perfect for deliv-
ering products? Well, in the case of an overlay organization, they are still in
place, and they are still doing what they have been trained, selected, and pro-
moted to do, which is to deliver products.

In my opinion, leading an overlay organization has got to be one of the
most frustrating and career-limiting roles around. The likelihood of success is
almost always close to the zero mark. After a year or two at the most (and
often much less), the product groups will aggressively question why they are



SoLuTioN GRour 219

required to fund and staff an organization that is not delivering solutions but
only a package of products. And the product groups will have a great deal of
evidence of the failure of the overlay organization, such as slipped schedules,
confusing road maps, lack of technical leadership that is accepted by the
product groups, and much more. Even if the overlay organization is staffed
with the best leaders around, they will find it almost impossible to eliminate
the foundational assumptions that exist within each product group.

Innovation is once again severely dampened during the overlay organiza-
tion stage. Road maps are poorly aligned, and yet changes are being made to
products in an attempt to fulfill the overlay organization’s goals. The leader
of the overlay organization is often, at least initially, more politically power-
ful than the legacy product groups. This power can force product groups to
refocus or abandon existing road maps. It is not uncommon for some prod-
uct areas to completely collapse as funds and staff are drained away to sup-
port the activities of the overlay organization.

BoB SHouLD CONSIDER

e Are we robbing the funds and staff of our product groups to implement
an overlay solution organization?

® Have we anticipated the negative impacts on current product road
maps, sales, and customer satisfaction that will be caused by borrowing
resources from the product groups?

e Can we maintain or increase the transformative value of each of our
products while, at the same time, deliver an integrated transformative
value through a new solution offering?

Solution Group

After the leadership team fires the leader of the overlay organization (this
appears to be the normal turn of events), the leadership team will finally
determine that the evolution from a product to a solution company can be
accomplished only by creating an organization that is designed to develop
solutions. If the executive team is smart, they will place the product groups
under the solution group. Otherwise, this stage in the organizational evolu-
tion will actually be two stages: one with no control over the product groups
and eventually one with control. It is critical that the product groups be
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treated as separate providers within the new solution delivery chain. Yet,
unless the product is fully commoditized, the solution group must control the
product group’s road map.

The solution group stage can be extremely expensive to deploy. There must
be a distinct team that is defining, packaging, selling, delivering, and sup-
porting the solution. This team can consist of people taken, not borrowed,
from the product groups, but the new team must stand alone. If the product
group is still selling a stand-alone product, then the group will need at least
some portion of their team to remain intact.

The solution group stage is normally hampered in the beginning by the
executive team’s unwillingness to fully fund and staff the group. They now
understand the need for a separate solution group orientation, but they think
that the new solution group management is overestimating the staffing and
funding requirements. Although this may be true, it is far more likely that the
new management is actually underestimating the costs and staff needs. The
expertise often does not exist within a product company, so new hires are
critical to success. The duplication of sales and support teams is almost a
definite.

When the solution group is staffed and funded correctly, true innovation
of new products and markets can often occur. Negative incremental inven-
tion within individual product groups will almost immediately cease, and dis-
ruptive innovation becomes far more likely.

A huge number of potential approaches and combinations could prove to
be successful in attempting to create solution offerings from within a tradi-
tionally product-oriented company. For instance, utilizing an overlay solu-
tion with an executive mandate and sufficient funding could satisfy the same
requirements as a stand-alone solution group. These “solution hybrids” allow
different methods of cutting over from a product-only organization to an
organization that contains elements of a dedicated solution group while
meeting the unique structural, historical, and financial situations of each
company.

BoB SHouLD CoONSIDER
e Can we bypass all the intervening steps of organizational change and
jump directly from a product company to a solution company?
e Are we potentially underfunding or understaffing the new solutions
group? Are we just delaying the inevitable and hurting our innovation
opportunities and products in the process?
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e Have we determined which products should be controlled directly by the
solutions group and which need to stand alone?

® How will we measure the success of the solution group? Is it more diffi-
cult to measure than that of a product group?

® How will we know whether the apparent failure of the solution group is
because of a lack of funding, lack of marketing, lack of sales because of
too high a price, or any number of other potential causes?

Solution Company

After a period of success within the solution group, the company will most
likely begin to shift in its entirety toward solutions. This often means that
existing product groups may be spun off to allow the company’s solutions to
be built on products currently offered by its competition. The more generic
the solutions are relative to the underlying products, the more likely the solu-
tions are to take on a superglue effect. This is especially true when many of
the components of the solution delivery chain have become commoditized.
The costs of internally developing and maintaining what is otherwise a com-
moditized product as part of the solution will only decelerate the solution
road map and increase solution delivery costs.

Product companies can become solution companies while still having their
own in-house product development. The two are not mutually exclusive. The
important stage in the conversion of a product company to a solution com-
pany is where the innovation of products is driven by the innovation of solu-
tions and not the other way around.
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Valuing Innovations

hat is an invention or an innovation really worth? We all know

where many estimates of projected sales come from. Out of thin air!

But, there has got to be some way to understand the true potential
of an innovation.

Inventions versus Innovation

Way back in Chapter 1, “Inventions and Innovations,” we separated inven-
tions from innovations. This was critical for understanding that you can
invent all you want and still not deliver an innovation. And through contin-
uous invention, you can actually damage your existing innovations by
decreasing the transformative value of the innovation through increases in
complexity and cost and through decreased competitiveness. To summarize,
invention does not imply innovation, and too much invention can destroy
innovation.

When it comes to valuing an invention or an innovation, the distinction
between the two is just as critical. I draw the line this way:

e Invention: An invention is the foundation for one or more innova-
tions and can be valued based on its ability to impact other innova-
tors and innovations.

e Innovation: An innovation is the foundation for one or more markets
and can be valued based on its ability to impact the lifestyles of
consumers.
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You will see in the next chapter how critical it is that you be able to artic-
ulate the value of your inventions and innovations when it comes to market-
ing your company and products to investors, advisors, and consumers.

Valuing Inventions

When you are looking at a company’s technology, be it a physical product or
a logical process, you need to determine what the foundational inventions are
that the company actually owns or controls. You should keep in mind that
the ability to package and deliver other people’s inventions is also a powerful
capability. Many of the largest consumer electronics companies distinguish
their products based on their ability to cram more and more functionality into
an small, easy-to-use device. The bulk of the embedded technology in these
types of devices is largely owned by their suppliers. So, having a great sup-
ply chain and product design group can be an extremely powerful invention.

Making the distinction between valuing an invention and valuing an
innovation allows us to define valuation factors that are focused on our need
for the valuation. In the case of an invention, the valuation is normally ori-
ented toward finding partners, investors, advisors, or even licensors of the
technology.

Invention valuation can be broken down in a virtually limitless number of
categories, but we will focus on the following primary categories:

e Patents and other public properties: How your technologies are
protected

e Trade secrets: What your “secret sauce” is

e First to market: Timing and competitiveness

e Relationships: Who is in your network of companies, suppliers, and
partners

e Endurance: How likely is it that someone else can develop a compet-
ing product without violating any of your patents or other legal
protections



PATENTS 227

Patents

First, I am not a patent attorney. I have written a lot of patents, have been
granted a lot of patents, and have read a lot of patents. But, I repeat, I am not
a patent attorney. For legal advice, please contact a competent legal attorney.

Now that I have done the disclaimer, I can discuss patents openly. Patents
are a great tool for protecting technology that can be easily deduced or
stolen. Let’s say that I produce a watch that has three gears in it that are
arranged in a completely new manner that allows the watch to function at
extremely accurate time tolerances and with only one-tenth the power
requirements.

Would you call this a trade secret and try never to reveal the uniqueness
of the gear arrangement? Or would you patent it and make it publicly known?

For me, this astounding new gear arrangement would lead to an immedi-
ate patent application. Why? Well, once the new gear invention is released in
a watch, the invention is right out in the open for any inquiring mind to
reverse-engineer. Opening the back of a watch and looking at the gears takes
only a few minutes for even the novice. Without a patent in place, the new
gear arrangement will very quickly enter the public domain. This means any-
one can copy the gear arrangement and use your invention to compete against
you or to enter other markets with no requirement to pay you a royalty.

I look at patents to understand foundational inventions for a company. If
the company does not have a patent on its foundational invention, then it
had better be able to protect the invention in some other way.

Patents can be a multi-edged sword. The different sharp edges of the sword
can do the following:

e (Create protection

Create competition

e Demonstrate infringement

Open the door for an attack

We already briefly discussed how patents can protect you in the situation
where your invention is easily observable. But, how do patents create com-
petition? Many inventive ideas (and innovative ideas for that matter) are
really just a matter of perspective. Someone looked at something just a little
bit differently than everyone else. You know the situation: “I never looked at
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it that way before.” That’s why many innovative products can be traced back
to inventions that were largely accidental. The inventors were working on
something else, and . . . bang! . . . their experiment produced an unexpected
result that got them thinking from a different perspective. It is this acciden-
tal invention process that creates many executive edicts like “If you aren’t
failing, then you aren’t trying.”

When you expose this alternative viewpoint in a patent, you can inadver-
tently educate your competitors and show them the alternative viewpoint.
Now they can sense the same epiphany and work toward finding their own
alternative to your invention. So, patents can often create new competition.
There are ways, through filing amendments to patent applications, to tem-
porarily delay the granting and publication of a patent. But, new laws in the
United States attempt to limit the effectiveness of hiding your technology.

With many companies I work with, I ask them, “How does your competi-
tion do this?” My client’s idea appears to be something new and inventive,
but could the competition already be doing something similar that is already
protected by a patent? Unfortunately, a patent search can be a fairly ineffec-
tive tool for determining whether your new invention will violate someone
else’s patent. Subtle wording in patents can make them extremely broad in
their coverage. Locating these broad patents, which will often not include any
of the key words your patent includes, can be extremely difficult. Even the
patent office often does not find them. This is why there are lawsuits that one
patent infringes on another. So, will your new patent give your competitor
the ammunition needed to come after you for infringement on its patent?

Especially in this day of what were once called patent trolls but are now
referred to nonproducing entities (NPEs), it is potentially very dangerous to
go for a patent on items that can be protected as trade secrets. NPEs look for
patents that they can acquire cheaply that have a very broad impact on a par-
ticular market. The NPE may be preparing for future product enhancements
or may have identified already deployed product features that violate the
patent. In both cases, the NPE will approach your company and demand some
form of royalty agreement because of your infringement of the NPE’s patent.
This is a far more common occurrence than is generally known. Many com-
panies settle with NPEs out of court without any publicity. The NPE will then
use the new relationship to approach your competitors and demand a similar
licensing arrangement. In many cases, the companies follow along.

