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A framework to classify different models of innovat lon

Source of Ideas Type of Innovation

Customer’s Needs

Winning ideas and
Driven g Product

value propositions Innovation

Technology and
Internally Driven Q Process
Collaborative Q Q

Innovation

Innovation

Business Model
Innovation

Open and
Distributed
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Where academic researches and companies have focuse d their
attention and efforts lately ...

Source of Ideas

Type of Innovation

80% launch
failures and MR
revolution

Customer’s Needs

_ Winning ideas and
Driven

value propositions

In the knowledge
society nobody
knows it all .

: Q ovatio
Collaborative Q

Innovation

In the last 20
years, main
western markets’
source of success

Open and
Distributed

Web 2.0 as
customer co-
creation platform
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... and on the internal Invisible Enemies, which ar e the offspring of
modern management practices

“Innovation killers build a barrier in your company against
best intentions for innovation”
Clay Christensen, Harvard Business School
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The cycle of bleeding in developed/western economie s

Mature
Markets &
Proliferation

Offer more of the
same (better

performance) at
lower price

Informed
Customers

COMPETITION
H2 (Herd + Hell)

Reduced
revenues, gross
margins, ROACE

Far-East
Low Cost
Alternatives

Limited
Economic

Commoditization
(value performance
equal, choose on
price)

Source: ECSI research - 2010
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Why the Competition H ’ cycle is self-reinforcing and companies
follow through it ?

= Structuralist view of
1. Strategic and Strategy (Porter)

External Analysis " Market research
= Benchmarking

2. Resources

3. Internally

Oriented Allocation

Processes

Organizations ALL FAULT OF
BLIND

= BU/Product oriented = Planning and
organizations APPLICATION OF budgeting
= QOpex driven MODERN = Capex process

processes MANAGEMENT
= Capability trap

Those are internal forces which drive an unconsciou s behavior to imitate competition ... but on

the other face of the same coin they are the mostf  requent Invisible Enemies

Source: ECSI research - 2010
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Competition H ’ cycle accelerators and Invisible Enemies of
Innovation

1. Strategic and External Analysis

= Structuralist view of Strategy (for example, Porter’ s model):
» Market space, customers, business boundaries are defined

* As consequence, competition is head to head in a battle for market share of a
known, limited demand, constituted by existing customers

e Strategy is a win-lose game

= Market research:
» Traditional market researches tend to investigate on known product attributes

= Benchmarking:

* Close the gap vs. competitors, offer more of known performance attributes
* Analytical tool that tend to generate emulation

Source: ECSI research - 2010
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Competition H ’ cycle accelerators and Invisible Enemies of
Innovation (Cont’d)

2. Resources Allocation Processess/Tools

= Planning/Budgeting:
 Number game, based on past baselines (usually product baselines)
« Markets we don’t know cannot be quantified and as consequence don’t pass the cut

* Process and attractiveness models tend to focus resources on high margin
customers (mainstream)

= Capex:
* Only investments with a quantifiable DCF can be approved
* Risk aversion tend to move the organization toward incremental innovations

Source: ECSI research - 2010
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Competition H ’ cycle accelerators and Invisible Enemies of
Innovation (Cont’d)

3. Internally Oriented Organizations (Inside-out vs . Outside-in)

= BU/Product oriented organizations:
* Incumbent Business Model
» Barriers to analyze markets across BUs
e Budgets allocated on products

= Process improvement:
e Often, only Opex driven

« Usually, there is a critical disconnect between the value proposition and the
company’s processes

= Capability trap: People tend to replicate (better) what they know and master

Jack Welch when he took over as GE CEO in 1981: “G E is a company with its face to CEO

and its ass to the customer”

Source: ECSI research - 2010
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The Prevailing Winds

Disruptive Architectural

Does Not
Fit

Routine Radical

and Customer Base

Fits “Home Field
Advantage”

Fit With Existing Business Model

Builds on Our Competences Breaks From Our Competences

Fit With Existing Capabilities

: ECSI
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Today, even more than yesterday, we should develop Innovative
offerings to escape from Competition H * and spur growth

THE BUSINESS ISSUE

= |n the last 40 years the percentage of failure of n  ew products/services is unchanged:
80-90% of launches fail or are below expectations

= In many western markets, Competition H 2 is dramatically decreasing average profit
margins

= With terrible performances and a changed external w  orld, we still keep optimizing the
existing way to do things, we only know how to play “home field” innovation

Peter Drucker said 15 years ago: “Business people s  tand on the treshold of the knowledge

society. In this society, a company’s competitive a dvantage will come from an historically
underdeveloped asset: the ability to capture and ap  ply srategic insights”
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In the last 20 years, disruptive growth cases have been generated by
business model innovations

& .

