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1) Strategies answer 3 key questions

a) How do we create value

b) How do we capture value

c) How do we deliver value

2) Why have strategy? 

a) To make choices, a strategy tells us what not to do

i) Over commitment destroys productivity

(1) Average value-added per engineer declines if more than 2 or 3 simultaneous projects

(2) Why is it so are to kill project 26

(a) Its very hard to kill projects without a strategy

(i) It’s a good project

(ii) Its Joe’s project

(iii)  Etc.
b) To be able to change it
i) Industries and products have life cycles

(1) The S curve & Discontinuity

(a) Ferment (typical success rate 5%)

(b) Take off

(c) Maturity

(d) Discontinuity (typical success rate 25%)

(e) Can use S curves at product, company & industry level

3) How shall we create value

a) Understand how technologies will evolve

i) Delphi models – good in trends, not concrete

ii) Analogy but be careful

iii) Trend extrapolation – good at takeoff

iv) Some trends are driven by technological exhaustion

(1) At maturity returns to effort fall dramatically e.g. Semiconductors
b) Understand evolution of markets

i) Use S curves here too

ii) Early adopter late adopter models

iii) Innovator’s Dilemma model

iv) Analyze space with 2D maps

(1) E.g. Taste vs. Perceived nutrition for candy and energy bars

v) Tools for understanding evolution of markets
(1) Small scale experiments

(2) Conjoint

(3) Direct customer contact

(4) Virtual products (on the web, Glen Urban @ MIT)

(5) Lead user research (Eric Von Hippel @ MIT)

c) Summary

i) Transitions may be driven by both major shift in technology and by major shifts in the nature of the customer and consumer needs and preferences

ii) In many industries it is critically important to explore and invest in both kinds of change

4) How shall we capture value?

a) How shall we make money?


i) Suppliers, Customers, Imitators and Inventor determine Inventor’s share

ii) 2D map of value captured vs. Value created shows differences among industries

b) Two key ideas

i) Uniqueness

(1) Sources of Uniqueness – use several 

(a) IP protection

(b) Secrecy

(c) Speed

(2) Uniqueness is powerful but difficult to maintain

ii) Complementary Assets

(1) Definition: those assets that allow a firm to make money even if an innovation is not unique

(2) If our innovations were instantly available to our competitors would we still make money?

(a) Brand

(b) Distribution channel
(c) Understanding customer applications

(d) Manufacturing plant

(e) Cash
(f) Installed base

(g) Services

(h) Geographically scope

(i) Etc.

(3) Two types

(a) Things you own – resources

(b) Things you can do – competencies

(4) Analyze complementary assets with 2D chart

(a) Tightly – loosely held vs. Possible – impossible uniqueness

iii) Uniqueness and Complementary assets change over the life cycle

(1) During ferment innovation and uniqueness very important

(2) At maturity complementary assets very important

iv) Managing discontinuity means managing complementary assets

(1) How do we apply our complementary assets to the new (disruptive) product or customer segment?

v) Summary

(1) Defend uniqueness if possible

(2) Build complementary assets in advance of competition

(3) At moments of discontinuity ask

(a) Are my complementary assets useful?
c) Shall we conform to open, public standards?
i) Where standards exist, markets may tip

ii) Not all markets tip e.g. UNIX vs. Windows

iii) Where network effects are strong, markets will tip

(1) Illustrate with 2D graph – probability of purchase vs. Share
iv) Where network effects exist but are not strong, markets may support more than one standard

(1) However, if one standard holds less than ~30% share, the market can tip

v) Analyze standards with 2D chart control is public/private vs. Access is close/open

vi) In public open standards markets, compete with soft standards

(1) Soft standards are superset standards

(2) Maintaining customer trust is critical

(3) Must be better than the public standard

(4) May be necessary to move the soft part to the public part over time

vii) Summary

(1) Not all markets tip, or move to a common standard: but as network effects become more and more important, more will

(2) Getting a private standard established in these kinds of works is likely to be increasingly difficult

(3) Use a soft standard to make money, but it requires sustained attention

(4) The alternative to the soft standard is to use complementary assets

5) How will we deliver value?

a) Coping organizationally with the discontinuities is the last great management challenge

b) The issue: how can one manage the core business and real growth in a new technology/market simultaneously?

c) Discontinuous innovation as a strategic problem – attack these first

i) It’s not going to happen – certainly not now.

ii) It will compete with our current products

iii) Our current customers don’t want it

iv) It will make less money

d) Discontinuities change as an organizational problem

i) Time horizons and incentives

ii) Fear for individual security

iii) Overload

(1) If you change, things may get worse before they get better

(a) Avoid being fired at the low point

iv) Competency traps

(1) E.g. Boeing is really good at making airplanes and no one wants airplanes to crash so there are many detailed and rigid procedures – this may not be right for the new era

(2) Stupidity is not useful diagnosis

v) Mental models 

(1) Depend on the point on the S curve

(a) Ferment – premium on flexibility, cross functional expertise etc.