Even the most innocent display of your product’s inventive nature can be
fuel for the NPE to become aggressive. I have spoken with numerous NPEs
that utilize new release documents and user manuals as a foundation for how
a product is evolving. They then project where the company is most likely to
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evolve its product in the next year or two and begin a fairly exhaustive
search for idle patents in that space. In this way, the NPE tries to deduce your
product road map and to prepare to attack you in the future. Your patent
applications make this extremely easy since most of your development teams
are focused on filing patents on short-term, incremental inventions. The NPEs
will align to attack your next incremental inventions if they think you have
deep pockets and can extract money from you.

When I talk to people at a new start-up company, I expect them to have a
plan to protect their inventions either through patents, trade secrets, or perhaps
even a physical method, such as encryption or encapsulation. The invention
by itself may have little long-term value unless it can be protected. It's much
easier to determine the impact of an invention on alternative products and
markets if it has an existing patent that has withstood the test of time.

Bos SHouLD CONSIDER
® How much of our intellectual property is protected by patents today?

e Are we patenting based on our future road map or on our current
development initiatives?

e Will some of our patent applications provide that “epiphany angle" to
our competitors?

® Do we utilize the patent filings of our competitors as analysis data to
understand the road map for our competitor's products?

® |s there a way for us to be proactive using the techniques of nonpro-
ducing entities for our own intellectual property acquisition and
protection?

e What is the risk we face from nonproducing entities?

Trade Secrets

Now, let’s take a different example from the new watch gear arrangement dis-
cussed previously. Let’s say that I produce rocket engines. And I mean the big
rocket engines, not the ones for toys. Every time I sell a rocket engine, I can
require that my technicians physically attend to and guard the engine. Once
the engine is fired, for all practical purposes the engine is destroyed. There is
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little or no opportunity for a competitor to deduce my inventions through a
casual investigation of my product. Depending on how likely a patent on my
invention is to give my competition an alternate view epiphany, I may choose
to simply hide my invention as a trade secret.

The problem with trade secrets is that their value can be fleeting.
Oftentimes, a trade secret is a process of some kind that may be implemented
within a software package, in a supply or manufacturing chain, or even in
relationship management. Unless these types of inventions can be easily iso-
lated within a product, they will slowly become corrupted over time through
normal incremental invention processes. At this point, the inventions pro-
tected as a trade secret are rarely able to be used in other applications. They
have been integrated and pounded into an existing product or process, and
their disruptive potential has been lost.

On the other hand, one type of invention has the potential to be a long-
standing secret if closely guarded with appropriate security mechanisms. The
most famous example of this is the formula for Coca-Cola, which was
invented in the early 20th century and has remained a closely guarded trade
secret for about a century. Patenting this formula would have cost Coke bil-
lions in past, present, and future profits.

When companies tell me they’re going to protect something as a trade
secret, I recommend that they still encrypt, encapsulate, and protect it
through nondisclosure agreements, product licenses, and so on. In this way,
the customer becomes the holder of responsibility for the trade secret. A great
many companies’ entire business models are to reverse-engineer a product,
discover trade secrets, and attempt to lock in ownership of variations of these
secrets. Without control on access, trade secrets can become worthless very
quickly and can become a potential attack vector for NPEs.

Bos SHouLD CONSIDER
® How are we protecting our trade secrets?

e Can we utilize encryption, encapsulation, or other techniques to try to
extend the life of our trade secrets?

® Have our trade secrets become more difficult to quantify and isolate
over time?

® Are we prepared to value our trade secrets today, and if we tried, would
we come to the valuation we currently anticipate?
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First to Market

Getting first to market with a new invention can be the difference between
delivering a disruptive innovation, an incremental innovation, or no innova-
tion at all. The risks with a new invention relative to reaching market revolve
around three time periods:

e Time to build the product
e Time to dominate the market

e Time for a competitor to displace you in the market

The “time to build the product” is pretty self-explanatory. But, the ques-
tion you should ask yourself is, “What, exactly, is our product?”

The “time to dominate the market” is a little trickier. Most people assume
that if you are the first to market, then you are also dominating the market.
Wrong. If a new competitor could enter the market tomorrow and steal your
customers, then you are not in a position of dominance. It’s kind of like an
army conquering a valley but not conquering the surrounding high ground.
It is only a matter of time before the army in the valley gets wiped out.

The “competitor displacement” time period is even trickier still. You need
to understand your potential consumers’ transformative value well enough so
that you can aggressively fight back against competitors trying to steal your
market position. This is not a battle for feature dominance. This is a battle for
transformative value dominance.

I have seen a lot of start-ups with creative new inventions fail because
they did not pay attention to these three time periods. These companies had
a tendency to be influenced by four of what I call fairy-tale beliefs:

e We need to deliver the best product we can.
e No one else has thought of this yet.

e We have the advantage of being first to market.

e If we build, buyers will come.

These four fairy tales become the driving factors in how the start-up com-
pany develops its products, partners, markets, and all other aspects of deliv-
ering the product to market. Let’s discuss the fairy tales and examine the
impacts on the three time periods.
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One of the problems with engineers (and I consider myself an engineer) is
that they don’t like anything that can be called a bug, shortcoming, flaw,
missing feature, and so on. Engineers and technologists in general have a ten-
dency to try to incrementally reinvent an invention before taking it to mar-
ket. They want to deliver the best product possible. Why? It’s because they think
they can ignore the first time period, the time needed to build the product.
They worry about it, of course. But, they worry more about dominating the
market and making it difficult for a competitor to displace. They also have
the other three fairy tales to back them up: No one else has thought of it, they
will be first to market no matter what, and buyers will flock to their doorstep.

Virtually all truly disruptive innovations are based on inventions that are
far from perfect. Within months (sometimes weeks), disruptive products will
be enhanced by their producers. And these incremental innovations will
strengthen the transformative value of the product. These are the disruptive
innovation aftershocks. You should take advantage of these aftershocks to
hone your product and optimally position it.

The “no one else has thought of this yet” is one I hear all the time. My
response is always, “How do you know?” I go on to ask them whether they
are making their product and its potential known widely. Of course they aren’t.
There could be one, two, or even hundreds of companies working on exactly
the same thing. I always assume that there is a competitor pursuing exactly the
same invention and innovation as I am. This is the biggest danger to very
early start-ups that don’t have the funding to lock in their patents or other
protections. If you think something should be protected with a patent, you
should file a provisional patent as soon as possible. Don’t wait for major
funding, or you could lose the advantage completely.

The “advantage of being first to market” is similar to “no one else has
thought of it.” How do you know that a competitor will not come out with a
competing product tomorrow? Making any other assumption causes you to
lower your paranoia about balancing the three time periods. You need to pre-
pare to be second to market and still win.

The absolutely biggest fairy tale of all, especially when the three time peri-
ods mentioned previously are ignored, is the “if we build, buyers will come”
fairy tale. I had a venture capitalist (VC) call me last month who had invested
part of $40 million over five years into a start-up to build a new technology.
The VC called me to ask what markets the technology could be used in. I
muted the phone so I wouldn’t laugh in his ear. The start-up and all the
investors had completely ignored the three time periods. Don’t get me wrong;
they had built an amazing technology. But, during the five-year development
period, all of their target markets had either moved on to different technolo-
gies or had commoditized. This is a problem that occurs when you confuse
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invention with innovation. The start-up had a phenomenal invention. The
problem was it was not innovative enough to the target consumer to create a
disruption in the market and to garner a high transformative value. You
should never, ever confuse inventive with innovative. You should assume that
you are wrong about how innovative your product will be and get to market
as fast as a balance of the three time periods will allow in order to evolve the
product into a true disruption.

“First to market” means very little unless you are balancing the three time
periods and avoiding the four fairy tales. When evaluating the value of an
invention, you should focus on whether the company is balancing correctly
and whether they are trying to write a new fairy tale.

BoB SHouLb CONSIDER
e Are we balancing the build, dominate, and displacement time periods?

® Are we making fairy tale assumptions about the uniqueness of our
product, our ability to be first, and our ability to dominate the market?

® Should we be building toward a “good enough” product that will allow
us to reach market quickly and then adjust that product with incremen-
tal innovations?

e Are we prepared to be the second to market?

® Are we confusing inventive with innovative?

Relationships and Partners

A lot of start-up companies try to create relationships with the big suppliers
and manufacturers. They also try to partner with the most likely companies
that can help them penetrate into the product’s target market. Such start-ups
are viewing the big suppliers and manufacturers as contributors to the valu-
ation of the invention.

Although the relationships and partnerships are critical, they should only
be assumed to have a unique, difficult-to-replicate value if the relationship
or partnership is based on a transformative value chain that benefits the part-
ner to a degree that cannot be trumped by potential competition.

When examining the value of an invention relative to relationships and
partnerships, the key things to consider are the following:
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e Shared intellectual property: Does the partner have a vested interest
in the invention, and is that interest exclusively controlled?

e Commoditization: Is the partner supplying a commoditized compo-
nent or service?

e Alternatives: Are there alternative partners with alternative products
that will deliver a similar transformative value to the consumer?

When evaluating an invention, I rarely include partnerships and relation-
ships unless they are exclusive, have a defined time frame, and are extremely
difficult to replicate.

BoB SHouLD CONSIDER

® Have we examined our relationships and partners from the point of
view of a transformative value chain?

® How can we make our relationships more exclusive to protect our bal-
ance of the three time periods?

® Are we discounting the ability of our potential competitors to utilize
alternative products in their transformative value chains?

Endurance

All technologies are fleeting—or at least they will become accepted and lose
that inventive luster. I have grown older with the computer age, and yet I am
still amazed by some of the very fundamental technologies that are the foun-
dations of all modern electronics. These technologies have become so com-
monplace that most people accept them as having “always existed.” Or they
have been completely displaced by newer technologies. So, the endurance of
an invention is critical to understanding its value.