B

"NESPRESSO.

CIRQUE DU SOLEIL.

Based on a research of Harvard Business School, ove  r the most recent 10-year period, 13 of the

26 entrants into the Fortune 500 owe their success to business model innovation
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Framework for Business Model Innovation

1. Strategic 2 Value 3. Value 5. Innovation

Innovation Proposition Providing Capabilities

Insight System (beat Invisible
Enemies)

4. Profit
Formula

BUSINESS MODEL
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Based on insights, the Value Proposition (VP) equat  ion and
supporting tools should guide design ...

Value Curve Price Model

New Benefits

> Existing Price Value
s Benefits P ) : — 0!
(DECOUPLE) (perceived) = Proposition

Eliminated Benefits

... keeping in mind profitability and sustainability

: ECSI

ECSI© 2011 All rights reserved



Key Value Attributes should be used to understand r equirements

on processes, skills, resources, assets (Providing System)
Value Proposition Providing System
Benefit # 1 * Develop joint R&D projects with appropriately
balanced resources and costs
Doing business with ChemCo * Provide advanced technical capabilities in the non-
helps to reduce the customer’s core customer’s business areas:
R&D costs —Analytical, design, piloting
— Modeling

* Do not support the formulation screening and
testing activities of the customers

e EtcC.

Benefit # 2

: ECSI
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Competitive sustainability analysis should be done on strategic
value elements ...

VP Comp.1  Comp.2 Comp. 3 Comments

Company 1

O PP e
+ Market leader in solution for quats / disinfection

Step change in

detergent
performance at low +Good analytic capability
water temperature + Strong synergistic problem solver (disinfection and
cleaning)
—Weak in surface fundamentals
—Weak out of disinfection / quats niche
Benefit # 2

... Instead of traditional competitor analysis which Is generic (on the overall company) and not

anchored to competences to erogate the chosen Value Proposition

; ECSI
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The Profit Formula components

Utilization of resources Revenues lines

Rotation of resources Revenues type

Speed of cycle times of Pricing
production and delivery Purchase frequency

Volume per purchase

START FROM Average sales cycle

HERE
Stability

Cost Structure Target margin per unit sold

Directandilingirect costs Gross and net margin per unit

Scalability of the cost model

Fixed costs and flexibility of the
cost structure

: ECSI
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Plus, be aware of the Invisible Enemies, detectthe m and build a
company which fosters innovation at all level ...

= Structuralist view of
1. Strategic and Strategy (Porter)

External Analysis " Market research
= Benchmarking

3. |nterna”y 2. Resources
Oriented Allocation
Organizations ALL FAULT OF Processes
BU/Product oriented BLIND
. roduct oriente = Planning and
organizations APPLICATION OF budgetigg
= QOpex driven MODERN = Capex process
processes MANAGEMENT

= Capability trap

... let’'s see through some cases how to defeat those |  nvisible Enemies of innovation

Source: ECSI research - 2010
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T
MET Opera Case

The MET case shows how to by-pass physical and pric  e/economic
barriers to enlarge the potential customer base ...

...l\!'\. —
o The Metropolitan Opera
= From 2006 MET broadcasts live via G hpM , P
. . . ’ 7
satellite into movie theaters: _ ocs to the Movies
. Experience the excitement of the Metropolitan Opera Saturday
g ; ; W Matinees—LIVE in HD on the Big Screen! Six performances
¢ Inltla‘”y 88 location on the East Coast and 28 in e will be broadcast straight from the stage of one of the world's
; N greatest opera houses into select movie theaters equipped
Canada x with high definition screens and surround sound. These are
. . . - one-day-only events, and seating is limited, so purchase your
* Then, new locations were added, InC|Ud|ng . t y tickets now. Don't miss the chance to enjoy thrilling world-class
. . . ' opera from the comfort of your neighborhood theater.
Europe, Asia, Oceania and Africa .

