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WHAT IS INNOVATION?



The need for a managerial perspective on 
innovation

"The dismal science certainly acknowledges the crucial role 
played by innovation in driving economic growth. But the fact 
that innovation happens is mostly taken as a given; the how and 
why of innovation remain largely ignored"

The Economist, "The growth machine"; May 16th 2002



“Companies achieve competitive advantage 
through acts of innovation. They approach 
innovation in its broadest sense, including both 
new technologies & new ways of doings things”

Michael Porter (1990) The Competitive Advantage of Nations, 
Macmillan, London. 

Innovation and competitive advantage



What drives the competitiveness of a firm?

COMPETITIVENESS



INNOVATION: A CLASSICAL DEFINITION
According to Joseph Schumpeter (1934) Innovation consists in 
“The introduction of…
• new goods (product innovation), 
• new methods of production (process innovation)
• the opening of new markets (market innovation)
• the conquest of new sources of supply (supply chain 

innovation). 
• And the carrying out of a new organization of any industry”

(Joseph Schumpeter, 1934, “The theory of economic 
development: an inquiry into profits, capital, credit, interests and 
the business cycle”, Harvard Economic Studies, Vol. 46, 
Cambridge, MA)



• In Schumpeter’s account, it is the entrepreneur who creates innovation. 
And innovation is not only invention. Driven by competition to improve 
technology, finance and organization, the Schumpeterian entrepreneur 
does more than textbook equilibrium theory allowed. Said Schumpeter 
in 1942, writing in Capitalism, Socialism and Democracy: 

• «[I]n capitalist reality as distinguished from its textbook picture, it is not 
[…]  competition which counts but the competition from the new 
commodity, the new technology, the new source of supply, the new 
type of organization (the largest-scale unit of control for instance)–
competition which commands a decisive cost or quality advantage and 
which strikes not at the margins of the profits and the outputs of the 
existing firms but at their foundations and their very lives (1950: 82).  
Innovation, that is, propels the capitalist economy with “gales of creative 
destruction”.

Schumpeter, Joseph A. (1950) Capitalism, Socialism and Democracy (3rd edition). London: Allen and Unwin. 
Source: Thomas C. Leonard; Princeton University. Book review 
(https://www.princeton.edu/~tleonard/papers/McCraw.pdf) 

https://www.princeton.edu/~tleonard/papers/McCraw.pdf


• According to Schumpeter capitalist economies evolve 
discontinuously. «Schumpeterian evolutionary change is 
punctuated rather than gradual – the disruptions of 
entrepreneurial innovation occur, as Schumpeter put it, at 
“irregularly regular” intervals». 
• Schumpeterian competition drives innovation, but it also 

begets imitators, “swarms” of which copy their rival’s 
innovation, attracting investment, and leading to a boom. 
When the original innovator’s profit advantage is eliminated, 
investment moves elsewhere, and the sector may even 
shrink, until the next disruptive innovation, which restarts 
the cycle. 

Source: Thomas C. Leonard; Princeton University. Book review 
(https://www.princeton.edu/~tleonard/papers/McCraw.pdf) 

https://www.princeton.edu/~tleonard/papers/McCraw.pdf


INNOVATION AND CREATIVITY
• Creativity and innovation at work are the processes, outcomes, 

and products of attempts to develop and introduce new and 
improved ways of doing things. 
• The creativity stage of this process refers to idea generation, 

and innovation refers to the subsequent stage of 
implementing ideas toward better procedures, practices, or 
products.
• Creativity and innovation can occur at the level of the 

individual, work team, organization, or at more than one of 
these levels combined but will invariably result in identifiable 
benefits at one or more of these levels of analysis. 

Source: Anderson, N., Potočnik, K. & Zhou, J., 2014. Innovation and Creativity in Organizations. Journal 
of Management, 40(5), pp.1297–1333.



Source: Woodman, R. W., Sawyer, J. E., & Griffin, R. W. 1993. Toward a theory of 
organizational creativity. Academy of Management Review, 18: 293-321.

The interactionist theory of Creativity and 
Innovation



The 12 sides of 
INNOVATION
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necessary nor sufficient for business innova-
tion.5 Customers are the ones who decide the
worth of an innovation by voting with their wal-
lets. It makes no difference how innovative a
company thinks it is. What matters is whether
customers will pay.

Business Innovation Comes in Many Flavors. Inno-
vation can take place on any dimension of a busi-
ness system. The Home Depot Inc., for example,
innovated by targeting “do it yourselfers,” an
underserved customer segment. JetBlue Airways
Corp. has succeeded in the U.S. domestic airline
market by offering a better customer experience
that includes live satellite television, leather seats
and fashionably clad flight attendants. And Cisco
Systems Inc. has improved its margins through
process innovations, such as the company’s abil-
ity to close its quarterly financial accounts on the
same day that its quarter ends.