One of my kids, the 15-year-old, was discussing her typing speed at din-
ner the other night. I described how frustrating some of the old typewriters
were. The 10-year-old asked, “What’s a typewriter?” And then the 18-year-
old chimed in with, “How did you correct mistakes?” I had not realized that
my kids younger than 18 had never seen our electronic typewriter in the stor-
age room. [ hadn’t used it in at least 10 years myself. But, how could a device
that at one time was a fundamental component of every office vanish so
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completely? The stand-alone typewriter simply did not have the transformative
value to endure beyond the coming of modern word processing and the PC.
The primary way to determine the endurance of an invention is to catego-
rize it, as we did in Chapter 1, as being either foundational, functional, or
product. Unless fully protected by patents or some other mechanism, the
endurance of an invention will be lower for a product invention than for a
functional invention and lower for a functional invention than for a founda-
tional invention. Products make use of many foundational and functional
inventions. Therefore, it is easier to create a competitive, noninfringing prod-
uct invention than it is to discover a different foundational invention.
Endurance must be balanced with time-to-market considerations to deter-
mine the value of an invention. If the invention’s uniqueness will not endure
long enough for the product to become dominant in the market, then the
invention may have a limited value against its competitive inventions.

BoB SHouLD CONSIDER
e Are our inventions foundational, functional, or product?

® Are there ways for us to increase the endurance of our inventions by
locking down control of the foundational and functional precursor
inventions?

e Are our patents broad enough to protect our product inventions from
competitive, potentially noninfringing alternatives?

e Are we placing all of our emphasis on delivering the best product and
ignoring the ebbing endurance of our inventions?

Valuing Innovations

Since a great deal of this book has revolved around the concept of a prod-
uct’s transformative value, [ am sure you know what I am going to say next.
The value of an innovation is based on the stability of and the ability to pro-
tect the transformative value of the product. Just because an innovation is
doing well in the market does not imply that the product has not already
begun to lose its transformative value.

When valuing an innovation, it is critical to determine where the company,
market, and product currently stand within the innovation and business life
cycles we have discussed. Highly successful products have had their markets
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collapse very rapidly because of a history of negative incremental invention,
gradual decreases in the transformative value, and the sudden introduction of
a disruptive innovation. You should not only examine your own position
within the life cycles but also examine the position of your competitors.

You should never value an innovation based just on current sales versus
competitors in the market. Your competitors may have a smaller share of the
market and yet be in a much better position to compete and become domi-
nant within the market.

Bos SHouLD CONSIDER
e Where are we in the innovation life cycle?
e Where are we in the other business life cycles?
e Where are our competitors within the life cycles?

e Are our competitors in a better position within the life cycles than
we are?

Multiple Markets

The nice thing about looking at the value of a product from the point of view
of its current transformative value is that the transformative value is often an
accumulation of multiple factors that impact the consumer’s lifestyle. Each of
these factors, such as time savings, money savings, and convenience, can be
isolated and used to determine whether the innovation’s underlying product
could be retargeted into alternative markets. For instance, a product that
delivers time savings and money savings in one market may also, with minor
feature modifications, deliver time savings in a completely different market.

When valuing innovations, I am a firm believer in the “Don’t put all your
eggs in one basket” motto. In this case, “Don’t put all the innovation’s value
in one market” is more to the point. For many of the reasons we discussed
earlier, such as time to market and fairy tales, it is critical to determine
whether an innovation has multiple markets that could be attacked either
immediately or in the event of a disruption in the existing market.

I consider the “multiple markets” value to be the most critical for any inno-
vation valuation. If the company has innovated themselves into a niche mar-
ket, even if that niche is large and very profitable, will the company be able
to innovate its way into a different niche or a completely different market?
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BoB SHouLD CONSIDER
Have we broken down the transformative value of our innovation?
How does our innovation impact the lifestyle of our consumers?

Are there any alternative markets that these lifestyle impacts could be
retargeted at?

Can we innovate our way into a new niche or alternative market?
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Bringing Innovations to
Market

and every day. Many, almost all, of these ideas will never reach a viable
market. In this chapter, we will discuss many of the challenges faced by
entrepreneurs and start-ups in bringing their ideas to market. For instance,
convincing investors that you have the “right stuff” can be extremely chal-
lenging. We will also discuss why creating a disruptive innovation is not
always a good idea and how to come to market in a “stealth” disruption mode.

There are probably thousands of great new product ideas thought of each

Fifteen Seconds to Success

I am sure that virtually all of us have dreamed about having our “15 minutes
of fame” as originally opined by Andy Warhol. Sometimes fame is thrust
upon people through no action of their own. Sometimes it is the result of a
well-defined plan. And sometimes the 15 minutes of fame is the worst 15
minutes of their lives.

When it comes to articulating your invention or innovation to a potential
investor, you need to have such an absolute certainty in your initiative that
you never waste a single breath. You must know at least the foundational
answers to many areas. And if you have to stop to consider how to reply to
a question that you should have already considered, you could easily lose any
further opportunity with that investor.

Instead of 15 minutes, I believe firmly in a “15 seconds to success” approach.
For instance, look at your watch or open your computer clock, and then read
the first paragraph in this section. For me, this paragraph takes exactly 15 sec-
onds to read in a clear, well-metered voice—not rushed and not stammering
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to get my place and gather my thoughts. It’s 15 seconds of clean delivery,
with four sentences that cover a lot of territory including introducing the pos-
sibility of 15 minutes of fame, instilling curiosity about those “thrust upon,”
mentioning a plan that we all probably want to hear about and follow, and
finally the instilling of fear of it all going wrong and a desire to avoid the
possibly horrible outcomes.

Being able to articulate in 15 seconds why someone should give you more
than the time of day is critical. I know that many of you are thinking “Sure,
15 seconds, never gonna use it.” Well, until you discover how valuable mas-
tering that 15-second delivery is, I agree, you will never use it.

I have used my 15-second “elevator speeches” many times. [ have actually
bumped into a friend on an elevator, who introduced me to someone I wanted
to talk to more at a later time. I had only 15 seconds to convince this new
acquaintance that we should meet . .. bang!. .. 15 seconds of delivery. I have
crossed a street and encountered someone that [ needed to talk to right in the
middle of the street. We were going different directions, but I wanted to fol-
low up with them later and . . . bang! . .. 15 seconds. I have grabbed a high-
level exec at a conference knowing the person was rushing out to catch a
plane. I didn’t want to delay them, but [ may never have had the opportunity
to talk with them again, so . .. bang! . . . 15 seconds. Once you master the
15-second delivery and see its value, you start using it all the time where pre-
viously you would never have even attempted a conversation.

But, the possibility exists that you will never use your 15-second speeches.
Even that doesn’t matter. The important thing is that you become an expert
at whatever invention or innovation you are selling to the investor. That’s
because, make no mistakes, you are selling, and they get very tired of being
sold to by people who don’t know what they are selling. They get phone calls,
e-mails, and letters by the thousands. They have to decide which to spend
some extra time on and which to throw away. Bang! . . . 15 seconds.

When people are scanning books on a shelf in a store or the library, they
are very quickly looking for interesting content for further consideration . . .
bang! . .. 15 seconds.

In this modern world of instantaneous communications, texting, digital
downloads, and all the other ways in which we are constantly bombarded by
information, we are making high-speed evaluations of what to discard, what
to consider now, and what to act upon later . . . bang! . .. 15 seconds. Our
entire business world now competes using a 15-second shot clock!

Preparing and understanding the other areas discussed in this chapter will
give you the foundations for your 15-second speech. Prepare it. Practice it.
Use it.
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BoB SHouLD CONSIDER

e Can we articulate our invention/innovation, market potential, and other
key aspects of our start-up in 15 seconds?

® How many opportunities to network with potential partners, funders, and
customers have we missed because of the lack of a 15-second speech?

e Telemarketers, salespeople in stores, and even door-to-door salespeople
all seem to operate on a 15-second sales pitch. Why are we any different?

e Can we take the 15-second speech and use it aggressively in social
media?

® Once we nail down the 15-second pitch, what next?

Time to Think Like a Banker?

Most people who create a start-up company are technologists, marketing
executives, or specialists of one form or fashion. Even if they categorize
themselves as businesspeople, they are specialists in a particular industry or
function or management style. Something makes them good at what they do
and caused them to identify a potential invention/innovation that they felt
strong enough about to create a company to develop and sell it. I deal a lot
with technologists in the computer, telecom, or personal device markets who
are running or want to run a start-up.

Unfortunately, for us technologists and specialists, we have a tendency to
try to sell the “coolness” of what we have invented. We tend to look at the
people we meet, potential investors and advisors, as our peers. We are so
excited about our invention that we try to convince them to be excited by
explaining all the coolness of our invention. That approach works well when
you really are talking to a peer. But, in most cases, venture capitalists, angel
investors, and corporate investors are not our peers. They are bankers. And
we want their money. And they want to make more money. Money is the
key—not cool (at least most of the time).

If you walked in to your local branch bank and sat down with a loan offi-
cer to get a car loan, would you start talking about how cool the car is in
order to convince them to give you the money? Unless the banker is your
brother, you are not going to get the loan.

Or would you try to convince the banker that their money would be well
spent on a car worth more than the loan, that the car will remain insured at
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all times, and that you are capable of repaying the loan with interest? Now
you are thinking like a banker.

When it comes to funding a start-up, you have to convince the investor
that you actually need the money. Unless it is the best, most highly sought
after investment opportunity on the planet, the investor is very gun shy about
giving you money for the product that you then use to go buy that cool new
car we talked about.

You need a 15-second speech that covers how much you need and why.

For instance, you need something like this: “We have developed a new
method of distributing audio content directly into MP3 players without a
physical connection. We need $2 million for the first round for nine months
to finish the prototype, finish market trials with key consumer product man-
ufacturers, lock down our intellectual property, and hire staff. This is a poten-
tial $2 billion market.”

Once again, the previous paragraph is a 15-second delivery for me. It cov-
ers the invention (new method of distributing audio content into MP3 play-
ers), innovation (no physical connection), money requirements ($2 million),
time frame to market (nine months), investment round (first), road map (pro-
totype, trials, manufacturing, patents, staff), reference to unique intellectual
property, and market potential ($2 billion).

Once you have delivered this 15-second sales pitch, you have given the
investor a great deal of information so that they can decide what to do next
such as one of the following:

e The investor could pass on your company because it is in a market
that they don’t invest in.

e The investor could pass on your company because they already have
an investment in a competing technology space.

e The investor could pass because they don’t do first-round investments.

e The investor could pass because their fund only covers up to
$1 million.

e The investor could offer to create a syndicate to come up with the
entire $2 million.

e The investor could identify the specialists needed for an investigation
and could set up a follow-up meeting that includes the correct market
specialists.

