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EXECUTIVE SUMMARY

Value Innovation focuses on utility, price, and cost positions, to create and capture new
demand and to focus on the bigger picture, not only the numbers. Looking at the famous Blue
Ocean Strategy, we find a visionary roadmap for uncontested markets. The ultimate
innovation of value one might say. But at what price? To focus on the quest for giant Value
Innovation, can lead to neglecting the here and now competition as well as putting at risk

present turnover and profit.

Reality shows that it is not only a very hard and risk full enterprise to develop a Blue Ocean
but also that there is no structured method to find value oases in the innovation desert by
method. The purpose of this paper is to show that the main obstacles are found within the
boundaries of unwritten industry guidelines and cultural aspects within organizations.

Existing management, institutional and social contexts are the greatest hurdles to overcome.

An online questionnaire was conducted with senior managers of 21 prominent companies.
These are known for their innovation capacity within their field, in order to obtain their expert
opinions on Value Innovation and gain insight into their methods to embrace and embed

Value Innovation in a structured basis.

The research shows that there still remains much to be done as we are confronted with aspects
regarding defining Value Innovation goals at a corporate level, identifying the types of
innovative projects, undertaking and evaluating these projects for chances, risks and impacts
and its implementation. Most, if not all, interviewed companies, are not maximizing their
potential due to a limited mindset and also by not treating this area as an strategically and

integral part of business.

The researcher concludes with the Value Innovation Capacity Framework, a conceptual
roadmap that can be walked to embrace the Value Innovation as a companies’ Key

Performance Indicator.
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Abstract

Many organizations today, are in a phase of transitioning to embrace Value Innovation on a
structured basis to propel growth and profitability into the future. But, as typical measures of
creating Value Innovation are: focusing on business processes, developing products and

services; these ideas, concepts and even plans too often never see the light of day.

This paper attempts to offer a conceptual guide to navigate organizations in exploring
potential Value Innovation and embed selected plans into their organization by methodology.
More specifically centralizing development in the Radical Innovation arena, focusing on

market driven businesses, where huge potential for future successes can be found.
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CHAPTER 1: INTRODUCTION

1.1 AN INTRODUCTION OF VALUE INNOVATION

The focus of strategy over the past decades has been on finding new ways to cut costs
and grow revenue by taking away market share from the competition, often without

long-term vision.

In today’s era of Globalization, it is inadequate for a company to compete for short-
term profit and other goals only. In the highly competing markets, which most are,

true growth and profitability in the long-term is found in ongoing Value Innovation.

In addition to being innovative with its business processes, products and services in
order to drive growth and profitability, an organization is encouraged to be
convincing in its approach to Value Innovation. In this sense Value Innovation is

more than innovation.

Over the last years most organizations have been working hard on operations, cost
efficiency and headcounts, too often neglecting to create true value for the customer.
Value Innovation is created when a company’s actions affect its cost structure and its

value proposition to buyers, both at the same time.

Here, we focus on creating buyer value as a start, which is lifted by bringing effective
elements the industry does not offer yet. At the same time these elements must
support goals in cost effectiveness, with as potential results commercial success and

economics of scale.

1.2 PROBLEM DEFINITION

Promising Value Innovations, developed either by the enterprises themselves or
presented by a third party, are often not embraced and/or implemented. Findings to
the expertise of the researcher are that this is mostly not a matter of budget, but more

of cultural circumstances and management capacity.



Indeed, potential Value Innovations show risk full long term return on investment
(ROI), regarding this subject also called Return on Innovation. Organizations
(management i.e.) seem to act rather passive, mostly worrying about the next

quarterly figures. What is the reason for this behavior?

Is facilitating sustainable Value Innovation a matter of having the appropriate culture
and a common commitment? Does it, just like Marketing in tradition itself, begin with

creating the needed atmosphere?
Professor Philippe Naert, Dean of TiasNimbas Business School stated:

“You will not obtain the real marketing culture by hastily creating a marketing
department or team, even if you appoint extremely capable people to the job.
Marketing begins with top management. If top management is not convinced of the
need to be customer minded, how can the marketing idea be accepted and

implemented by the rest of the company?” (Kotler, 2003:XIV)

1.3 RESEARCH OBJECTIVE

This research paper strives to find insights and solutions to the above mentioned
issues and to investigate to what degree Value Innovation development and
integration can be recommended to companies as a method in order to achieve full

commercial, organizational and stakeholder benefits.