Business Innovation is Systemic. Successful busi-
ness innovation requires the careful considera-
tion of all aspects of a business. A great product
with a lousy distribution channel will fail just as
spectacularly as a terrific new technology that
lacks a valuable end-user application. Thus, when innovating, a
company must consider all dimensions of its business system.

A 360-Degree View
The question then immediately arises: How many possible
dimensions of business innovation are there, and how do they
relate to each other? For three years, we have examined that issue
in depth with a group of leading companies, including Motorola,
Chamberlain Group ADT, Sony, MicroSoft and ConocoPhilips.
(See “About the Research,” p. 76.) Based on discussions with
managers leading innovation efforts at these companies and a
comprehensive survey of the academic literature on the topic, we
have developed, validated and applied a new framework called
the “innovation radar.” This tool presents and relates all of the
dimensions through which a firm can look for opportunities to
innovate. Much like a map, the innovation radar consists of four
key dimensions that serve as business anchors: (1) the offerings a
company creates, (2) the customers it serves, (3) the processes it
employs and (4) the points of presence it uses to take its offerings
to market. Between these four anchors, we embed eight other
dimensions of the business system that can serve as avenues of
pursuit. Thus, the innovation radar contains a total of 12 key
dimensions. (See “The Innovation Radar,” above and “The 12
Dimensions of Business Innovation,” p. 78.)

Offerings Offerings are a firm’s products and services. Innova-
tion along this dimension requires the creation of new products
and services that are valued by customers. Consider the Procter
& Gamble Company’s Crest SpinBrush. Introduced in 2001, the
product became the world’s best-selling electric toothbrush by
2002. A simple design and the use of disposable AA batteries
translated into ease of use, portability and affordability. More-
over, Procter & Gamble’s no-frills approach enabled the Spin-
Brush to be priced at around $5, substantially cheaper than
competing products.

Platform A platform is a set of common components, assembly
methods or technologies that serve as building blocks for a port-
folio of products or services. Platform innovation involves
exploiting the “power of commonality” — using modularity to
create a diverse set of derivative offerings more quickly and
cheaply than if they were stand-alone items. Innovations along
this dimension are frequently overlooked even though their power
to create value can be considerable. Platform innovation, for
example, has allowed Nissan Motor Co. to resurrect its fortunes in
the automotive industry. The company has relied on a common
set of components to develop a line of cars and sport utility vehi-
cles with markedly different styles, performance and market posi-
tioning. Nissan uses essentially the same small engine block (a

Brand
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The innovation radar displays the 12 dimensions of business innovation,
anchored by the offerings a company creates, the customers it serves, the
processes it employs and the points of presence it uses to take its offerings
to market.

The Innovation Radar
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3.5-liter V6) to power its upscale models of a midsize sedan
(Altima), large sedan (Maxima), luxury sedans (Infiniti G and M
series), minivan (Quest) and sports coupe (350Z). Clever modifi-
cations of the common engine allow the production of anywhere
between 245 and 300 horsepower, creating enough distinctiveness
between the vehicles while gaining efficiency advantages.

Solutions A solution is a customized, integrated combination of
products, services and information that solves a customer prob-
lem. Solution innovation creates value for customers through the
breadth of assortment and the depth of integration of the differ-
ent elements. An example here is Deere & Co., which has com-
bined an array of products and services (including mobile
computers, a Global Positioning System-based tracking system
and software) to provide an end-to-end solution to farmers who

need to improve their sowing, tilling and harvesting, as well as
manage the business aspects of their operations more effectively.

Customers are the individuals or organizations that use or con-
sume a company’s offerings to satisfy certain needs. To innovate
along this dimension, the company can discover new customer
segments or uncover unmet (and sometimes unarticulated)
needs. Virgin Mobile USA was able to successfully enter the U.S.
cellular services market late by focusing on consumers under 30
years old — an underserved segment. To attract that demo-
graphic, Virgin offered a compelling value proposition: simpli-
fied pricing, no contractual commitments, entertainment
features, stylish phones and the irreverence of the Virgin brand.
Within three years of its 2002 launch, Virgin had attracted several
million subscribers in the highly competitive market.

The 12 Dimensions of Business Innovation

Dimension Definition Examples

Offerings Develop innovative new products or • Gillette Mach3Turbo razor
services. • Apple iPod music player and iTunes music service

Platform Use common components or building • General Motors OnStar telematics platform
blocks to create derivative offerings. • Disney animated movies

Solutions Create integrated and customized offerings • UPS logistics services Supply Chain Solutions
that solve end-to-end customer problems. • DuPont Building Innovations for construction

Customers Discover unmet customer needs or • Enterprise Rent-A-Car focus on replacement
identify underserved customer segments. car renters

• Green Mountain Energy focus on “green power”

Customer Experience Redesign customer interactions across • Washington Mutual Occasio retail banking concept
all touch points and all moments of • Cabela’s “store as entertainment experience”
contact. concept