The list goes on and on about possible actions the investor could take. The
point is that within a very short time you have set the groundwork for fur-
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ther discussions. On the first contact, the investor will almost never ask for
more details. The investor will save the details for the next meeting. And if
the investor does ask for more details, the outline of the conversation has
already been defined by you in your 15-second speech. You can offer to drill
down deeper and in the process maintain a clean, clear flow of information
to optimize the discussion with the investor. And the nice thing about the 15-
second pitch is that it gives you plenty of room to adjust depending on how
the potential investor responds. If the investor says they don’t do first rounds,
ask whether they can recommend a first-round investor for you to meet with.
Every salesperson will tell you, never leave a meeting without gaining some-
thing such as a follow-up meeting, a referral, a recommendation, or just an
offer to have a drink sometime.

Believe me, I love cool new technology. I love talking about it, reading
about it, learning about it, and explaining it. But, I never do it with an
investor on the first contact unless they ask for the coolness. I save it for later
discussions. Then it will be a well-placed passion with a firm foundation in
my 15-second speech.

BoB SHouLD CoNSIDER
® Do we have the right executive on board who can present our company
“like a banker" would expect?

e Are we trying to sell our “cool” invention to investors rather than trying
to explain how they can make money?

e What is our 15-second financial speech?
® Have we practiced how we will respond to every reply the potential
investor gives us? Even if we are not salespeople, we need to manage

the meeting like we are salespeople and walk away with something
valuable.

® How can we utilize a board of advisors to shift us from selling “cool” to
potential investors into selling the potential for making money?

Presentation of Valuation

In Chapter 14, “Valuing Innovations,” we talked about how to value an
invention or innovation. Once you have accumulated the information needed
to balance the three time periods, determined how to protect your invention,
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determined how to make your innovation endure against competition, and
maximized the value of your relationships and partners, you must compress
all that information into a 60-second speech.

Yes, I am still hung up on timing. I consult with a lot of start-ups. Many
of them have spent the bulk of the last six months of their lives producing a
100-page business plan that they expect everyone to be anxious to read.
Unfortunately, I don’t have time to read all the 100-page business plans that
come across my desk. I must be able to determine whether there is a real
potential for that start-up in less than a minute or two. Otherwise, I will most
likely never return to it.

Don’t get me wrong—you will eventually need that business plan. But, it is
a long way down the potential investor’s road of activities. You have to first
make it through one stage at a time before the business plan is anything more
than a paperweight. We will discuss the investor meeting process shortly. I
have driven start-ups completely through funding without ever producing a
100-page business plan.

BoB SHouLD CoNSIDER

e Are we losing our time to market advantage by focusing on producing a
business plan when we really need to focus on understanding how to
value our invention/innovation?

® |f we don't send a potential investor a business plan, what do we send
them? The executive summary?

® How can we translate the 60-second speech into a clean sales pitch on
paper?

One-Pager

After you have compressed all the wonderful valuation information you have
gathered in Chapter 14 and the elevator speeches from the first part of this
chapter, you will have a clear and concise summary that covers categories
such as these:

e Investment stage, such as seed, first round, second round, and so on

e [nvestment amount
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e Partners, relationships, advisors, and key staff
¢ Product road map

e Intellectual property

e Invention/innovation

e Market segment

e Market differentiators

e Competitors

e Risks and opportunities

In the start-up investment world, all of this information has to be com-
pressed to a single page, called a one-pager. It really isn't as hard as it
sounds. If you can talk about it all in the 60-second speech, then you may
actually find it hard to fill up one page.

If you can’t summarize it in a clear, concise manner, then the probability
of you ever getting funding is extremely small. Look at it this way: When you
browse through books to find one on a topic you are interested in, you prob-
ably look at three things: the back cover, the jacket overleaf, and the table of
contents. Hmmm . . . the entire book is selling itself to you in the equivalent
of what constitutes basically one page.

I prefer a one-pager that is bulleted rather than free-form. I think it is eas-
ier to absorb quickly. In addition, if you are having trouble fitting it all on
one page, then shifting from free-form to bullets often solves the space issue.

Don’t forget that you will need to allocate space on the one-pager for how
the investor should contact you for following up. The one-pager must stand
alone. Visualize walking around a neighborhood putting a flyer on hundreds
of doors. The flyer has to include absolutely everything you want to say to
convince the potential customer to call you.

BoB SHouLD CONSIDER
What should our one-pager look like?

® Do we reveal any “secret sauce” in the one-pager?

If we can't fit everything on a one pager, what do we leave off?

® How can we test a one-pager before sending it to a potential investor?
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Meeting with Investors

I have met with many investors about one start-up company or another. In
all cases, the sequence of communications between the start-up and the
potential investor flowed something like this:

1. Either I made direct contact or a member of my network made direct
contact with the VC or angel. The initial contact included forwarding
the one-pager for the start-up.

2. Investors who were not interested immediately declined to get involved.
In many cases, this was because of a conflict with an investment they
already had in place. But there are other reasons that can be negoti-
ated away such as needing a stronger management team.

3. There was a phone call to discuss product, market, competitors, fund-
ing, and other topics to validate the VC’s understanding of the one-
pager and to set up a time for a face-to-face meeting.

4. There was a face-to-face meeting to expand details with multiple rep-
resentatives of the VC. In every case, the VCs showed up with a
marked-up version of the one-pager. It was the foundation for our
continued discussions.

5. There were follow-up calls and e-mails to establish understanding and
interest.

6. The VC began due diligence.

7. The business plan, term sheet, investor deck, and so on, are now needed.

Notice where the one-pager and other information I described earlier are?
Step 1! Notice where the business plan is? Step 7! In between steps 1 and 7,
the investor expects you to be able to prove to them that they should remain
involved. Otherwise, they don’t have the time. And they almost never want
to see a business plan until late in the funding process.

BoB SHouLD CONSIDER

® How should we manage investors who are interested but are not willing
to move ahead without other investors?
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e As we work with potential investors and respond to follow-up questions,
should we adjust the one-pager?

e Since the process of working with potential investors can take three to
six months, can't we wait to prepare the business plan until after we
have started getting initial meetings with investors?

Stealth Disruption

As we discussed in Chapter 14, you will often have to decide between bringing
the absolute best product to market and getting a less-capable product to mar-
ket within a time frame that minimizes risks. In reality, bringing a less-powerful
or less-feature-rich product to market can often work to your advantage.

One of the problems with creating a disruptive innovation is that you can
kick the innovation life cycles of all your competitors into high gear so that
they can follow your disruption. Unless you are the dominant competitor or
clearly control intellectual property that protects you, your innovation can
quickly be overtaken by more powerful and richer competitors.

By coming to market with less bang, you can avoid creating a market
stampede while giving your own product time to evolve into the dominant
product even as it garners more and more market share. Although the excite-
ment and fanfare of delivering a product as disruptive as the Apple iPhone
or the Nintendo Wii is wonderful, the probability of controlling such a dis-
ruption is extremely small.

I am always hesitant to risk it all on a single, highly disruptive innovation.
I prefer to enter the market quicker with less fanfare, gauge consumer reac-
tion, adjust the product as needed to drive up transformative value, and then
deliver incremental innovations that create a stealth disruption. At some point
everyone will realize that the old market is dead, a disruption has occurred, and
the consumer’s transformative value has completely shifted to a new product.
By then, my innovation will be dominant in the new market, and the compet-
itive risks we have discussed throughout this book have been largely avoided.

BoB SHouLD CONSIDER

e Can we take our product to market sooner and safer by following a pol-

icy of stealth disruption?
continues
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® Should we examine the activities of our competitors to see whether
they are following a policy of stealth disruption?

e What functionality or features would we leave out of our product and
still come to market with a competitive product?



PART V
Seeing It Work
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Innovation Use Cases

still exists that your conclusions are based on inaccurate or incom-
plete assumptions. Applying your plan and conclusions to the real
world is the only way to determine the actual risk and reward.

No matter how exhaustively you analyze historical data, the possibility

Use Cases, Not Case Studies

Virtually all books on innovation focus on studying the past. They do this by
performing a thorough review of different companies and products and then
by correlating the results into trends and summations.

Although there have been references to some companies within this book,
there has been no usage of case studies. This book by its very title, Innovate
the Future, is directed at creating innovation, not at focusing on past inno-
vation failures.

These use cases will demonstrate how the material in the book can be used
and applied to a diversity of market and products.

The use cases will examine the following topic areas:

e “Use Case 1: Identifying Your Customer”
e “Use Case 2: Targeting Transformative Value”
e “Use Case 3: Limitations on Transformative Value”

e “Use Case 4: Maximizing Lifestyle Integration”
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Use Case 1: Identifying Your Customer

It would seem obvious that companies would know who their customers are.
But, surprisingly, this is not always the case. Most companies do not consider
channel partners, distributors, or even investors as customers. Yet, each of
these has a transformative value for a company’s product, and each of these
transformative values must be maximized in order to maximize the potential
of companies and their products.

This use case will describe how utilizing the transformative value chain
can assist you in identifying your customers and creating mechanisms to
maximize the transformative value of the product to each of the participants
in that transformative value chain.

Pharmaceutical Industry Products

When you think about who the customer of a particular drug is, you proba-
bly immediately think of the patient. Therefore, you would immediately try
to maximize the value of the drug to that consumer and to create marketing
materials that specifically target that consumer.

Depending on the cost of the drug and the ways in which the drug is deliv-
ered to the patient (pill, liquid, IV, implant, pump, and so on), there can be
many participants in the drug’s transformative value chain. A low-cost, over-
the-counter, commoditized drug like acetaminophen probably has the fewest
customers between manufacturing and consumption. Even in these cases,
however, the manufacturer has to “sell” the drug to distributors and buyers
from the retail outlets and drug stores. These “customers” will maximize the
transformative value of even a commoditized drug by buying from the man-
ufacturer that is the lowest priced, most reliable, and easiest to work with.

Expensive Drugs with Complex Delivery Systems

When we look at more expensive drugs with complicated delivery systems,
such as implants or external pumps, the transformative value chain expands
greatly. Consider the case of a drug, manufactured by the fictional company
Z-Drugs, that we will call Miracle. It costs more than $50,000 per year and
requires an external pump to deliver the drug in metered doses to targeted
areas within the body through an implanted delivery tube. The drug, once
delivered, is extremely effective at relieving the patient’s symptoms. But, as
we shall see, even if we eliminate the distributors, wholesalers, and retail out-
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lets as customers, the transformative value chain for Miracle has at least
seven customers within the chain.

There are many roadblocks to delivering a drug like Miracle to the market.
Although the benefactors of the drug, the patients, are readily identifiable, the
path to actually helping the patient with the drug is extremely complex. Some
of the roadblocks on this delivery path include the following:

e Decision making: Who makes the decision to proceed with installing
a pump through a potentially dangerous surgery?

e (Care giving: What is the lifestyle impact of the treatment on the
caregivers?

e Delivering: Who will prescribe and install the delivery system? Who
will provide the drug packets used within the delivery pumps?

e Cost: Who will bear the cost of the surgery and drug?

e Risks: Who will certify the drug as effective, the delivery mechanism
as safe, and the procedures as risk-free as possible?