1.4 THEORETICAL FRAMEWORK

The researcher will adopt analytical tools and frameworks of the Blue Ocean Strategy,
proposed by W. Chan Kim and Renee Mauborgne in their likewise titled bestseller
book. Both a promising and criticized approach. This paper will also discuss several
methodologies related to strategic innovation, project management and measurement,
such as the Aggregate Project Matrix, Project Development Funnel, Assessment
Matrix, and the Balanced Scorecard that companies can use to systematically plan

and measure their VI objectives and projects.

1.5 RESEARCH QUESTIONS

In trying to gain more insight into the above VI-related issues, the following research

questions were derived:



Major research question 1:

How do companies define their VI objectives?
Minor research questions:

1. What are the drivers of VI?

2. What are the barriers to VI?

3. How are VI objectives measured?

Major research question 2:

How innovative are the companies’ VI projects?

Minor research questions:

1. What current and future VI projects does the company implement??
2. What are the failures and successes of these projects?

3. How are employees encouraged to participate and generate new ideas?

Major research question 3:

How can companies maximize their return on VI projects?
Minor research questions:

1. How do companies act on VI programs?

2. What are the barriers to implementation?

1.6 RESEARCH METHODOLOGY

Qualitative research is used to study, understand and describe the various factors and
relationships that may affect a company’s drivers to innovative business development
and by gaining insight into the underlying reasons, be able to construct a conceptual

framework that will enable managers to walk the ‘Value Innovation lane’.

A semi in-depth interview was conducted with 21 senior managers of leading Dutch
and Dutch based head offices of Anglo-American companies to seek their expert
opinion on Value Innovation and gain insight into their current and future plans for

the company’s programs and methods.

For reasons of planning, the survey was submitted before the final research questions

where stated. Therefore some parts of the questionnaire are less relevant.



1.7 THESIS STRUCTURE

In the first chapter, the paper gives an overview of the research problem, objective,
questions and methodology. In chapter two, the researcher first defines and describes
the case for strategic innovation and dives further to explain the philosophy on Blue

Ocean, the pragmatically elements and include a few case studies.

The researcher then proceeds to recommend a systematic approach to develop,
implement and measure VI projects in chapter two. In the third chapter, he states the
research problem, the limitations and questions, and the research methodology
applied. Interview discussion questions are also listed in this chapter. In chapter four,
the researcher presents the interview data gathered and provides the results to reach

the conclusion and recommendations, as well as future work in chapter five.

CHAPTER 2: LITERATURE REVIEW

2.1 INTRODUCTION TO INNOVATION

Innovation is defined as the successful implementation of individual creative ideas
within the organization (Amabile, et. al., 1996: 1155). In this respect, successful and
sustainable innovation means acting on the creative ideas to make a specific and
significant change and difference in the area in which it occurs — be it in a new
business model, marketing, organizational context, process, product, service, supply

chain, financial and even corporate social responsibility, to name but a few.

Pearce and Robinson, however, summarized innovation as “the initial
commercialization of invention (which is the creation of new products or processes
through the development of new knowledge or from new combinations of knowledge)
by producing and selling a new product, service, or process...it is turning ideas into
profits” (Pearce & Robinson 2007: 402). This definition is chosen as it encompasses
the two elements of innovation — invention and implementation for profit — which

differentiate it from a mere introduction of something new and useful.
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Organizational innovation can be radical or incremental. With the former, also
known as Breakthrough Innovation, it involves a quantum leap forward in innovation
in a product, process, technology or cost (Pearce & Robinson, 2007: 408). Many
companies are averse to making large, revolutionary changes for practical reasons
such as higher implementation costs and feasibility of the project or they may
question the true impact or the marketability of the innovation; while others may not

want to disrupt their internal corporate culture and values.