Value Capture Redefine how company gets paid or • Google paid search
create innovative new revenue streams. • Blockbuster revenue-sharing with movie

distributors

Processes Redesign core operating processes to • Toyota Production System for operations
improve efficiency and effectiveness. • General Electric Design for Six Sigma (DFSS)

Organization Change form, function or activity scope • Cisco partner-centric networked virtual organization
of the firm. • Procter & Gamble front-back hybrid organization

for customer focus

Supply Chain Think differently about sourcing and • Moen ProjectNet for collaborative design with
fulfillment. suppliers

• General Motors Celta use of integrated supply
and online sales

Presence Create new distribution channels or • Starbucks music CD sales in coffee stores
innovative points of presence, including • Diebold RemoteTeller System for banking
the places where offerings can be
bought or used by customers.

Networking Create network-centric intelligent and • Otis Remote Elevator Monitoring service
integrated offerings. • Department of Defense Network Centric Warfare

Brand Leverage a brand into new domains. • Virgin Group “branded venture capital”
• Yahoo! as a lifestyle brand

Source: Sawhney, Wolcott and Arroniz
The 12 Different Ways for Companies 
to Innovate, MIT Sloan Management 
Review, Vol. 47, N. 3
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1. Offering

Each benefit can become the 
pivotal element of an innovation 
strategy bringing to differentiation
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LET’S TRY TO DIFFERENTIATE 
A SIMPLE PRODUCT
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Where will you focus if you were the Innovation Manager of Miele or Beko or SMEG?



What are you buying here?



Why EXTENDED benefits matter

"In the case of automobiles, General Motors, Ford, and many other automakers 
generate the vast majority of their profits from a service activity closely tied to 
their product offerings – loans and leasing. The automobile industry overall generates 
a large portion of its profits not only from financing but from other product-related 
service activities such as insurance and repairs" 
Michael Cusumano

“After-sales services and parts, which contribute 25% of revenues across all 
manufacturing companies, “are responsible for 40-50% of profits” Source: Accenture
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Services are profitable



Levitt Theodore (1960): 
“when customers buy 1/4 inch drills what they 
really want are 1/4 inch holes”

18

What are “products” really?



About Servitization
• “It’s an essential business model change. 

It’s when things that we used to think of as 
products turn into services, and the different 
ways that are created of delivering those 
services and monetizing them through a 
wide variety of pricing models” (M. 
Cusumano)

• It is not just about adding complementary 
services to a product (“service infusion”). It’s 
about offering an integrated bundle of 
products and services that require a 
different revenue/business model (solution)
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“Farming as a service”

Source: company met in Ourcrowd 2019, Jerusalem



A (current?) trend: the servitization of products



reference and accelerate activity in the 
K–12 market. Like many disruptive inno-
vations, Wikipedia was of lower quality: If 
it were a video, it would be grainy and out 
of focus. But consumers didn’t care about 
that, because Wikipedia has a vast number 
of entries and easy, free access. We couldn’t 
compete on quantity or price. Did we be-
lieve that consumers preferred our refer-
ence material? Yes. Did we believe they 
were willing to pay for it? Not necessarily.

So instead of getting mired in a com-
petition with Wikipedia, we focused on 
editorial quality with Britannica Online and 
used Wikipedia’s quantity-over- quality 
approach and its chronic unreliability as 
differentiators in our favor. We knew that 
Britannica’s long-standing mission to 
bring expert, fact-based knowledge to the 
general public met an enduring need for 
society. This resonated deeply in the edu-
cation market (it’s now standard practice 
for teachers to instruct students not to rely 
on Wikipedia as a reference source), and it 
helped boost sales there. Today more than 
half of U.S. students and teachers have ac-
cess to some Britannica content, and glob-
ally we’re growing even more rapidly.

Part of this effort was an aggressive over-
haul of our editorial operation, a project we 
called Britannica 21. We engaged teams of 
scholars around the world in a wide range 
of disciplines to review, revise, and refresh 
the encyclopedia’s content. We changed 
our editorial metabolism so that we could 

update content in four hours rather than 
the weeks it used to take. (Now we update 
every 20 minutes.) And we created a pro-
cess for soliciting and using community in-
put to enhance encyclopedia entries.

By the time Wikipedia took off, we 
weren’t head-to-head competitors any-
more. We maintain a world-class reference 
source with 500,000 household subscrib-
ers, and we take a clearly differentiated ap-
proach to informing society, but we’re no 
longer an encyclopedia-only company.

Coming Disruptions
Over the past five years, we’ve seen 17% 
compound annual growth in our digital 
education services business and a 95% re-
newal rate, while sales of the print version 
of the encyclopedia steadily declined, from 
6,000 in 2006 to about 2,200 in 2011. Pro-
ducing the bound volumes wasn’t passing 
basic cost-benefit analysis. It was, frankly, 
a pain. In February 2012 the management 
team had to make a call—either get the 
next revised printing under way, with all 
the work that would entail, or bring the 
print edition to an end. We chose the latter.

