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Innovation and competitive advantage

“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.



What drives the competitiveness of a firm?
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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:

 «[l]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
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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., Poto¢nik, K. & Zhou, J., 2014. Innovation and Creativity in Organizations. Journal
of Management, 40(5), pp.1297-1333.



The interactionist theory of Creativity and
Innovation
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An Interactionist Model of Organizational Creativity
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Legend:
A = Antecedent Conditions K Knowledge Gecomp = Group Composition
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CS = Cognitive Style/ SI = Social Influences Gproc = Group Processes
Abilities CI = Contextual Influences 5
P = Personality &

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 12 sides of

INNOVATION

Networking

PRESENCE
(WHERE)

Supply
Chain

Organization

Brand

OFFERINGS
(WHAT)

PROCESSES
(How)

Platform

Value

Capture

Solutions

CUSTOMERS

(WHO)

Customer
Experience

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

Dimension Definition

Offerings Develop innovative new products or
services.

Platform Use common components or building
blocks to create derivative offerings.

Solutions Create integrated and customized offerings
that solve end-to-end customer problems.

Customers Discover unmet customer needs or

identify underserved customer segments.

Customer Experience

Redesign customer interactions across
all touch points and all moments of
contact.

Value Capture

Redefine how company gets paid or
create innovative new revenue streams.

Processes

Redesign core operating processes to
improve efficiency and effectiveness.

Organization

Change form, function or activity scope
of the firm.

Supply Chain

Think differently about sourcing and
fulfillment.

Presence

Create new distribution channels or
innovative points of presence, including
the places where offerings can be
bought or used by customers.

Networking

Create network-centric intelligent and
integrated offerings.

Brand

Leverage a brand into new domains.



An application of the model to the wine sector

New grapes

New organizational =Product-Oriented

P2,5 practice == Marketing-Oriented

New distributors in the|_ "
local market

New distributors in the90 o —
foreign market

New markets

Source: Bortoluzzi, Venier, Balboni, De Luca, 2014, “Innovation scope and the
performance of the firm. Empirical evidence from an ltalian wine cluster” in Christiansen
B. (2014), Handbook of Research on Global Business Opportunities
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1. Offering

CORE BENEFITS

Price
Shape
Design
Function
Packaging
Modularity
Openess...

EXTENDED BENEFITS

Pre-sales advice
Personalization

Post-sales customer services
Insurance

Terms of payment

Each benefit can become the (Brand) ...
pivotal element of an innovation
strategy bringing to differentiation



CORE BENEFITS

Price
Shape
Design
Function
Packaging
Modularity
Openess...

Pre-sales advice

Personalization

Post-sales customer services u
Insurance

Terms of payment

(Brand) ...

EXTENDED BENEFITS ?

LET'S TRY TO DIFFERENTIATE
A SIMPLE PRODUCT



Even a breaking system has extended benefits!

CORE BENEFITS

Price
Shape
Design
Function
Packaging
Modularity
Openess...

EXTENDED BENEFITS\

Pre-sales advice
Personalization

Post-sales customer services
Insurance

Terms of payment

(Brand) ... j




@ &
Miele ==<o
technology with style

Anything else is a compromise
i T \

PRICE

SHAPE

DESIGN

FUNCTION
PRE-SALES
POST-SALES
WARRANTY

TERMS OF PAYMENT
BRAND

Where will you focus if you were the Innovation Manager of Miele or Beko or SMEG?



What are you buying here?

-




‘ He car m!ustry IS |ar a“ea! INn terms O| service

infusion strategy”

ASSURED FUTURE VALUE

CUSTOMIZATION

s WARRANTY EXTENSION

NEW GOLF ENTRY LEVEL

SCHEDULED MAINTENANCE PLAN

"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" Source: Michael Cusumano (Staying Power)

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



What are “products” really?
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Levitt Theodore (1960):

“when customers buy 1/4 inch drills what they
really want are 1/4 inch holes”




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)

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



A (current?) trend: the servitization of products




ENCYCLOPADIA BRITANNICA

°>100,000

S

Sales of Encyclopadia Britannica’s Bound Volumes -

e

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.