When we examine these questions relative to the drug Miracle, we can
quickly see that there are at least seven customers, each of which has a
unique transformative value:

e Patient: The patient’s transformative value is their quality of life.

e (Caregiver: The caregiver’s transformative value is both the quality of
life for the loved one (patient) and the potential for simplifying the
caregiver’s workload by delivering a partial or full cure to the patient.

e Pharmacist: The pharmacist’s transformative value is related to the
complexity of packaging and delivering the drug to the patient/
caregiver. The more complex this task becomes, the more likely the
pharmacist is going to avoid selling the drug, especially if complexity
leads to increased risk.

e Physician: The physician’s transformative value is driven by income
from the surgical procedure and ongoing care for the patient.

e Device manufacturer: The pump manufacturer’s transformative value
is driven by the volume of sales created by the drug delivery system.

e Payer: The payer’s (insurer or government body) transformative value
is driven by a balancing act with perceived value to the patient and
cost of alternative, albeit potentially less effective, treatments.
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e Certifier: The certifier’s (such as the U.S. Food and Drug Administra-
tion) transformative value is driven by a balancing act of risk/cost of
not deploying the treatment against the risk/cost of deploying the
treatment.

Simplifying the Product Delivery Chain

It is common for a pharmaceutical company like Z-Drugs to purchase exter-
nal pumps from a third-party manufacturer. These pump manufacturers will
implement any requested software changes in a new version of the pump for
the specific drug delivery system defined by Z-Drugs. This relationship can
place the pump manufacturer in control of the Z-Drugs product delivery
chain, especially if the volume of pumps purchased by Z-Drugs is a relatively
small percentage of the pump manufacturer’s annual sales.

Most external pumps have a communication port on them that allows the
pump to be connected to a computer. Pumps also may have diagnostic soft-
ware that can be used to query the patient on how their symptoms are
responding before administering the next dose of the drug.

Once the pump is connected to a computer, the information can be pulled
from the pump. This information can include how many doses of the drug the
patient has received, how the patient has rated their “quality” of symptom
relief, and any other diagnostics that Z-Drugs has requested be included by
the pump manufacturer.

To eliminate the product delivery chain impacts from the pump manufac-
turer, Z-Drugs can add another partner to the product delivery chain. By
building a small device that can be attached externally to the pump, the soft-
ware components of the Miracle drug delivery system can become independ-
ent of the pump. Since this external device is dedicated to the Miracle drug
delivery system, this new partner should have a high transformative value to
deliver the software requirements quicker than the pump manufacturer. This
additional device, let’s call it the Linker, is also the foundation for increasing
the value of Miracle to all the participants in the transformative value chain.

Maximizing Transformative Value Throughout the
Transformative Value Chain

As we discussed earlier, there are at least seven potential “customers” in the
delivery path of the Miracle drug. The Z-Drugs company needs to develop the
product to maximize the transformative value of Miracle to all of these “cus-
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tomers.” One method of doing this is by maximizing the power of the Linker
device we attach to the pump to simplify the product delivery chain.

The Linker provides the connection of information and control between
the pump and the seven “customers.” This information can be used in many
ways to maximize individual transformative values:

e Patient: The Linker defines how often the patient receives Miracle and
also how often the patient can request additional doses. The transfor-
mative value of the patient translates directly into quality of life.

e (Caregiver: The information provided by Linker can be automatically
distributed to the caregiver each time the Linker is attached to the
patient’s computer. This information will provide the caregiver with
an understanding of the patient’s true quality of life impact from
Miracle and will increase the caregiver’s comfort level concerning
their loved one’s overall well being.

e Pharmacist: Utilizing information from the Linker, the pharmacist can
determine how the drug is being used and how effective it seems. The
pharmacist, who is tracking all drugs taken by the patient, can deter-
mine whether there are potential side effects occurring based on
patient responses to questions asked by the Linker of the patient. The
pharmacist can also determine whether the drug package is being
used wrong, the pump is not performing correctly, and a wide range
of other diagnostic features that could be included with the Linker.
These will simplify the pharmacist’s tasks and reduce risks. Services
by the pharmacist can also increase the pharmacist’s revenues.

e Physician: The physician, while wanting the best for the patient, actu-
ally stands to lose revenues if Miracle is successful. The patient will
no longer require as much in-office attention once Miracle starts to
work. The Linker data allows the physician to remain an integrated,
dynamic decision maker within the Miracle delivery system. The
physician can utilize the information from the Linker to perform
monthly consultations/reviews of the patient’s condition without
requiring office time. The doctor can then respond by adjusting the
dosage levels with the pharmacist and/or requesting the patient to
come into the office for a more detailed follow-up. These ongoing
consultations create a continuous revenue stream for the physician.

e Device manufacturer: The implementation of the Linker device will
provide feedback to the Linker manufacturer on potential new features
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that could be added to improve the patient’s experience as well as the
other members of the transformative value chain. These improvements
increase the ongoing revenues of the Linker manufacturer.

Payer: Z-Drugs can use the information from all the deployed Linkers
to show the payer the cost differential between treatment with Miracle
and treatment without. Assuming that Miracle reduces other expenses
related to drugs and quality-of-life issues, the payer can see reduced
costs with simpler justification.

Certifier: Z-Drugs can use the information derived from the Linker to
simplify new submittals to the certifying bodies and accelerate the
time to market of new innovations. The certifier can better recognize
the improvements in the quality of life of the patients and the real
value of the Miracle drug system versus other drug and treatment
options.

Benefits to Z-Drugs

Implementing a change in the product delivery chain by including a manu-
facturing partner to create the Linker has allowed Z-Drugs to benefit in many
ways. These go far beyond simplifying the relationship with the external
pump manufacturer and include the following:

e Control of costs: Creating the Linker commoditizes the pump and

allows Z-Drugs to buy pumps off the shelf.

Control of features: The Linker places Z-Drugs in complete control of
all features deployed with the drug delivery system Miracle.

Time to market: Z-Drugs, through the Linker, has eliminated external
partners in the product delivery chain that could negatively impact
time to market. If the current Linker manufacturer does not deliver on
time, Z-Drugs has the option of shifting manufacturing, in whole or
in part, to other partners.

Defensible intellectual property: The Linker itself is a potentially
patentable device. In addition, many of the features within the Linker,
the integration portals for each of the customers, and the processes
developed to deliver Linker data to the various customers may all be
patentable.
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Use Case 1 Innovation Take-Aways

In this use case, we applied the following key concepts from the book:

e Review the product delivery chain for ways to simplify.
e Jsolate all of the customers in the transformative value chain.

e Determine what the factors are that can impact the transformative
value of each customer in the transformative value chain.

e Innovate new ways to increase the transformative value for each
customer within the transformative value chain.

Use Case 2: Targeting Transformative Value

Throughout this book I have emphasized the critical nature of three factors
when it comes to delivering a truly innovative product:

e Target a specific consumer.
e Maximize the lifestyle impact of your product.

e Understand and maximize the transformative value of your product.

No company I have looked at has taken these factors more seriously than
LiveComplete. In fact, as we shall see, LiveComplete (www.livecomplete.com)
has maximized the usage of these factors almost to perfection.

What Is LiveComplete?

There is a great deal of activity right now in the social networking world. And
the biggest activity revolves around how you make money off of the network.
The problem is that the concept of making revenue off ad placement has
become tiring to many participants within social networks. Once the ads start
appearing, many members move to an alternative social network, and the
traffic on the social network declines.

LiveComplete has taken a different approach. LiveComplete is an intelligent
marketplace and meeting place for living a healthy lifestyle. It has created a
customization engine and a social media platform that is targeted at healthy
lifestyle-conscious consumers. This can include virtually any consumer, from
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the soccer mom to the triathlete, who has a desire to improve or maintain
their health and wellness. We all know how challenging exercising and eat-
ing right can be. Finding like-minded individuals who can boost your moral,
offer guidance and advice, or even participate with us can go a long way
toward helping us succeed at our health and wellness goals.

But offering just a social media platform dedicated to the health-conscious
would not solve the revenue problem. As we will see, LiveComplete has addressed
that problem.

Targeting Consumers

Social networks like Facebook or Twitter are normally directed at the masses.
All consumers can participate, and any revenue targeting is based mostly on
what the consumers read or say in their social interactions. For instance, if
someone posted a comment about how they love Stephen King’s latest book,
suddenly they might start seeing ads related to Stephen King. They would
also start getting targeted at other social network members who mention
Stephen King. This is an extremely superficial way of targeting consumers.
But, this is all that most social networking sites have to go on.

LiveComplete has taken it much, much deeper. Consumers have demon-
strated that they are willing to spend regularly on products and services that
help them reach their health and wellness goals. The problem arises when the
consumer tries to locate a product to meet a specific need or even to identify
the need. For instance, if I am a runner, how do I limit thigh cramps? If [ am
after endurance, what supplements will help me maintain my energy levels?
As a novice runner, how would I even know that there are effective ways,
through services and products, to maximize my running experience?

Rather than taking a superficial approach to understanding the consumer,
LiveComplete allows the consumer to define who they are from a health and
wellness perspective. For instance, I can define that I am a runner and a busi-
ness executive. I can define any number of lifestyles that I lead.

LiveComplete then goes deeper through a patent-pending algorithm and
determines how my lifestyle activities are impacting my overall health and
wellness. Based on my lifestyle and activity selections, LiveComplete will
offer me relevant product, service, and content selections that correlate to my
everyday wellness needs and preferences.