Today Encyclopædia Britannica is grow-
ing on all measures: revenue, margins, staff, 
content, and reach. We must be ready to 
adapt and quick to innovate; we must stay 
attuned to new challenges that could dis-
rupt our business; but we no longer have 
a stake in the old education model of text-
books and printed classroom curricula. We 
are creating new digital solutions for math 
and science and in support of the Common 
Core State Standards. Here the entrenched 
players will get disrupted, not us.

There are no guarantees, of course, but 
I’m confident in Encyclopædia Britannica’s 
ability to endure in the digital age. That’s 
because our people have always kept the 
mission separate from the medium, which 
has allowed the company to handle one 
competitive threat after another. As long 
as I’ve been here, I’ve felt that my job was, 
first, to honor this deeply held sense of mis-
sion and to develop and apply business de-
cisions that support it.

Even now, a year after the last bound 
volumes of the Encyclopædia Britannica 
were sold, people ask if we would recon-
sider and perhaps print limited editions 
as a kind of iconic collector’s item. The an-
swer is no. We don’t want to be like an old 
actor trying to hold on to his youth. You get 
on with the times, and our times are digi-
tal. Some people may be nostalgic, but it 
makes no sense for us to print books. As an 
organization, we’re over it. 

HBR Reprint R1303A

In 1990 the company’s overall business peaked, with its door-to-door sales force 
selling more than 100,000 units in the United States. A year later the sales model 
began to break down.

Sales of Encyclopædia Britannica’s Bound Volumes

Instead of getting mired 
in a competition with 
Wikipedia, we focused 
on editorial quality.
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2. Platform
• Firm platform: a set of subsystems and interfaces that form a 

common structure from which a company can efficiently develop 
and produce a stream of derivative products (corresponds to 
modularization)
• Supply chain platform: extension of the internal platform concept 

to the entire supply chain that supply intermediate products or 
components to the platform leader or the final product assembler 
(that will produce a stream of derivative products)
• Industry platform: 

• (INNOVATION) The platform serves as a technological foundation upon 
which other firms develop complementary innovations

• (TRANSACTION) The platform serves as an intermediary for direct 
exchange or transactions, subject to network effects.



Platforms: FIRM and SUPPLY CHAIN level

• Create the preconditions for derivative offerings 
that can be developed faster and at minor costs

• Typical of software houses







Now find the differences…



2. Platform
• Firm platform: a set of subsystems and interfaces that form a 

common structure from which a company can efficiently develop 
and produce a stream of derivative products (corresponds to 
modularization)
• Supply chain platform: extension of the internal platform concept 

to the entire supply chain that supply intermediate products or 
components to the platform leader or the final product assembler 
(that will produce a stream of derivative products)
• Industry platform:
• (INNOVATION) The platform serves as a technological foundation 

upon which other firms develop complementary innovations
• (TRANSACTION) The platform serves as an intermediary for direct 

exchange or transactions, subject to network effects (Uber, 
AirB&B, Amazon,…)





A possible typology of Industry Platform
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particularly important to external innovation as it 
determines who will typically control the direction 
of technology development, the income streams 
and the end-customer relationship (and, conversely, 
how much autonomy is enjoyed by the external in-
novators). With the who-sells-to-whom distinction 
in mind, platform business models can be divided 
into three categories: integrator, product and two-
sided15 (see “Three Platform Business Models”).

In the integrator platform model, the platform is 
wedged between external innovators and custom-
ers. In other words, the platform’s owner sells to 
customers, conferring upon the company a rela-
tively high degree of control. For example, by 
inserting itself between iPhone software developers 
and consumers, Apple is able to monitor and directly 
control transactions with customers, taking 30% of 
revenues. The company is also in a position to shape 
development, for instance, by vetoing applications 
that it considers to be “off-brand” or otherwise unde-
sirable. Moreover, Apple’s iTunes Store is itself a 
means of regulating and “owning” interactions with 
iPhone users. Given this position of considerable 
power, Apple could, in theory, go even further by as-
suming outright possession of externally developed 
innovations (that is, taking 100% control of the in-
come stream) or by dictating technical specifications 
while directly integrating software into the iPhone, 
thus acting as a systems integrator.16 (This was, in 
fact, Apple’s original strategy.)