(b) Take-off – more compartmentalization, mental filters

(2) A source of strength

(3) And weakness

(a) Denial (filters working too well)

(b) Problematic responses

(i) Panic

(ii) Overload & reuse of the old solutions

vi) Analyze organization challenges with 2D chart – entrepreneurial drive vs. Control and coordination
vii) What can be done?

(1) Make sure you understand the strategic problem

(a) How will we create and capture value over time

(2) Address the organizational changes

(a) Lead

(i) Build an ambidextrous senior team

1. Develop and communicate the strategy

2. Generate energy

a. Position discontinuity as a threat

i. Flirting with bankruptcy is very motivating

b. Position as an opportunity

i. Generate some small successes first, or

ii. Leap boldly with a new vision

3. Make decisions, allocate resources

4. Grapple with worse before better
(b) Structure

(i) Explore transitional and intermediate forms
(c)  Incentives
(i) Explain “what’s in this for me”

(d) Build and structure
(i) Lay the foundations for a new culture with new expectations

(ii) Balance entrepreneurial drive (energy) and coordination

(iii) Manage the structure to maximize drive and coordination

6) Actually Doing Strategy
a) Measure capacity, track resources

i) Measure resources

(1) Time tracking ( about 15% of room raised hand on this one)
(2) Use stacked bar where x axis is function (e.g. Design engineering) and y axis is resource usage. Bar stacks show allocation of time to different resources.  Show the “max” capacity
(3) Track resources

(a) Mountain Chart

(b) Watch for “bow wave” effect

(4) Understand the typical project resource use over time

b) Strategies are worthless unless they are actually linked to resource decisions

i) Decide who will make the decisions

ii) How often

iii) By what criteria

(1) Stage-Gate process may be useful

(a) Beware the reaction chamber, management injector and the tunnel

(b) Homework – what is our process?

(c) Making a funnel work

(i) Pace the funnel to the needs of the business

(ii) One size does not fit all, use different criteria for different kinds of projects

(iii)  Leadership must tolerate high respect, high conflict debate

(iv)  Must have trust “this would only work if we told the truth”

(v) Consistency

(2) What criteria do we use

(a) IRR and NPV

(b) Risk vs. Return matrix

(c) Decision tree (should be used in NPV analysis too but frequently isn’t)

(d) Real options

(e) Portfolio Concepts

(i) Technology Reach vs. Marketing Impact

1. Or in other terms enabling technology’s difficult vs. Consumer value perception

2. Space divided into breakthrough, platform, derivative and product support

(ii) Product Reach vs. Process Impact

(iii)  Project Reach vs. Growth Areas

(iv) Be aggressive in your focus

1. Medical products company launched more and higher percentage of projects after cutting back by ~35%

(v)  Degree of internal difficulty
1. Technical challenge vs. Marketing/sales challenge

(vi)  External impact & internal skills

1. Strength of competition vs. Leverages current advantage

(vii) Benefits of an aggregate project plan

1. Explicit choice of project balance the long and short term

2. Match between project type and organizational form allows for a focus on the generation of competence

3. Focus builds speed an productivity for the individual and organization

(f) Scenario analysis

(i) What is it?

1. Helps make judgment about the future

2. A way of mapping the future by focusing on critical uncertainties

3.  A way of building robust strategies
(ii) How it is done

1. Generate a list of critical uncertainties

2. Choose the 2 most critical

3. Draw a map

a. 2D

b. If the alternative futures have legible prolixity beware denial and filtering

4. Iterate and explore

(iii) Why it may be useful

1. It focuses attention away from the “official future”

2. It focuses attention on critical uncertainties allowing the organization to track them over time

3. It may spark creativity, imagination and a rethinking of core strategy

iv) Summary

(1) Financial tools are critically important, but should not substitute for strategic thinking

(2) Choices must be made as a portfolio, so that different projects are explicitly traded off against one another

(3) It may be important to consider the robustness of a strategy: what would happen if the world is very different?