LiveComplete understands each individual consumer’s needs and how to
target products through the following:

e (Consumer selection of their wellness, lifestyle, and fitness needs and
preferences
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e Analyzing consumer needs based on detailed input from subject mat-
ter experts

e Targeting relevant products, services, and expert content to those
needs and issues

So, how different is LiveComplete’s consumer targeting approach? Let’s
look at the differences in how consumers find specific products and how
products are marketed to those consumers:

e Consumer hunts for a product with a poor understanding of the
need: In this case, the consumer is often unsure of what they need or
want, and they have a very hard time completing the purchase. Skin-
care products are a great example. If I want to buy the right product, I
often have to know whether I have oily, regular, or dry skin. Frankly,
I have no idea what kind of skin I have.

e Superficial targeting: In this case, the consumer may have no need at
all, and the ad is a complete nuisance. Worse, the consumer may click
the ad, costing the advertiser revenue dollars even though the consumer
never completes a purchase. Potentially thousands of impressions of
the same ad get displayed to garnish a few clicks. And of these clicks,
only a very small percent will turn into a sale for the advertiser.

e Consumer understands their issue but not the product needed: I
experienced this recently. The door on our dishwasher fell open and
slammed into the floor. Obviously, a spring or something had broken.
I went to a parts-supply website and drilled down into the parts list of
my dishwasher and eventually ordered a spring. I was unsure if I had
purchased the right spring or even if | had determined the right prob-
lem/need until the spring showed up a week later.

e Consumer is shown their potential need and shown meaningful
products, services, content, and connectivity: By understanding the
consumer’s activities, demographics, and other key information, prod-
ucts can be targeted optimally to the consumer.

Bos SHouLb CONSIDER
e What can we do to maximize our ability to target the consumer?
e Are we taking a "superficial approach” to targeting consumers?

e Can we orient our product offerings on a consumer-by-consumer basis?
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Maximizing Lifestyle Impact

When I go on a business trip, there is little I can do to actively fix my dish-
washer. But, when it comes to my health and wellness activities, this is not
true. I can still run, exercise in the hotel gym, or even get together with some-
one locally for a game of racquetball. But, without LiveComplete’s customized
recommendations and social networking capabilities, I would have to already
know someone local to my business trip destination.

LiveComplete lets me sync up with people with similar lifestyles and activ-
ities to me. The potential for impacting my lifestyle skyrockets. I can plan to
get together with a LiveComplete networking buddy for an hour of swimming
at the hotel. Not only will I make a new friend, but we will both be doing
what we enjoy.

Additionally, let’s assume that I am in a triathlete training program when
I suddenly need to travel for three weeks. Unfortunately, my coach can’t come
with me. LiveComplete will help me identify coaches who specialize in my
type of training throughout my travels. I don’t have to put my healthy
lifestyle on hold while taking care of my business lifestyle requirements.

The staying power of any brand and the up-sell capabilities are based
largely on the stickiness of the brand’s product. This stickiness is a factor of
how deeply the product penetrates our lifestyles. The deeper the penetration,
the greater the stickiness. LiveComplete separates the stickiness from the
actual product. And then LiveComplete recombines them.

How does LiveComplete accomplish this remarkable separation and yet
connection at the same time? It does so by understanding the lifestyles, activ-
ities, and needs of the consumer and applying that knowledge independently
to both social networking and relevant offerings. But, LiveComplete then
combines the powers of social networking with product selection. Let’s break
it down:

e LiveComplete understands my needs and issues based on lifestyles and
activities.

e LiveComplete allows me to create in minutes a social network with
people with similar lifestyles and activities. Highly targeted network-
ing: very sticky!

e My LiveComplete social network actively supports my health and

wellness activities. Direct integration into my lifestyles: very sticky!

e LiveComplete offers me products, services, and content that are tar-
geted directly based on my needs and issues. Highly targeted offerings
for me: very sticky!
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e If I have a question about a particular product or a wellness issue, I
can see on the LiveComplete website other people who have the same
issues and needs and who have purchased this specific product. I can
directly ask these fellow social networkers their opinions. If they are
online, I could even do it in real time. This creates the potential for a
very high sales completion rate and increased customer satisfaction:
very sticky!

Bos SHouLD CONSIDER
® How can we expand the lifestyle penetration of our products?
® How sticky are our products?

® How can we increase the stickiness of our products?

Maximize Transformative Value

As we have seen in the innovation life cycle, it becomes increasingly difficult
to maintain a positive transformative value for a product. Eventually, the
product enters the negative areas of the life cycle, and through negative and
destructive inventions, the transformative value begins to fall and leads to
eventual product commoditization.

LiveComplete has taken a unique approach by maximizing lifestyle inte-
gration and dynamically adjusting its targeted offering to maximize the
transformative value on a per-consumer basis. For instance, if I decide to
change my running activities in some way, LiveComplete will automatically
adjust my recommendations to maximize my success in my modified
activities.

Throughout this book, I have tried to emphasize the need to constantly
monitor the lifestyles of your consumers and the transformative value of your
product so that you can detect any changes that may be occurring because of
new market innovations. LiveComplete has implemented their smart technol-
ogy so that it adapts to the health and wellness lifestyles of their consumers.
This allows LiveComplete to completely adjust its offerings in real time so
that the transformative value of the offerings is always maximized. I can not
currently visualize a competitive model that can displace a properly deployed
LiveComplete offering.
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e Are we effectively monitoring the changes in our consumer's lifestyles?
Can we adjust our understanding in real time?

® |s there a way for us to dynamically adjust the transformative value of
our product offerings?

Use Case 2 Innovation Take-Aways

In this use case, we applied the following key concepts from the book:
e Maintain a foundational “good enough” product that can be modified
to attack separate niche markets.

e Develop a product offering that maximizes the transformative value
for each individual consumer group.

e Monitor each consumer group to detect shifts within the group, and
adjust the product offering to maintain transformative value.

e Drive products into the consumer’s lifestyle to maintain maximum
stickiness and to ward off competition.

Use Case 3: Limitations on Transformative
Value

I thought that one use case should focus on a product group/industry that has
a virtually impossible mission when it comes to new product innovation. One
such industry is the soft drink industry, which includes all clear and dark
sodas and colas.

From the perspective of product innovation, here are the key factors that
I find interesting about the soft drink industry:

e The products are very simple, consisting of basically water and a few
ingredients.
e Product innovation is almost impossible.

e The brand name is a major part of a product’s transformative value
and limits almost all innovation opportunities.

e Convenience drives brand loyalty.
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Product Innovation

Producing a bottle of soda appears to be far simpler than producing a glass
of milk. There are no animals to feed and care for, no complicated collection
systems, no purification processes like homogenization, and very few issues
with shelf life or refrigeration. Sodas can be produced from mostly local sup-
plies (water) in a single building, reducing the shipping costs and supply
chain issues. Excess inventory can be retained for long periods and delivered
to meet future sales demand. So, why does a gallon of name-brand soda cost
as much or more than a gallon of milk?

Part of the distinction between sodas and milk is that milk is a commod-
ity in the most absolute sense. When you think of drinking milk, you seldom
think about what dairy or type of cow the milk came from. Soda, although a
commodity, is highly linked to a particular manufacturer.

By virtually any measure, the soft drink industry is highly commoditized:

e The products of all major brand competitors consistently sell at more
or less the same price, except when one is placed on sale.

e Lesser-known brands, or private-label brands, consistently sell suc-
cessfully for much less than name brands.

e The addition of new features does not justify an increase in cost and
often damages the market share.

There have been multiple “cola wars” over the past several decades where
companies attempted to increase their soft drink market share. Surprisingly,
these wars had virtually nothing to do with enhancing the product. They were
marketing wars designed to shift a consumer’s brand loyalty through enhanced
product perception. But, many soft drink consumers don’t care whether a
majority of tasters preferred an alternative brand. These consumers are
extremely loyal to their chosen brand/taste. And since the prices are always
the same, why bother changing?

Many soft drink manufacturers have tried to innovate new enhancements of
their products. But, consumers segregate soft drinks based on only a few criteria:

e (Color, such as dark or clear
e Flavor, such as cola, lemon-lime, cherry, and so on

e Sugar or diet

e (affeine or no caffeine
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What is truly amazing about the consumer is that the consumer is rarely
willing to accept a major change in any of these categories when the result-
ing product still has the same manufacturer’s name. A dark-cola manufac-
turer will likely have little success creating a clear soda with the same name,
even if the taste is exactly the same. Consumers have likely already selected
a clear soda and have no incentive to change.

If the product itself doesn’t allow innovation, what is left? There are pri-
marily three transformative value factors that will affect a consumer’s will-
ingness to change soft drinks:

e (Cost
e Brand loyalty

e (Convenience

In some cases, brand loyalty will override all other considerations and
completely eliminate any shifts outside of a particular name brand manufac-
turer. If the preferred brand of dark cola is not conveniently available, then
the consumer will shift to a clear soda by the same manufacturer. When asked
why, the consumer will respond with, “I don’t like XYZ’s sodas.”

Cost, as we discussed, is almost never a factor since all name-brand sodas
are priced the same. In fact, in all situations of nonbulk sales, the price is
always the same for a bottle or a cup of soda regardless of whether it is a
name-brand soda and regardless of the type (dark/clear, sugar/no sugar, and
caffeine/no caffeine).

Bos SHouLD CONSIDER

® Does our product fall into a market with similar restrictions to the soft
drink market?

e |f we are unable to directly deliver new innovations to the product
itself, what other ways can we use to increase the transformative value
of our product?

® In a situation like the soft drink market, would a company be better
served by focusing all innovation efforts on increasing the convenience
factor and ignore attempts to change/expand the existing product line?

® What other commoditized markets could the "convenience” factor be
applied to?
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Convenience Drives Brand Loyalty

Convenience therefore is the one remaining factor that will have a huge
impact on customer brand loyalty. The soda brand carried by each major fast-
food company is the number-one and most critical factor in a soda manufac-
turer’s ability to innovate and drive new sales. I am not much of a soda
drinker, so I choose fast food based on the food quality and taste. I have
friends who choose the fast-food chain based on their ability to get their pre-
ferred brand of soda.

Surprisingly, the breadth of convenience also appears to drive bulk pur-
chases of sodas in supermarkets. Consumers could save significantly on their
soda budget by buying store brands of sodas. Yet, most people I have talked
to are unwilling to try, let alone drink regularly, anything other than their
regular brand. Once again, cost is not a major factor. Since most off-brand
sodas are not available in fast-food restaurants, it is very difficult for the
brands to penetrate and compete regardless of their quality and taste.

Convenience therefore appears to be the one lifestyle impact that drives
over time virtually all consumers’ soda selections. When the only factor that
can impact transformative value is one that has little or nothing to do with
product innovation, we can quickly see why new product offerings fail. There
is limited space for new soda types in fast-food restaurants regardless of the
manufacturer. Although many consumers may love a vanilla-flavored dark
soda, the inability to get one on a regular basis will dramatically impact pur-
chasing decisions and limit market penetration. In fact, the probability of any
new soda manufacturer garnering more than a small share of the market is
amazingly small unless one can overcome the convenience factor.

So, if we are loyal to our regular soda manufacturer, why do the large
manufacturers run all the ad campaigns? It is to back up the fast-food chain’s
decision to pick a particular brand of sodas for the chain’s restaurants.
Innovative advertising creates new convenience possibilities that have the
potential over time to shift brand loyalty.