Companies have less control with the product plat-
form model, in which external innovators build “on 
top” of a foundation technology and then sell the re-
sulting products to customers. The platform owner 
might directly contract with the external innovators 
and have some additional control over them through 
the technical design of the core technology, but it is the 
external innovators (and not the platform owner) 
who directly transact with the end-users. Thus, the ex-
ternal innovators typically have more control than 
they would in the integrator business model. They 
generally have, for instance, greater freedom to set 
prices and to retain the residual rights of control over 
their technical developments, thus providing them 
with more entrepreneurial autonomy. Consider Gore-
Tex, a waterproof and breathable fabric developed by 
W.L. Gore & Associates Inc. More than 89 companies 
have licensed the core technology and brand to create 

hundreds of products for a variety of applications, in-
cluding outerwear, shoes and medical implants. 
Similar to Intel Corp.’s “Intel Inside” strategy for its 
microprocessors, Gore provides the core technology 
(and rules for its use), and the licensees innovate on 
that platform and sell their applications to customers.

In the two-sided (or multisided) platform model, 
external innovators and customers are free to transact 
directly with one another as long as they also affiliate 
with the platform owner. In such cases, the platform 
facilitates the transactions and interactions between 
the two parties, although the external innovators do 
not need to interact directly with the platform owner 
during the design, development and manufacturing of 
a new product. Nevertheless, the platform owner can 
still impose some degree of control over external in-
novators by, for instance, issuing to them various rules 
and regulations as a condition for their affiliation.17 
Users of Facebook.com, the social networking Web 
site, for example, interact directly with third-party ap-
plications (called “widgets”) that might reside on a 
separate technical infrastructure even though the in-
teractions are enabled by the Facebook platform. Here, 
external innovators are free to determine the revenue 

THREE PLATFORM BUSINESS MODELS
When a company opens up its product to outside innovation, the product 
becomes a platform. To generate revenues from that platform, executives 
need to think about what type of business model makes the most sense. 
In the integrator platform model, the company incorporates outside innovations 
and sells the final products to customers. In the product platform model, external 
innovators build “on top” of the platform and sell the resulting products to 
customers. Finally, in the two-sided platform model, external innovators and 
customers are free to transact directly with one another as long as they also 
affiliate with the platform’s owner. For examples of each type of business 
model, see “Examples of Alternative Platform Business Models,” p. 74.

Customers

High Autonomy
of External Parties

High Control
by Platform

Integrator
Platform

Product
Platform

Two-sided
Platform

External
Innovators

Platform

Platform Platform

Customers Customers

External
Innovators

External
Innovators

Source: Kevin J. Boudreau and Karim R. Lakhani (2009), “How to 
Manage Outside Innovation”, Sloan Management Review, Vol. 50, N. 4

Where would you put GoreTex; Innocentive and the AppStore?



Industry platforms
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TO APPRECIATE THE important role that outside innovators can play, look no further than 
Apple Inc.’s wildly successful iPhone. Thousands of external software developers have written com-
plementary applications for the iPhone that have greatly enhanced its value, transforming the 
product into a blockbuster that has become the center of a thriving business ecosystem. Of course, 
the fundamental concept of “open innovation”1 — relying on outsiders both as a source of ideas and 
as a means to commercialize them — is hardly new, but companies have struggled with precisely how 
to open up their product development to the external world. For starters, many executives have little 
idea how to motivate and manage outside innovation. Specifically, should external innovators be 
organized as a collaborative community or as a competitive market?

Collaborative communities are perhaps best known through the Linux Foundation’s Linux and through 
other open-source software efforts that are governed loosely by social norms and “soft” rules to encourage 
open access to information, transparency, joint development and the sharing of intellectual property. A 
remarkable aspect of communities is that members are often willing to work for free.2 Competitive mar-
kets are strikingly different. Rather than 
collaborating, external innovators in a market 
will develop multiple competing varieties of 
complementary goods, components or ser-
vices. Customers then choose from among the 
different offerings. The classic example here is 
the multibillion-dollar video game industry, 
where companies (Nintendo Co., for exam-
ple) develop a hardware console (Wii) and 
encourage third-party businesses to write 
game software for that platform. In a mar-
ket, external innovators are busy focusing on 
their own economic interests, which often 
results in fierce competition — and little co-
operation — among them.

O P E N  I N N O VAT I O N

How to Manage 
 Outside Innovation
Should external innovators be organized in collaborative 
communities or competitive markets? The answer depends 
on three crucial issues.
BY KEVIN J. BOUDREAU AND KARIM R. LAKHANI 

THE LEADING 
QUESTION
Should compa-
nies organize 
outside innova-
tion through 
collaborative 
communities 
or competitive 
markets?
FINDINGS
�Communities are 
useful when an in-
novation problem 
involves cumulative 
knowledge, continu-
ally building on past 
advances. Markets 
are effective when 
an innovation 
problem is best 
solved by broad 
experimentation.

�In general, commu-
nities are more ori-
ented toward 
the intrinsic motiva-
tions of external 
innovators (the 
desire to be a part 
of some larger 
cause, for instance), 
whereas markets 
tend to reward 
extrinsic motiva-
tions (such as 
through financial 
compensation).