Thus, it is common for companies, especially those that value control in their
operations, to choose the easier incremental innovation route of making minor
improvements, in terms of Support and Derivative innovations, in their daily routines
to reach short-term goals. One popular model for incremental innovation is Six
Sigma, a continuous improvement program with the aim to improve profits through
reduced defects, better yields, improved customer satisfaction and top-notch, near-
perfect performance (Pearce & Robinson, 2007: 405). The aim of incremental
innovation such as Six Sigma is to proactively improve the quality, efficiency and

responsiveness of the company’s established processes, products and services.

The Breakthrough Innovation approach, popular approached by The Blue Ocean
Strategy (see Chapter 2.5), entails more risks and loss of control, and requires the
organization to explain to all levels of the company and in clear terms, the reasons for
the radical approach to the company’s future. Next, the company must set extremely
challenging goals for the parties involved and to target areas of investigation where

answers are still to be found.

Finally, cross-functional movements of researchers between business units and
divisions are necessary to facilitate a better understanding of the needs of stakeholders
in the marketplace. The risks may be higher but the payoffs are also greater than the
incremental innovation approach. For instance, many are now familiar with niche
player Apple, having great success with integrated hardware, software and service
innovations and spin-offs such as iPod and iTunes and the more recent iPhone with

online software shop ‘App Store’.

11



Figure 1 depicts the different types of innovation from Support and Derivatives to
Platforms and Breakthroughs that projects can fall under. Each innovation category
generates different commercial and market impacts and requires different

technological changes.

Figure 1: Aggregate Project Matrix

Radically |
new | Breakthroughs

Next Platforms
generation

Derivatives

Incremental
change

Nature of technological change

Support

No
change

New category New benefit Improvement Variants
in existing
benefits

Impact of the product on the market

Source: Burgelman, et. al., 2004

With the Aggregate Project Matrix, organizations can classify their portfolio of
innovation projects into the different risk stages and monitor their projects’ progress
according to the timeframe, budget and human resources needed. Ideally,
organizations should have a balanced portfolio comprised of a mix of Breakthroughs,
Platforms, Derivatives and Support projects to ensure long-term growth and success.
The proportion of projects depends on the firm’s overall strategy, the technical

opportunities available and the maturity of their existing product line or services.

The right mix depends on the objective of senior management to achieve an
accelerated and sustainable growth rate in the long-term or to maximize profits in the
short- and medium-terms. Companies with a low rate of change typically invest
about 0.5 percent of turnover in innovation projects compared to companies that

invest approximately 20 percent of turnover with high rates of change.

Generally, the latter group of organizations that pursue a growth strategy will spend

more of their development resources on Platforms and Breakthrough projects and

12



those that focus on maximizing profits will focus on Support and Derivative projects.
Essentially, top management must be aware and have the capability to understand

where the opportunities and greatest payback lie (Burgelman, et. al, 2004: 945).

2.2 THE PURPOSE OF STRATEGIC INNOVATION

Companies must innovate to keep their competitive edge and achieve its strategic
objectives. According to Davila et al (2006: 38), “companies cannot grow through
cost reduction and reengineering alone...Innovation is the key element in providing

aggressive top-line growth and for increasing bottom-line results”.

Cost reduction and reengineering processes help companies to streamline their
production and operational processes to generate ongoing savings in order to boost
profits. Companies that invest in business process redesign and improvement also
support the creation of a learning environment in which renewal; the accumulation of
human capital and an overall gain attitude becomes an ongoing process. Through
reengineering of business design and improvement, companies not only create value
for the customer, they also manage organizational change better and in so doing,

improve the quality and the morale of the workforce.

However, the development of a strong corporate culture and cost cutting measures
alone does not guarantee sustainable growth and profits for the long-term. Companies
must innovate to create new products, services and processes to drive growth,
guarantee them a strong, leading and definite position in the market place relative to

competition and increase shareholder value.

Innovation does not only increase productivity and profitability but it also improves
the quality of life. Further, there is a significant ripple effect to innovation as new
innovations such as microprocessors, biotechnology, and cellular phones have
enabled other innovators to create cost savings, new industries, new services, or

quality improvements.