= Customers can watch live (high quality) performances from t he Lincoln Center

= This initiative show that, thanks to technology, it is now po ssible to remove geographical
and economic barriers making Opera accessible to the mass ma rket

“The whole idea of this platform is to reach out to people who can’'t access the MET geographically,
or cannot afford the standard ticket. About 50.000 people worldwide would be able to view opera in
cinemas” (Julie Bouchard-Young, MET marketing director)”
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MET Opera Case

What prevents cut-off noncustomers to express their demand?

Cut-off
noncustomers

Existing
demand

Segmenting cut-off noncustomers by barrier:

= Economic (e.qg. lack of credit, purchase power, cash, etc.)
= Functional (e.g. lack of user-friendliness)

= Education (e.g. lack of training)

= Geographical (e.g. lack of dense distribution channels)

= Social (e.g. not conforming socially)

= Emotional (e.g. projecting negative associations)

: ECSI
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MET Opera Case

... by offering a new Value Proposition capable to unfreeze
and reach a new customer base

From ...

At the MET

Opera “At the

Opera House movies”

= Live = From a world-class opera
= At spectacular venue house in HD
= Formal environment and = At your local cinema
dress code = With behind-the-scenes images
= High price = Popcorn and soft drinks handy

= Without the need to dress-up
= Affordable, like cinema prices

25 ECSI
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MET Opera Case

What MET did to defeat Invisible Enemies

_ Innovation’s Enemy MET’s Strategic Move

Tendency to invest only on the

existing and known market and

customer base (most attractive Go after non-customers
segments)

Strategic Insight

: Analyze barriers that block demand and
and Planning

Win-lose game of market share design a new business model to by-pass
them

Always think in terms of existing

business model

Tendency to develop innovation New BU, with independent resources,

Organization only within existing structures budgets and goals

Used a network model of partners
(particularly on technology and broadcast)
to break out mental and capability bounds

We are mentally bounded by what

Capability we know
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Nespresso Case

Nespresso is the most astonishing success in Nestle a nd in Europe
of the last 10 years ...

Nespresso is the leading brand in premium capsules

coffee \N\

The product consists of high quality coffee packed in
alluminium capsules and offered in a wide range of

varieties for exclusive use in specially designed c offee NESPRESSO

machines

Nespresso is a closed coffee system targeted to households

In 2010, Nespresso topped 3 bin Swiss franc, after 10 years of 30% yearly growth

They have eight million of Nespresso Club clients globally a nd growing

; ECSI
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Nespresso Case

... still in its early stage, three invisible enemies
Kill the Nespresso baby

tried to shoot and

The Nespresso system with a machine and single dose devE

capsules didn't fit very well with the mass market

should we take commercial resources out of mainstre am
brands and focus on a difficult object to sell?

Brabeck, CEO of Nestlé, decided to create a separat e
company as 100% owned, located in a different build  ing.
The new unit was called Nestlé Coffee Specialties (N CS)

MARKET RESEARCH (ENEMY # 1) CULTURE AND CAPABILITIES (ENEMY #3)
The success started when strategy moved from the of  fice Arguments were made to bring in

to the household market. Lang found limited researc h data someone with new ideas to save

which indicated low potential for the concept. Nespresso from an early death

The consumer value didn’t exceed the required targe  t of _ _

40 centimes. Based on policies the first enemy - mar ket Yannick Lang was recruited. Lang came
research practices - was ready to kill. The baby was with a solid marketing track record, having
saved by Lang who used data skillfully to create a  better significantly grown the Marlboro Classics
case clothing line

As newcomer launched the Nespresso
Club, which offered around the clock order

CURRENT BUSINESS MODEL (ENEMY #2) tacking and delivery to your house in two

distribution Purchasers of the machines sold through
_ _ household appliance stores, automatically
How could Nestlé sell an appliance in supermarkets? Why became members of the Club
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Summary of key messages

1. Be aware of the internal Invisible Enemies of innovation, detect th em and build a
system which doesn’t kill your good ideas

2. Look beyond your current mainstream customers, like Blue Ocean Strategy
teaches

3. Find a home for Business Model innovation in your c ompany; it is the most
relevant generator of wealth and profitable growth in western markets

4. Design and align_ all components of your Business Model: Value Propos ition,
Providing System, Profit Formula
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