The Linux Foundation and Medtronic Inc., a manu-
facturer of medical devices, rely heavily on outside 
communities (of software developers and physi-
cians, respectively) for their product innovations. In 
contrast, W.L. Gore & Associates Inc., the developer 
of Gore-Tex, a waterproof and breathable fabric, de-
pends on an external market of innovators.

GORE-TEX: waterproof 
and breathable fabric 

developed by W.L. Gore 
& Associates Inc. 

APP-STORE



• BANKS  => Platforms for Fintech companies and services
• INSURANCE COMPANIES => From covering risks to providing 

wellness at 360° through external providers
• AIR TRAVEL => Platforms for hotels, insurance, car rental + 

Fidelity cards
• ONE STOP SHOP STRATEGY!

Next in line? 
Car industry 
according to PWC
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Almost every industry is platformizing
causing deep business model changes
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WHY ARE PLATFORM STRATEGIES SO 
EFFECTIVE? 

$
ECONOMICAL 

LOCK-IN
Past investments in 

a platform or 
accumulated 

advantages from the 
use of a platform

TECHNOLOGICAL 
LOCK-IN
Use of 

complementary 
technologies and 

services that make 
difficult to unlock and 
to switch to another 

platform

PSYCOLOGICAL 
LOCK-IN

Learning time and 
effort, easiness to 
use of a platform



AND WHEN IT HAPPENS?

• “Jump on the bandwagon” strategy. 
Simply use existing and "winning" platform

• “Embrace-and-extend” strategy. 
Embrace existing winning platforms, as far as 
they go, but then extend them with proprietary 
features.

• Create new/alternative platforms strategy.
Join forces if possible

• Avoid platforms (strategy or desperation?)
Niche market solution



From Platform to (Digital) Ecosystems

R
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3. Solutions 
Create integrated and customized offerings that 

solve end-to-end customer problems  



What’s the conceptual difference between a 
servitization strategy and a “solution”? 

Can they overlap?



The case of DANIELI
• http://www.danieli.com/en/worlwide/turnkey-plants.htm#

http://www.danieli.com/en/worlwide/turnkey-plants.htm


4. Customers
A) Discover unmet customer needs 
B) Identify new customer segment
C) Innovate in the positioning



• ReD has some curious methods. It hires ex-academics, largely anthropologists 
and ethnologists, to study customers’ motivations intimately. ReD trained a 
group of Adidas design staff in basic techniques, and sent each of them to spend 24 
hours with a customer: to have breakfast, run and do yoga with them, and find out 
what made them exercise […] The company had assumed that most customers 
were training to be good at specific sports; in fact for many, fitness itself was 
their “sport”. 

• Spending weeks with both the professional and amateur divisions of Bayern Munich 
football club, ReD’s researchers asked not how long the studs on their boots should 
be, but what would determine the success of a footballer in ten years’ time. 
They learned that top European clubs had all become proficient at teaching the 
necessary skills. The thing that could not be taught, and could only to a small 
extent be trained, was speed. So Adidas adapted one of its track shoes into an 
exceptionally light football boot. When released in 2010 it became an instant 
hit—and it scored far and away the most goals in that year’s World Cup.

“The Adidas Method. THE ECONOMIST. August, 24th 2013 

A) Discover unmet customer needs



A key theoretical framework: the “Jobs To Be 
Done Theory”
• “What [FIRMS] really need to home in on is the progress that the 

customer is trying to make in a given circumstance—what the 
customer hopes to accomplish. This is what we’ve come to call 
the job to be done.”

• “When we buy a product, we essentially “hire” it to help us do a job. 
If it does the job well, the next time we’re confronted with the same 
job, we tend to hire that product again. And if it does a crummy job, 
we “fire” it and look for an alternative.”

• “The fundamental problem is, most of the masses of customer data 
companies create is structured to show correlations: This customer 
looks like that one, or 68% of customers say they prefer version A to 
version B. While it’s exciting to find patterns in the numbers, they 
don’t mean that one thing actually caused another. And though it’s 
no surprise that correlation isn’t causality”

SOURCE: Know Your Customers’ “Jobs to Be Done” by Clayton M. Christensen, Taddy Hall, Karen 
Dillon, and David S. Duncan – HBR September 2016
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B) Identify new customer segment…

… to increase the potential market. The use of 
segmentation techniques can be beneficial:

- DEMOGRAPHICS (Age, Sex, Marital Status, 
Income, Education,  Culture, etc.)

- BEHAVIORAL (Benefits, Usage rates, etc.)
- GEOGRAPHICS (Local, Regional, National, 

International)
- PSYCOGRAPHICS (Personality, Values, 

Attitudes, Lifestyles, etc.)