What actually drives innovation (be it supply-pushed by technological core

competencies or demand-led by needs and market requirements) remains to be
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decided. In many cases, the creative process and subsequent innovation is driven
when organizations’ technological core competencies meet the problems and needs of
users to achieve company growth objectives. Some examples of organizational issues
faced today include the need for proximity to customers, emergence of new
technologies, increased need for agility and mobilization speed and the development

of a socially responsible role and image in the global arena.

2.3 INNOVATIVE CORPORATE STRATEGIES

Table 1 provides an overview of how successful organizations in the twenty-first-
century differ from those of just a few years back, in the twentieth-century. Due to
the changing trends caused by globalization, the Internet, and the increased speed of
decision-making, successful companies today and tomorrow must change and

structure their strategies accordingly.

Table 1: Contrasting Views of the Corporation

Characteristic 20" Century 21* Century
Organization The pyramid The Web or network
Focus Internal External

Style Structured Flexible

Source of strength Stability Change

Structure Self-sufficiency Interdependencies
Resources Atoms — physical assets | Bits — information
Operations Vertical integration Virtual integration
Products Mass production Mass customization
Reach Domestic Global

Financials Quarterly Real time
Inventories Months Hours

Strategy Top-down Bottom-up
Leadership Dogmatic Inspirational
Workers Employees Employees and free agents
Job expectations Security Personal growth
Motivation To compete To build
Improvements Incremental Revolutionary
Quality Affordable best No compromise

Source: Pearce & Robinson, 2007

14



Companies that can bring more intellectual power in terms of investments and
strategic planning to boost their service skills — rather than on products — gain
competitive advantage by becoming more nimble, agile, flexible, future-oriented,
innovation-targeted, and customer-focused. Some companies are now taking the
proactive approach to seek out external ideas and feedback from customers, suppliers,

vendors and industry partners in the early innovation stage.

Further, given their external focus, many modern-day companies are also outsourcing
and forming modular organizations, joint ventures or alliances to create new core
competencies and to respond quickly to the rapidly changing global marketplaces and
technology. The options for outsourcing depend on the organization’s frequency of
use and its needs for strategic control and can include short-term contract, call option,
long-term contract, retainer, joint development, partnership, partial ownership and full

ownership.

A Harvard Business Review report on “Value Innovation: The Strategic Logic of
High Growth” (1997), based on a five-year research by INSEAD researchers, W.
Chan Kim and Renée Mauborgne, indicates that there is a stark difference between
companies that employ value innovation strategies and those that do not. Specifically,
companies with value innovation strategies are able to better sustain high revenue and
profit growth than others with the conventional strategies. The authors define a
conventional strategy as one with a primary objective to stay ahead of the competition
whilst a value innovation strategy is one that is not dominated by the logic of wanting

to match or beat their rivals (Kim & Mauborgne, 1997: 26-27).

According to the authors, the logic of value innovation differs from conventional
strategic logic along the five basic dimensions of strategy — industry assumptions,
strategic focus, customers, assets and capabilities, and product and service offerings.
High-growth companies do not use their competitors as benchmarks and they do not
take the industry conditions as given. Regardless of how the rest of the industry is
faring, these companies will continue to look for creative ideas that will generate
quantum leaps in value. This logic is premised on the ambition to dominate the

market by offering a tremendous leap in value and the companies achieve this by
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freeing up resources that will identify and deliver new sources of value. High-growth
companies do not focus on the differences among customers but rather, they build on
the commonalities in the features that customers value the most. They are not
constrained by their current assets and capabilities and assess business opportunities
with a clean-slate approach because they have better insight to where value resides
and how to act on it. Finally, these companies offer products and services in terms of
the total solution that buyers seek and are not restricted by the industry-defined

boundaries (Kim & Mauborgne, 1997: 30-35).

The authors advised that when a company’s value is highly regarded by its customers,
they should resist innovation and instead, embark on geographic expansion and
operational improvements to achieve maximum economies of scale and market
coverage. This is to tap the potential of its current value innovation (Kim &

Mauborgne, 1997: 42).