BoB SHouLD CONSIDER

® |n the case of the soft drink market, convenience appears to be a factor
with a circular impact on consumer buying. Are there other factors that
have a similar impact on consumer buying and the venue of the
purchase?
continues
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® How can a new market entrant gain market penetration, that is, con-
venience, in a situation like the soft drink market?

® |f convenience has such a huge impact on bulk and follow-up sales,
would it be reasonable to offer drastically reduced prices to fast-food
chains in order to get market visibility and increase the convenience
impact?

Use Case 3 Innovation Take-Aways

In this use case, we applied the following key concepts from the book:

e Attempting to increase the transformative value of a highly commodi-
tized product is extremely difficult if not impossible.

e The transformative value of a commoditized product is still defined
primarily by lifestyle impact. Adjusting this lifestyle impact, rather
than adding new features, is often the only way to shift transforma-
tive value between competitors.

e Companies should utilize their intellectual property (supply chain,
manufacturing, and distribution) to penetrate alternative markets with
similar products.

Use Case 4: Maximizing Lifestyle Integration

Lifestyle integration: If you want to control how a consumer spends their lim-
ited resources, then you need to control their purchases by becoming deeply
integrated into their lifestyle.

I'm not much of a mall shopper. If I need something, I go to a particular
store, make my purchase, and leave. I think part of it is that I really don’t
have a lot of spare time to stroll the mall looking around. Part of it is also
that I don’t generally buy things on the spur of the moment. I have a need,
and I purchase something to fill it. But, with a large active family, it is not
always easy to remember what I actually need (OK, age has something to do
with it as well). It would be nice if the mall would actually remind me of what
I need.

So, what would make me start shopping more at the mall? It would have
to be something that allows an integration of the stores and their products
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with my lifestyle—something that guided me to the things that I might be
interested in purchasing in addition to the things I need, rather than requir-
ing that I stumble around for hours hoping to bump into something I might
like. It would be nice if the mall told me where to shop and if the mall gave
me the best prices.

Sometimes [ buy one thing and discover that I really need three more
things in order to use what I just bought. Maybe I bought a framed painting
in an import store. Now I need nails and framing wire. Where do I get those?
Or I just bought my kids a new game console on sale. Now [ want to get some
games for it on sale as well, but the store [ am in doesn’t sell a variety of
games, or their prices are too high. Where do I get the games? It would be
nice if the mall knew what I was buying and guided me to my additional
purchases.

Does that sound like I am visualizing an omniscient mall? Well, not really
omniscient. But, I am visualizing a mall that maximizes the shopping expe-
rience and the number of purchases for each consumer. This sounds to me
what a mall should be for. Let’s call it the Smart Mall.

BoB SHouLD CONSIDER

® Does our product, like the shopping mall, fall into a category of love it
or hate it?

® How applicable is the Smart Mall concept to an online shopping
experience?

® Wouldn't the shopping experience of a megastore like Wal-Mart also be
enhanced by a Smart Mall approach?

Technology for the Smart Mall

The technology is available right now to implement the Smart Mall. Here is
what is needed:

e Smartphones or a mall-supplied shopping device

e Mall integration with point-of-sale systems in the stores

e Location-awareness hardware and software

e LCD screens as point-of-sale displays
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How each of these components plays a part will become clear through the
discussion of the Smart Mall. Here is how the Smart Mall would work:

10.

. The consumer registers their smartphone upon entering the mall.

Consumers will have an account that allows them to accumulate
shopping credits and apply these to all stores in the mall for discounts
or other specials.

. If the consumer does not have a smartphone, the mall will provide a

simple presentation device that cannot be removed from the mall.
Again, this device will be integrated into a consumer mall account.

. Shoppers can select categories of items they are interested in, such as

women'’s shoes or imported chocolates. There would be no requirement
to make such a selection unless the consumer has a specific need.

. The shopper is directed to specific stores with on-screen product pic-

tures, prices, and directions.

. As the shopper moves around within the mall, the smartphone or mall

device communicates with location sensors so that software knows
where the consumer is within the mall and whether they are moving.

. If a consumer stops moving, the location software correlates that with

products in the area. The consumer may be examining particular
products, and these will be added to the consumer’s potential shop-
ping list.

. The consumer selects and makes a purchase.

. The point-of-sale system notifies the mall system of the consumer’s

purchase. The mall system adjusts the consumer’s potential shopping
list to correlate to the new purchase. If the consumer purchased red
women'’s high heels, perhaps a black evening dress will be shown.

. If the consumer selects to view the dress and heads toward that store,

the mall system begins to adjust the potential shopping list yet again
to strengthen the women'’s clothing preference.

The consumer leaves the mall. The Smart Mall remembers the pur-
chases, preferences, and shopping style of the consumer.

Each time the consumer’s potential shopping list is changed, the entire
mall will start to react differently. As the consumer moves throughout the
mall, the mall will analyze which shoppers are nearest to LCD monitors and
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will decide what products to display that will maximize each shopper’s poten-
tial of making another purchase. Our example shopper with the women’s high
heels might start seeing dresses of similar styles or a matching handbag.

For all intents and purposes, the consumer’s mall shopping experience is
now the product being offered by the mall. With the Smart Mall, the experi-
ence itself has a dynamically adjusting transformative value that has the abil-
ity to increase the transformative value of all items on the consumer’s
potential shopping list.

Bos SHouLD CONSIDER
e Are there technology "wrappers" that we could use to enhance the con-
sumer's experience of purchasing our products?

e Will creating an overarching transformative value for all of our products
increase the individual transformative value for each of our products?

® How can we increase our product's transformative value by providing
the consumer with an easy method of locating and choosing products
that integrate with our own?

Transformative Value Chain

In the case of the Smart Mall, there is not just one entity benefiting. There
are actually at least four different entities in the transformative value chain:

e The manufacturers: The product manufacturers want to maximize
sales of their products.

e The mall: The mall wants to maximize the amount of money the con-
sumer spends so that the stores will be willing to pay higher fees.

e The store: The store wants to maximize sales.

e The consumer: The consumer wants to get the best deal available,
wants to find their purchases quickly, and wants to benefit from being
a loyal Smart Mall shopper.

Remember, as we discussed earlier in the book, the ability to maximize the
revenue potential for all players in the transformative value chain is critical
to sustaining the transformative value to the consumer.
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e Are there entities in our product's transformative value chain that we
normally do not consider when we are trying to maximize the con-
sumer's transformative value for our product?

® By implementing a blended product experience like the shopping expe-
rience offered by the Smart Mall, can we create a direct and profitable
linkage with other entities in the transformative value chain?

Benefits to the Manufacturers

The manufacturer will get maximum exposure of their products directed at
the consumer who is most likely to make a purchase. Walk into virtually any
store in a mall, and you will be overwhelmed by the diversity of products and
the time needed to make a proper selection. When I walk into an unfamiliar
store, I almost immediately walk up to a salesclerk and ask for directions to
the item I am looking for. As I said, [ don’t want to hunt all day for the right
matching product. I want to have someone, or something, point me directly
to everything I need. The Smart Mall grants my wish while allowing for the
implementation of a manufacturer preference within the preferred shopping
list based on the advertising budget of the product manufacturer and my
spending limits.

If the consumer repeatedly ignores suggestions for high-end purchases and
instead selects a less-expensive alternative, then the Smart Mall can adjust
accordingly and can even display a pros and cons checklist that compares the
two products. Perhaps the consumer would be willing to purchase the high-
end product given the right information?

The manufacturer gets real-time marketing that is directly targeted at the
correct consumer.

Benefits to the Store

The store gets the potential for sales not only from first-time buyers during
their current mall shopping experience but also for follow-up sales from other
stores within the mall. By adding their product database to the Smart Mall,
the store gets targeted advertising to a potential purchaser who has already
made a qualifying purchase in a different store.

Each store could define different criteria of how to respond to an external
purchase. If our consumer bought an evening gown, perhaps a jewelry store
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would be willing to offer a 30% instant discount of matching jewelry. For a
lower-priced dress, the jewelry store might offer only a 5% discount.

This model allows the store to adjust in real time the transformative value
of each particular product targeted at a specific consumer. Instead of offering
a discount to all shoppers at random, the discounts are highly targeted so as
to create follow-up sales.

Consider the possibility that the consumer comes to the jewelry store based
on the addition of matching jewelry to the potential shopping list. Now the
staff in the jewelry store can be notified of the potential preferences of the
consumer. In addition, the display ads will shift to display the matching jew-
elry. So, the store becomes a Smart Store with staff members who are instantly
trained to the consumer.

Consider further that the consumer leaves the mall without purchasing
jewelry. Two weeks later the consumer returns to the mall and starts shop-
ping for other items. The Smart Mall can inform the consumer that the jew-
elry is still available, and the discount has been increased just for her.

The store gets the potential to control customer experience, to maximize
the capabilities of store personnel, and to drive targeted, real-time advertis-
ing at repeat customers.

Consumer discounts could be funded in real time from fees that the mall
collects from the manufacturers and the stores to provide a level of sales
guarantees for the fees paid without suffering undue costs from discounts.

Benefits to the Mall

The mall makes money from everyone except potentially the consumer. The
consumer could also be a revenue source depending on the types of services
and products that the mall sells directly such as package wrapping and
shipping.

The mall makes money from the manufacturers who pay a fee to have their
products displayed on mall-based LCD monitors to prospective shoppers.
These fees can also impact the initial product-offering rank similar to a bid-
ding arrangement. If one shoe manufacturer pays a higher fee, then that man-
ufacturer’s red high heels would be displayed in preference to a different
manufacturer paying a lower fee.

The mall makes money from the stores who pay a fee to participate in the
Smart Mall and perhaps pay a commission for each sale directed to the store.
The commission could be a sliding scale based on amount of discount offered,
total purchase amount, and so on.

All stores in the mall would be compelled to join the Smart Mall because
of the potential inclusion of their competitors. The mall could offer a sign-up
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discount to the first ten stores. Once traffic begins, all other stores would see
the benefit and follow along. Any potential negatives to any one store could
be counterbalanced by adjustable fees based on traffic and sales results.

An additional benefit to the mall and the stores within the mall is that they
become a collective sales front that can compete effectively against large
chain megamarts.