C) Innovate the market positioning
…to meet more promising and profitable segments

PRICE

QUALITY
(perceived)

Brand 1
Brand 2

Brand 3 Brand 4
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5. Customer Experience
Redesign customer interactions across all touch points and 
all moments of contact



6. Value Capture
Redefine how the company gets paid OR create 

(additional) innovative revenue streams

First
Business

Premium Economy
Economy

Discounted

Additional revenue streams     New pricing strategies



“Razor and Blades” Revenue Model (RM)

• A complete product is composed 
by one main item (Razor) with 
one or more complimentary 
items (Blades)
• The main item (Razor) is given 

for free or sold at a very low 
price
• The complimentary items 

(Blades) are highly priced and 
require replacement after some 
uses



Could you name other industries where 
the Gillette's Razor and Blades RM has 

being applied?

What about an INVERSE Razor and Blades RM?
(main ITEM highly priced, complementary items cheap)



The “Freemium” RM

FREE:
Feature limited 
Capacity limited

Number of users limited
Effort limited 

Support limited 
Time or bandwidth limited

Storage Space Limited

PAY TO UNLOCK ALL THE ABOVE

FREE PREMIUMFREEMIUM



A fast-expanding revenue model beyond the 
gaming industry

Source: http://bmtoolbox.net/patterns/freemium/
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https://s29.q4cdn.com/175625835/files/doc_financials/2021/AR/2021-Spotify-
AR.pdf 

ANNUAL REPORT (F.Y. 2021) HERE:

Premium Subscribers (end 2021): 180 millions
Ad-supported listeners (same): 236 millions

Our ability to grow depends on 
[….] attract new users, retain 
existing users, and convert 
users of our Ad-Supported 
Service (“Ad-Supported 
Users”) to subscribers to our 
Premium Service (“Premium 
Subscribers”) 
Source: Spotify 2020 Yearly 
Report

https://s29.q4cdn.com/175625835/files/doc_financials/2021/AR/2021-Spotify-AR.pdf
https://s29.q4cdn.com/175625835/files/doc_financials/2021/AR/2021-Spotify-AR.pdf
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Free (and premium) business models 
and the “1 penny effect”

PRICE

DEMAND

0£ 0,01£
1£



PROS CONS
REDUCE ADOPTION BARRIER (MORE 
PROSPECT CLIENTS USING YOUR 
PRODUCT)

ALSO FREE USERS MAY NEED 
SUPPORT (NOT FOR FREE FOR YOUR 
BUSINESS)

EASIER TO CREATE A LARGE (FREE) 
USER BASE

CONVERTING FREE USERS MAY 
INVOLVE SUBSTANTIAL COSTS

DIFFERENTIAL PRICING (FREE USERS 
CAN BECOME LESS FRUGAL AND BUY 
AT LEAST SOMETHING THAT IS MORE 
THAN 0)

REVENUES (advertising) HARDLY 
COVER THE COSTS OF USE OF FREE 
USERS

57

Pros and cons to consider before applying 
a freemium strategy…



Not easy, but not impossible
• Up-selling, of course (unlock features)
• Target2Target: invite advertisers to target your users
• Sell intelligence about users’ behaviours to other players in 

the industry or outside.
• Build a community from the users and leverage the 

community to provide some services, like personalized 
support (like Apple community and first-level support).
• Sell your platform logic to other players in the industry or 

outside
• Donations

58

Is it possible to monetize FREE USERS?



7. Process
Redesigning core operating processes to improve efficiency and 
effectiveness  
• Production processes
• Increase efficiency and reduce lead time (ex: Toyotism; Lean 

Manufacturing) 
• Reduce costs: (ex: Automation and Robotics)
• Improve quality (ex: Zero defects; Six Sigma)
• Etc.

• Knowledge intensive processes
• 3D and multi-dimensional design
• Simulation Software
• AI based solutions
• Etc.



8. Organization

Redefine the way a firm is structured, teams are organized, 
duties and responsibilities are spread across people

Typical examples include a functionally-organized company that 
adopt a divisional structure or a company that lighten its 
structure by reducing hierarchical levels (but increasing the 
span of control)





THE ORGANIZATIONAL SIDE OF GLOBAL INNOVATION
62

SPECIALIZATION-BASED
MODEL

Firms develop global centers of 
excellence in different fields, which are 
globally responsible for the development 
of a specific product/process/ technology

INTEGRATION-BASED
MODEL

Different units around the world each 
contributes to the development of 

technology projects

IND
PRC

US



SPECIALIZATION-BASED MODEL

ADVANTAGES:
+ critical mass of human and 
financial resources and 
knowledge is easily achieved
+ coordination is easier
+ specialized research units can 
be allocated in global innovation 
cluster

RISKS:
- global centers too much isolated 
(difficult to govern) and far from 
emerging needs in the market

INTEGRATION-BASED 
MODEL

ADVANTAGES:
+ rely on different cultures, 
capabilities and international 
perspectives on the same 
subjects
+ encourage competition 
among centers

RISKS:
- higher coordination costs 
- duplication and inefficient 
use of scarce resources risks



9. Supply Chain
Think differently about sourcing and fulfillment.

64

…and “fast-fashion”: from design to retailing 
in 3 weeks

From

…and a “captive”  (arm-lengths) 
subcontracting system to…



10. Presence
Create new distribution channels or innovative points of 
presence (can overlap with experience) Shop-in-shop vs.

