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Innovation as a M anagement Process
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SCANNING —> STRATEGY —> RESOURCING —> IMPLEMENTATION

L earning and re-innovation

Scanning the environment for relevant signals to trigger the process of change;

Strategic analysis: choice and planning around responding to those triggers,

Resour cing: ensuring the availability of relevant resources (primary technologica knowledge) to exploit
the strategic opportunity;

| mplementation: management of the transition from concept to fully developed innovation;

L ear ning: reviewing the experience and capturing technical and managerial knowledge to improve
performance in subsequent cycles of the innovation process.




|nnovation Framework for IT Management
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Technology scanning

Tools: Technology assessment

| nvestment evaluation
Systems planning

Process Modeling

Sys. Dev. tools

Project management
Quality assurance




Competitive Advantage: Areaswhere IT can help
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Different Innovation Targets

Competitors

o) Raise the entry cost of potential competitors?
CanweuselT/ISt0 ......" Differentiate (or create new) products/services?
Alter the channdls of distribution?
|dentify / establish a new market niche?

Suppliers
| mprove our bargaining power or reduce theirs?
Reduce buying costs?
Be a better customer and obtain a better service?
|dentify alternative sources of supply?
Improve the quality of products/services purchased?

Customers
Reduce customers’ costs and/or increase their revenue?
Increase our customers' switching costs (to aternative suppliers)?
Increase our customers’ knowledge of our products/services?
| mprove support/service to customers and/or reduce the cost of existing services?
|dentify new potential customers?




Competitor Analysis

Benchmarking: Position visaviskey players
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Wait and see? Or, wait and lose?
Dynamics of | T-based innovation

# of users

Commoditization

First-mover expansion

Catch-up moves

Customer acceptance

First maor move time
>
Risky I'T Competitive Competitive
Investments Advantage Necessity




Innovation: uncertainty, knowledge, and resource commitment

Market and technological
uncertainty

Resources /
Commitment
and “lock in”

Knowledge

time
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I'T Srategy and | nnovation:
the case of Wingspan.com
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* Internet-only

» Standal one operation
(parent: Banc One)

* Broad range of products

* Best of bread products

* From one website:
- Single application
- Singlelog-on

Bill Payments

90 days, 100 people,
30 organizations,
$120 M marketing



attraction

Customer acquisition process model

conversion

Visitors
to website

retention

0.4%-12%
—

Mass advertising

Targeted websites

E-mail
Direct mail

(First time)
customers

10%-50%
—»

Simple purchase process

Few questions asked

Real time assistance (chat)
Call me button
Able to save shopping carts
Safe, reliable payment
Personalized offering

Repeat
customers

Operational execution
Quick response
Download times
Personalization
Loyalty programs




Key performance indicators

Adv. revenue/ visitor Revenue / customer Revenue/ repeat customer
I Conversion I Retention I
rate rate
#Vigitors |0.4%-12% 4 Customers 10%-50% # Repeat
™ towebsite ' ™ customers
Vigitor Customer Repeat

acquisition acquisition customer

cost cost acquisition

cost



WINGSPAN BANK

$400 / year ? $400 / year ?
Revenue / customer Revenue/ repeat customer

I Conversion I Retention I

Adv. revenue/ visitor

rate rate
o Repeat

#Visitors (04061205 | CUSIOMENS | oo, custegmers

™ towebsite > Yrl: 100,000 > VI 20,000

Yr2: 225,000 Yr2: 50.000

Visitor Customer |- ¢ 1,200 Repeat | $6,000 111
acquisition acquisition customer
cost cost acquisition
cost

Marketing expenditure (Year 1) = $ 120 M.