80,000
UNITS

60,000 .
1993: 1994: EB on the 1999: Free, 2000: Learning 2012: Last
Microsoft web and CD-ROM ad-supported portal for K-12 print sets
publishes online encyclo- launched
Encarta pedia launched
“0.000 1996: Door- 2001: |
to-door Wikipedia
sales force launched.
dismantled ‘
20,000
1990 1995 2000 2005

J.Cauz, “Killing of a 244-Year-Old Product”
Harvard Business Review, March 2013
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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)



e
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
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COST SAVINGS g FCA

Industrial rationalization delivers cost savings of ~€10B over Plan period BALOCC - JUNE 1 2018

BALOCCO - JUNE 1, 2018

2018 - 2022 COST SAVINGS

Manufacturing efficiencies Manufacturing Purchasing efficiencies

efficiencies

* Higher volume of common
components from increased
architecture sharing

» Continued focus on World
Class Manufacturing

* Emphasis on process and
quality improvements * Focus on cost reduction
through digital Purchasing processes as number of
manufacturing initiatives SR architectures is reduced

ARCHITECTURE CONVERGENCE

2017 2022E
% of total volume from top 5 architectures ~60% ~80%
Total number of architectures 16 12




VOLKSWAGEN

©Significant Competitive Advantages From Modular Toolkit Strategy

Technical concept Financial Elements

Introduction of Introduction of
Previously = modular =» modular toolkit Reduction targets from MQB1.2
strategy strategy
gy y-. Unit costs ~ 20%
Body Platform Module
)
D
Cc
A1\ | One-off expenditure ~ 20%
Y (Synergies)
Ao Y s e VA
A0O 0
9" 7 " Engineered =~ ~ 30%

Vehicle-specific Vehicle-specific

Body hours per vehicle I

|
|
g ___________ v
j ‘V O\o 0
o
Platform Platform - N @ S Significant weight and

emission reduction

Modularisation enables standardisation with visible customisation ‘

' MQB: Modularer Querbaukasten
2 Reduction targets illustrate benefits from MQB implementation
Source: Volkswagen Group 13



Find the differences...




2. Platform

* 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,...)



BASIC PLATFORM TYPES

o
Snapchat

)
Instagram

®
Twitter

Q
Airbnb

®
JD.com

Transactions

o
LendingClub

TRANSACTION
PLATFORMS
9 [8)
Baidu Apple App Store
. e
° Pinterest
Match.com °
Google Play
O
Linkedin
Windows Store
o
8]
Rakuten Steam
8]
° Salesforce Exchange
Alibaba
[8)
Facebook Social Network
[ ] o
Uber WeChat

O
TripAdvisor

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

[¢)
Amazon Marketplace

In the quest for competitive advantage, companies are combining transaction and innovation platforms into a hybrid model.

INNOVATION
PLATFORMS

O
AppleiOS

° ARIVrCPU P
Google Android IBM Watson

o
Sony PlayStation ®
Microsoft Azure Nintendo

@
GE Predix
Steam ﬁlachine
Q
Intel CPU

o
Force.com

o
SAP NetWeaver

o
Facebook for Developers

o
° Qualcomm Brew
WeChat APIs

[
Amazon Web Services

Innovations

The platform serves as a technological foundation upon
which other firms develop complementary innovations.

SOURCE: THE BUSINESS OF PLATFORMS: STRATEGY IN THE AGE OF DIGITAL COMPETITION, INNOVATION, AND POWER (HARPER BUSINESS, 2019)



A possible typology of Industry Platform

Integrator
Platform

External
Innovators

Platform /

Customers

High Control
by Platform

Product Two-sided
Platform Platform
Platform / \ Platform
External
Innovators
External
Customers Innovators Customers
High Autonomy
of External Parties

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

Moisture

e U EBEBEIETRE

-@laaaal&lun

g -@wﬁﬁﬁﬁﬁﬁwﬁﬁ

SPEY T EFETEEL:
"""" APP-STORE

ro Shel|

GORE-TEX: waterproof

and breathable fabric OV W

developed by W.L. Gore P,
& Associates Inc.

INNOCENTIVE
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Almost every industry is platformizing

causing deep business model changes

« 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 is becoming more diffused also
because of that. But what is a ONE STOP SHOP STRATEGY?