Shop-corner



11. Networking
Create network-centric intelligent and integrated offerings

ARTIST and DESINGERS 
COMMUNITY (2K) CONSUMERS (2.4 M)

Companies as “Network Orchestrators” or also 
“Empty companies” which main activity (“key 

activity”) consists in orchestrating external 
information, data and logistic streams while 

the main resource (“key resource”) is the 
network itself



12. Brand
Leverage a brand into new domains



Innovation types

• Incremental vs. Radical innovation
• Component vs. Architecture innovation
• Discontinuous innovations
• Disruptive innovation



Incremental vs. Radical innovation

• Incremental innovations refer to day-to-day changes 
(marginal improvements in products or optimizations 
in production processes). They develop over “solid 
basis” (already existing products or processes).

• Radical innovations represent a radical step change in 
a product or process. 



New? Not New? Radically new? Who decide?

• There are not objective or standardized measure for 
determining the degree of novelty of an innovation

• If related to product and positioning, well “novelty is 
very much in the eye of the beholder”. Consumers 
have different perspectives

• If related to process and business model, we normally 
refer to a "radical" innovation as a complete new way 
to organize the operations and the business as a 
whole



About radical innovations

• Radically new products are more frequent than radical 
changes in production processes

• Radical process innovations generally take more time 
to spread (think at Toyotism and Lean Production!). 
However they normally have a longer life (than 
products) because they involve assets and knowledge 
that will be applied to multiple products
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DISCONTINOUS INNOVATIONS
• Technological innovation normally develop along predictable trajectories
• Discontinuous innovations represent a rift in such trajectories that change 

the “rules of the game” for all the companies and can force incumbents 
to revise their business model to avoid competitive irrelevance



http://www.visualcapitalist.com/rising-speed-technological-adoption/

The pace of DISCONTINOUS INNOVATIONS 
is accelerating



Sources of discontinuity: 

• New market segments (i.e. Emerging markets and specific needs)
Build a dashboard for analyzing systematically markets trends (i.e., through industry 
reports) and competitors (be aware of their moves ASAP) systematically and discuss 
periodically such trends

• New technologies (i.e. Superefficient wind turbines for domestic energy production)
Encourage curiosity, Read, remain informed about new technologies (i.e. MIT Tech 
Review; Books)

• New political rules / A shift in regulatory regimes 
(i.e. EC reduction of CO emissions for the Car Industry; Ban to diesel-fueled cars 
circulation; Incentives to adoption of clean technologies)
Follow preparatory works. Prepare in advance and lobby. Then look at them as 
innovation opportunities, not constraints

• New consumers’ behaviors (i.e. Environmental conscious consumers)
Monitor consumers’ trends and behaviors (i.e., Management journals, Industry 
reports) to be informed about emerging trends

• New business models (i.e., Google NEST)
Look with curiosity at emerging business models, especially outside your industry. Use 
analogy to understand whether something similar could ever happen in your industry.



• If you are an Incumbent 
• In the short-term: adopt a wait-and-see behavior; limit the 

“sailing ship effect” through price tactics
• In the long-term: shift to the winning technological trajectory 

(also through M&A and JV)

• If you are a new comer
• In the short-term: gain as much market share as possible
• In the long-term: prepare for tough competition coming from 

“converted” incumbents. Consider M&A or JV

AND WHEN IT HAPPENS?



Component vs. Architecture innovation

• Architecture: products composed by a multitude of 
components and sub-components

• Most common sit.: Innovation processes at lower levels 
(component and subcomponents) are constrained by 
innovation processes at the Architecture level

• Less common sit.: 
component innovation -> architecture innovation



FIAT Panda Suppliers (first level)



Disruptive Innovation
• Disruptive innovation is a term coined by Clayton Christensen, that 

describes a process by which a product or service takes root 
initially in simple applications at the bottom of a market and then 
relentlessly moves up market, eventually displacing established 
competitors



Examples of disruptive innovators



AND WHEN IT HAPPENS?

• Going up and up (being aware of the “quality trap”)
• Repositioning down
• Dual positioning strategy (even through M&A)

How do we define the type of innovation needed 
and Why this is important?

Definitions: Disruption X Sustaining Innovation
Disruption:

• Low-end customers with a 
“good enough” product.

• New-market 
footholds, disrupters create a 
market where none existed.

Sustaining (Focus on most 
profitable customers):

• Incremental advances;

• Major breakthroughs;  

5

• Servitize the business 
• Provide “solutions” to your 

clients

• Join forces 
(also with competitors)



A classic on disruptive innovation

…plus some recent 
development