Payback of e-Commer ce projects

[J < 6 months
[ 7 - 12 months
O1-2years
[1>2years

[ Never

M ROI not
computed

Data from an IT magazine, year 1999



Attackers

—Speed culture
—Focused skill sets
—Customer cherry picking

—Business system dlicing
—Economic webs
—Greenfield business design

Defenders

—Complacent mind-set
—Conventional skill sets
—Cannibalization fears
—Channel conflict
—Curse of the deep pocket
—Current income focus



Focus

Prices

Governance

Brand
Costs
Loyalty

Risks

e-Business Strategies

Defensive Aggressive
Converting Gaining
existing clients new clients
Same L ower
Integrated Standalone
(Multi-Channel)

L ow conversion cost

High acquisition costs

High customer loyalty

L ow customer loyalty

Pricing

Cannibalization




Online Banking Demand Segmentation

Wingspan did not focus on specific targets



Eight Distinct Demand Opportunities

Source: BAI and the Cambridge Group



Frst Mover Challenges

A
Commoditization
m . .
g First-mover expansion
= ?
42 ) Catch-up moves
Customer acceptance
First major move time
>
Risky I'T Competitive Competitive
investments Advantage Necessity

Wingspan faced: Rapid Implementation, Multi-vendor Outsourcing, Technology
Integration Risks, Market Uncertainty, and Threat of Competitor Response.



Sustainability assessment

e genericleadtime
— how long before a competitor can respond?
— development time for asimilar system

e competitive asymmetry
— who can respond?
— handicaps faced by a competitor trying to respond
— will they be able to copy the system?

e preemption potential
— will their eventual response be effective?
— ability to preempt retaliation by the follower
— “first mover” advantage



First mover

Delivery
time

<

L ead
time
window

>

Vision / idea

Win approval

Build

* Technology
» Applications
* Database

» Knowledge

Project launch

» Gain share
e Lock-in users

Generic Lead Time

Wingspan was built in 90 days

T
/

Enhance

* Build

* etC.

* Vision /idea
» Win approval

Follower

Awakening:

* Awareness

* Perceive
significance

» Accept / assign
responsibility

Win approval

Build
 Technology
 Applications
 Database

» Knowledge

Project launch

Competitor’'s
delivery time




Competitive asymmetry? Citibank was able to copy the concept



Preemption Potential

e Switching costs
— Dependence on | T-enabled products/ services

— Make it difficult to switch to a competitor
* by design: proprietary I'T systems
* by contract: frequent flyer, etc.
« Tightly intertwined with customer’ s daily routine

* Wingspan “sticky products’:
— Bill payments?

* Wingspan brand equity:

— The“Amazon” of online financia services?



When does speed make sense?

» A large market potential
e Lasting barriersto entry
 Manageablerisks



Factors influencing the capacity to benefit
from technological innovation

Secrecy

Accumulated tacit knowledge

Lead times

Thelearning curve

Product complexity

Standards

Complementary assets (competencies in commercialization)
Pioneering radical new products

Patent protection



Uniqueness and Complementary Assets
over the life cycle




CT scanner

(also known as Computerized Axial Tomography or CAT Scan)

In 1972 EMI, a British music and electronics company, developed a revolutionary medical
Imaging technology. A few years after the successful introduction of its CT scanner, EMI
faced competition on all sides, including Siemens and General Electric.



Principles of Strategic Positioning

Value proposition: set of benefits different from those that
competitors offer. Unique value for a particular set of customers
or in particular set of uses.

Tradeoffs: forgo some product features, services or activitiesin
order to be unique a others (can’t be all things to all customers).

Distinctive value chain: different activities than rivals or
perform similar activities in different ways.

Fit: all activities must be mutually reinforcing. Rivals can copy
one activity, but will have difficulty duplicating a whole system.

Michael Porter



| T Innovation and Strategic Positioning

ANALYSIS (Learn from others)
Trends and Impacts

New
Technologies

Business
M odels

il

DESIGN (What isin it for us?)
Organizational Decisions

Organization
- structure
- processes
- people

Internet
E-Commerce
Mobile comm.
Client/Server

Data-Mining, etc.

|

IT/IS
- resour ces
- architecture

* Products Unique
Strategy 5| * Services
For mulation . Customers val ue
ﬁ e Prici ng PrOpOS|tI on
Organization ) (E?rg. form Distinctive
Design " oS PSS | Value Chain
 Tasks, activities
* Functionality Platformfor
IT/1S « Flexibility | nfor mation
Infrastructure « Integration Sharing