WHY ARE PLATFORM STRATEGIES SO

EFFECTIVE?

o

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

N
5
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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
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CUSTOMERS

The Age of Continuous
Connection

by Nicolaj Siggelkow and Christian Terwiesch

FROM THE MAY-JUNE 2019 ISSUE



‘COMPETING

ON
PLATFORMS

Companies must find new competitive strategies to

succeed on dominant internet platforms.
BY DONATO CUTOLO, ANDREW HARGADON, AND MARTIN KENNEY




-
3. Solutions

Create integrated and customized offerings that
solve end-to-end customer problems

CONTRACT




What'’s the conceptual difference between a
servitization strategy and a “solution”?
Can they overlap?



A) Discover unmet customer needs
As
didas

- 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 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



Knowdour
Customers’
“JobstoBeDone”

Is innovation inherently a hit-or-miss endeavor? Not if
you understand why customers make the choices they do.
BY CLAYTON M. CHRISTENSEN, TADDY HALL, KAREN DILLON, AND DAVID S. DUNCAN




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

QUALITY
(perceived)

Brand 3 Brand 4

Brand 2
Brand 1

PRICE
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5. Customer Experience
Redesign customer interactions across all touch points and
all moments of contact

Commodity

Graphic: BusinessWeek, 2005
Source: Pine and Gilmore, The Experience Economy, 1999
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6. Value Capture

Redefine how the company gets paid OR create
(additional) innovative revenue streams

Additional revenue streams New pricing strategies

First

Business

Premium Economy
Economy
Discounted




-
“Razor and Blades” Revenue Model (RM)

« A complete product is composec
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)



e
The “Freemium” RM

FREE FREEMIUM |} PREMIUM

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



ast-expanding revenue model beyond the
gaming industry

Freemium

Free Product

Customer type 1

Customer type 2

Business Model Toolbox

Source: http://bmtoolbox.net/patterns/freemium/



Spotify's net income/loss from 2009 to 2021 (in million euros)

-250

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
om0 il oot s AR oot a0 o Subscribers”)
o Addiionalinformatin:

Source: Spotify 2020 Yearly
Spotify Worldwide; 2009 to 2021; net loss attributable to owners of the parent
© Statista 2022 Report

Million euros

-1,000

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

ANNUAL REPORT (F.Y. 2021) HERE:
https://s29.g4cdn.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
https://s29.q4cdn.com/175625835/files/doc_financials/2021/AR/2021-Spotify-AR.pdf

Premium
Revenue

Cost of revenue
Gross profit
Ad-Supported
Revenue

Cost of revenue

Gross profit
Consolidated
Revenue

Cost of revenue

Gross profit

2021 2020 2019
(in € millions)

8,460 7,135 6,086
5,986 5,126 4,443
2,474 2,009 1,643
1,208 745 678
1,091 739 599

117 6 79
9,668 7,880 6,764
1,077 5,865 5,042
2,591 2,015 1,722




Free !an! premium§ Eusiness moae‘s

and the “1 penny effect”

DEMAND

O£ 0,01£



Pros and cons to consider before applying
a freemium strategy...

_____PROS CONS

REDUCE ADOPTION BARRIER (MORE ALSO FREE USERS MAY NEED
PROSPECT CLIENTS USING YOUR SUPPORT (NOT FOR FREE FOR YOUR

PRODUCT) BUSINESS)
EASIER TO CREATE A LARGE (FREE) CONVERTING FREE USERS MAY
USER BASE INVOLVE SUBSTANTIAL COSTS

DIFFERENTIAL PRICING (FREE USERS REVENUES (advertising) HARDLY

CAN BECOME LESS FRUGAL AND BUY COVER THE COSTS OF USE OF FREE
AT LEAST SOMETHING THAT IS MORE  USERS

THAN 0)



I
s it possible to monetize FREE USERS?

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



/. 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
- Al based solutions
- Etc.



-
3. 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)



Alphabet

Providing super-fast
Internet

Fights age-related
disease

Google Capital

Funding for
‘bold new companies™

Invests In long-term
tech trends

“Smart home™
products Android Apps

Graphic: CNNMoney; Source: Company filings



THE ORGANIZATIONAL SIDE OF GLOBAL INNOVATION

SPECIALIZATION-BASED INTEGRATION-BASED
MODEL MODEL
Firms develop global centers of Different units around the world each
excellence in different fields, which are contributes to the development of
globally responsible for the development technology projects

of a specific product/process/ technology

me | m

B
BN



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.