Benefits to the Consumer

The consumer gets the overriding benefit of having a shopping experience
that is dynamically designed to do the following:

e Maximize the overall shopping experience.
e Minimize the time needed to complete the shopping experience.

e Maximize the odds that the consumer will find the “right” product
without exhaustive shopping.

e Minimize the cost of purchases. The consumer will receive the effec-
tive benefits of making one large mall purchase rather than many
purchases at different stores. The discounts would rise based on the
overall shopping experience, not just a single purchase.

e Direct access to the product catalog of the entire mall in real time.

e Give loyalty discounts across the mall.

The benefits to the consumer could go on and on. The simple facts that the
consumer is being targeted dynamically with the optimal product mix and
that the transformative value can be maximized at all times make this a guar-
anteed success.

Bos SHouLb CONSIDER
® The Smart Mall has the potential not only to create revenues for the
mall's tenants but also to increase revenues to the mall from alternative
sources. Does such a relationship potential exist for our products?

® Technologies have changed dramatically over the past several years with
the introduction of smartphones, netbooks, and other devices. Have we
considered the impact of these devices on our ability to deliver our
product and increase our product's transformative value?
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e The Smart Mall concept started by looking at the things that impact the
transformative value of the mall shopping experience, not the products
sold within the mall. Is there a similar, higher-level viewpoint that could
benefit our products?

Use Case 4 Innovation Take-Aways

In this use case, we applied the following key concepts from the book:

e Understanding the lifestyles and needs of your consumers is critical to
innovating new products and services.

e Focusing on increasing revenues rather than on increasing transfor-
mative value can cause you to miss innovation opportunities that are
“outside the box” and that drive new revenues.

e [solating your intellectual property from your products allows you to
blend in new inventions and create new innovations.

e Always address the transformative value of all participants in the
transformative value chain.
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killing assumptions by, 182-183

pain points of, 179-180

product commoditization by, 184

product delivery chain of, 178

push-me/pull-you in, 182

risks to, 176-177

toppling of, 187-199

and transformative value chain, 180

Dominant product, 71-72

E

Early adopters, 40-41
Endurance, of product, 226, 234-235



Enterprise server industry, 175
Excel (Microsoft), 13

Executive mandate, 216-217
External business life cycles, 70
External innovation, 44
External invention, 14, 15

F

Fast food industry, 152-153
innovative products in, 158-160
Feature overkill, 71
consequences of, 75-77
Feature set expansion, 71, 72-75
by competition, 74
Fifteen-second presentation, 239-240
First to market, 226
competitor displacement, 231
misconceptions about, 231-233
time to build, 231
time to dominate, 231
Flat markets, 173, 174
Flexibility
company pressures and, 91-92
freezing of, 96-97
initial, 92-93
Foundational invention, 10-11
Functional invention, 10-11
Fusion (Oracle), 24

G

Gantt charts, 12
Good enough
innovation, 23-25, 44

product, 139-140, 159-160, 167-168,

180-182, 194, 204-205
Google
disruptive innovation by, 17-18
as innovative company, 8-9
success of, 17-18
targeted innovation by, 25, 26
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Idea, distinguished from innovation, 3, 5

Incremental innovation, 20-21, 44, 45

management challenges with, 116-118

positive, 51-53

repetitive, 53-55
Incremental invention, 45

negative, 51, 55-58
Indirect competition, 188, 189
Inflection points, 43, 53

described, 59-61

point A, 61-62

point B, 62-63

point C, 64

of product life cycle, 78-79
Infrastructure, and invention, 14
Innovation checklist, 133

components of, 134-147
Innovation life cycle, 45, 69, 124

appearance of randomness in, 102-105

and company life cycle, 97-98

competition and, 118-119

disruption of, 121-132

inflection points of, 43, 53, 59-64

and market life cycle, 88-89

overlapping viewpoints about,
105-106, 124, 137

paradigm of, 65

pressures caused by, 101-107

stagnation in, 142-143, 170, 183-184,

197, 207-208
steps in, 46-59
and product life cycle, 78-79
Innovation
bringing to market, 239-248
business pressures on, 56
defined, 225
disruptive, 17-20, 49-50, 52,
145-147, 209-210
distinguished from invention, 3-5,
151-152
good enough, 23-25
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incremental, 20-21, 51-55

in multiple markets, 236-237
processes and procedures in, 8-9
risks of, 115-116

iPhone, 20, 72, 247
iPhone 3G, 22
iPod, 18-19, 20

IT (information technology)

Big Bang Cycle of, 161-163

centralized and decentralized,
161-163
cost issues, 169

targeted, 25-26, 44
and transformation, 27-41
types of, 44
valuing, 235-237
Integration, of product and market, 153
Intellectual property, 129-131
age of, 15
competition in, 198, 208-209
finding, 144, 171-172, 185
mapping to new markets, 144-145,
185, 198, 209
shared, 234
Internal business life cycles, 69
Internal innovation, 44
Internal invention, 14, 15
Invention, 45

figurative commoditization of, 171

good enough product of, 167-168

innovation lifecycle stagnation in, 170

intellectual property in, 171-172

killing assumptions about, 169-170

pain points of, 166

product delivery chain of, 164-165

transformative value of, 163-164,
166-167

viewpoints regarding, 165-166

J

to begin innovation lifecycle, 46-48

defined, 225

demand for, 152-153

described, 3-4

destructive, 22-23, 45

distinguished from innovation, 4-5,
151-152

endurance of, 234-235

incremental, 45, 51, 55-58

isolating consumer need for, 155-157

market for, 153-155

misconceptions regarding, 231-233

nontransformative, 27

processes of, 7

and randomness, 7-8, 14

targeted, 25-26

types of, 10-13

valuing, 226-235

Investors

convincing, 241-243

making impression on, 239-241
meeting with, 246

presentation of valuation to, 243-246

Jelly Belly, 20, 130, 144-145

K

Kindle (Amazon), 20
Kindle 2 (Amazon), 21, 22

L

Lifestyles
disruptive innovation and, 18-19
integration of product with, 266-273
priorities in, 33, 37
resources for, 36-37
transformation of, 33-36, 260-262
LiveCompete
consumers of, 257-258
described, 258-259
lifestyle impact of, 260-261
maximizing transformative value,
261-262
Logical invention, 12-13



M

Market battles, 80, 84-85
Market changes, effect on products, 104
Market creation, 80, 83-84
consumer need and, 155-157
Market life cycle, 70, 80
inflection points of, 80-81
and innovation life cycle, 88-89
metrics of, 81-82
stages of, 82-88
Market reverse engineering, 201-202
Market stagnation, 80, 87-88
Market truce, 80, 86-87
Market types, 173-174
Marketing, of innovation, 239
convincing investors, 241-243
fifteen-second presentation, 241-242
first impressions, 239-241
one-age summary for, 244-245
presentation of valuation, 243-246
McDonalds, destructive invention by, 23
Microsoft, 17
targeted innovation by, 25
Microsoft Network (MSN), 17

N

New Coke, 23
Nintendo Wii, 247
Nonproducing entities (NPEs), 228-229

(o)

One-pager, 244-245

Oracle, 24

Organizational structure
importance of, 211213
stages of, 213-221

Overlay organization, 218-219

INDEX 279

P

Pain points, in product delivery chain,
137-138, 166, 179-180, 206
Partnerships, of startups, 233-234
Patent searches, 228
Patents, 226
advantages and disadvantages of,
227-228
contrasted with trade secrets, 228
PC industry, 174
Perceived value, 28-30
Personal computer market, incremental
innovation in, 21
Pharmaceutical industry, 108-110,132
use case of, 252-257
Physical invention, 12-13
Product company
described, 214-215
evolution into solution company, 221
Product delivery chain
analyzing, 190-191, 205-206
described, 108-110
of dominant market player, 178
in IT, 164-165
pain points in, 137-138, 166,
179-180, 206
simplifying, 254
stakeholders in, 108, 116, 131-132
understanding, 136, 164-165
Product invention, 10-11
Product life cycle, 70
inflection points of, 78-79
and innovation life cycle, 79
stages of, 71-78
Project (Microsoft), 12
Push-me/pull-you model, 93, 95
control over, 140-141, 160, 169
in dominant company, 182
impact of, 94
recognized by start-up company,
194-196, 206-207
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R

Randomness, 7-8, 14, 124
apparent, 102-105
Rebranding, 215-216
Relationships, with partners, 226,
233-234
of startups, 233
Revenue creation, and external
invention, 15
Revenue expectations, 90, 91
reducing impact of, 92
Reverse engineering, 227
market, 201-202
RIM phone, 72
Risk taking, 115-116

S

Seat belts, automatic, 23
Simplification, importance of, 36-37
Smart Mall use case, 266-267
benefits to consumer, 272-273
benefits to mall, 271-272
benefits to manufacturer, 270
benefits to stores, 270-271
technological requirements for,
267-269
transformative value chain of,
269-270
Smartphones, 6, 34, 71-72, 155, 197
Soft drink industry
brand loyalty in, 265-266
features of, 262
product innovation in, 263-264
Software industry, 174
drivers of transformative value in,
177-178
Solution company, 221
evolution from product company, 221
Solution group, 219-220
implementation of, 220

Solutions industry, 175
evolution of, 211212

Sony, 18

Spider Ladder, 27

Stealth disruption, 247-248

T

T9 text messaging, 22
Target market, 47-48
Targeted innovation, 44
Targeted invention and innovation,
25-26
Technical invention, 12-13
Text messaging, as disruptive
innovation, 20
Thinking outside the box, 121
the box, 123-124
killing assumptions, 125-129,
141-142
importance of, 122
Time, and lifestyle, 36-37
Trade secrets, 226
advantages of, 229-230
contrasted with patents, 228
disadvantages of, 230
protection of, 230
Transformation, 27
consumption priorities and, 31-33
defined, 37-39
and lifestyles, 33-36
perceived value and, 28-30
trigger points and, 39-40
Transformative value
defined, 6
drivers of, 134-136, 158-159,
177-178, 202-204
in IT industry, 163-164
limitations on, 262-266
maximizing, 261-262
Transformative value chain, 124
compression of, 193



described, 110-114
documenting and redefining, 138
maximizing value in, 254-257
reenergizing, 166-167, 180, 193
revenue and, 111
stakeholders, 111,112

Trigger points, 39-40

Tylenol, 29

U

Use cases
identifying customer, 252-257
lifestyle integration, 266-273
limiting transformative value, 262-266
targeting transformative value,
257-262

INDEX

Vv

Valuation
of innovation, 235-237
of invention, 226-235
presentation of, 243-247
Value
perceived, 28-30
Vested interests, 90, 91
reducing impact of, 92
VisiCalc, 13

w

Wii (Nintendo), 247
Windows Vista (Microsoft), 21-22
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