Sl UNITED COLORS
OF BENETTON.

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

/ARA

...and “fast-fashion”: from design to retailing
iIn 3 weeks




10. Presence

Create new distribution channels or innovative points of

presence (can overlap with experience) Shop-in-shop vs.
Shop-corner

>} Whirlgool

CORPORATION



- 00000000
11. Networking

Create network-centric intelligent and integrated offerings

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

T |

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

\/?rsin Active Health Clubs

%

aLacTiC vifgin{;«i;;




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.



- 00000000
New? Not New? Radically new? Who decide?

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

Il(

- 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



I T —
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

discontinuity

Performance / Value offering

Effort / Time

Figure 4. Discontinuity brought on by disruption and “jumping the curve™

Source: http://innovisio.blogspot.com/2012/12/capturing-opportunity-in-disruption.html



e
The pace of DISCONTINOUS INNOVATIONS

Is accelerating

100% - Power steering
Microwave
~* « Cellular phone
- Internet
80% - Computer
- Microcomputer
¢ - Smartphone usage
- Social media usage
60%
- Tablet
40%
- Podcasting
20%
0%
1951 1960 1970 1980 1990 2000 2010 2016

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



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.



I
AND WHEN IT HAPPENS?

- 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



e
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
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FIAT Panda Suppliers (first level)

TRANSMISSION
ThyssenKrupp
Germany
FUEL INJECTORS

Bosch Germany,
Magneti Marelll
Italy

GEARBOX

Flat Power Train
Italy

DIFFERENTIAL GEAR

GKN
UK
AXLE SHAFT
GKN
UK
WIRING

Cablelettra
Italy

RADIATOR

Valeo
France

HEAD LAMPS;
FOG LIGHTS

Automotive
Lighting
Italy

AIR CONDITIONING INSTRUMENTS ~ SEAT BELTS SEATS
Denso Magneti Marelll | |TRW Johnson Controls
Japan Italy United States United States / MOBILE GLASS ROOF
DASHBOARD AIR BAGS gebasto
Ergom TRW _gt™ A SIDE WINDOWS
ltaly |  United States £5sufi® Pilkington
CAR RADIO o ' ' UK
Bosch BACK WINDOWS
Germany = Pllkington
| BACK LIGHTS

Automotive Lighting

WINDSHIELD | ; o
Pilkington Rl ¢ g | 5 % PARK PILOT
Bosch
Germany
MUFFLER
Magneti Marelll
Italy
EXHAUST SYSTEM
Magneti Marelll
Italy
REAR SUSPENSION
Magneti Marelll
Italy
Fergat, [TIRES SHOCK ABSORBERS
o LOCKS sPeedlunle gomlnental Monroe
al Intier taly Germany United States
¥ FRONT SUSPENSION |y | DOORS HELICOIDAL SPRINGS
#POWER BRAKES Magneti Marelll States |Lear Visteon
Bosch ltaly United States United States
S ) Germany INTERNAL DOOR PANELS
St POWER STEERING Plastal
CALIPER PISTONS | DISC AND DRUM BRAKES Delphi Italy
United States

Bosch | Brembo
Germany | ltaly

Note. Reprinted courtesy of AUTO magazine.
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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
-~

Performance
X
e

Time



Examples of disruptive innovators

- a airbnb

WIKIPEDIA

The Free Encyclopedia

=k
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AND WHEN IT HAPPENS?

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

e 4 ° Servitize the business
of t em?‘;p«mt
* Provide “solutions” to your

clients

« Join forces
T 4 ‘ (also with competitors)

. A
Higher

PRODUCT
PERFORMANCE



A classic on disruptive innovation

THE CLASSIq BESTSELILER

“Absolut, i

ayton Chri;

stensen provides an insightful analysis

'¢¢ to a company’s future success,”

mberg Financial Markets, and mayor of New York City

THE
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Dilemma Harvard *

]

The R Business
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everrgl begins
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...plus some recent
development