Value innovation creates a positive and reinforcing cycle as the study indicates. For
instance, from their study of a 100 business launches, the authors were able to
quantify the impact of value innovation on a company’s growth in revenues and
profits. The results indicated that 86 percent of launches were line extensions, or
incremental improvements, that generated 62 percent of total revenues and 39 percent
of total profits. The remaining 14 percent of the launches were value innovations that
generated 38 percent of total revenues and an astounding 61 percent of total profits
(Kim & Mauborgne, 1997: 51). The results indicate that value innovation can

simultaneously bring superior value to the buyers and lower costs to the companies.

The 1997 research formed the fundaments of the widely known Blue Ocean Strategy.

2.4 BLUE OCEAN: STRATEGY OR PHILOSOPHY?

The term Blue Ocean is often heard in corporate head offices. One might ask oneself
if the more than 3 million copies sold bestseller are actually read. Perhaps the famous

strategy is more about change of mindset rather than that of a strategic approach.
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Leave the sharks fighting in the red ocean for uncontested market spaces as a strategic

move, is the vision behind the Blue Ocean Strategy.

“Blue ocean strategy challenges companies to break out of the red ocean of
bloody competition by creating uncontested market space that makes the
competition irrelevant. The only way to beat the competition is to stop trying

to beat the competition.” (Kim & Mauborgne 2005: 4)

Traditional business strategies originate from military models. As companies shape
their strategies and plot their corporate objectives, warlike metaphors are used:
business must confront its opponents, make them harmless and gain the advantage.
Translated into strategy, this language generates a model for competing in a fixed
market and gaining the advantage over other entrants in the same field. This cutthroat
competition damages corporate combatants and bloodies the waters, creating a “Red
Ocean” marred by losses in market share, profits and growth. However, while bold

competition may be essential in business, it is not the only corporate strategy.

Set your course, instead, for an open “Blue Ocean Strategy,” based on the idea of
creating new markets where none previously existed. This may seem like a novel
concept, but many modern industries — cars, recorded music, petrochemicals, even
aviation — did not exist a century ago. The past 30 years have given birth to new,
multi-billion dollar industries, including mobile telecommunications and
biotechnology. What far-sighted strategist can predict the blue ocean industries that

will emerge in the next few decades?

This is not a hypothetical query. Rather, it is today’s breakthrough question. Blue
ocean thinking has not only created new industries — it has created exceptionally
profitable new industries. Among 108 companies the authors explored, 86% of
business expansion emanated from existing competitive business. This type of
expansion produced 62% of total revenues but only 39% of total profits. Blue Ocean
businesses almost reversed the figures: their expansions accounted for 38% of total
revenues and 61% of total profits. The corporate quest for profitable innovation drives
the need to develop a blue ocean strategy. Innovations occur today at a blistering pace

due to globalization, overcapacity and technology, which make it easier and faster to
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create look-alike products. Major brands face extra encroachment from new

competitors, while buyers base more decisions solely on price.

To escape this Red Ocean cycle of intense direct competition, some companies have
created profitable new operations using a blue ocean strategy. These firms began by

creating a Value Innovation to fuel their Blue Ocean thinking.

However to succeed, a Value Innovation must demonstrate actual savings and an
appreciable benefit that a customer can use immediately. Be sure your value
innovation is accessible for most customers to grasp its technological benefit and put
it to use promptly. From the perspective of strategy, blue ocean plans are most viable
when they are part of a corporation’s intrinsic process, involving improvements in
operations, functionality and price. This sharply contrasts with the wusual,
straightforward product introduction, which does not improve company operations

and has no impact on overall corporate strategy.

Six Principles of the Blue Ocean Strategy
The risks inherent in a traditional, red ocean-based business strategy are well known.
Managers now need to know the principles — and risks — that underlie the blue ocean

strategy.

I. Fundamentally shift the strategy canvas of an industry by reorienting your
strategic focus from competitors to alternatives, and from customers to
noncustomers.

Re-evaluate the premises that form your industry’s assumptions and shape
your company’s business model. Strategically examine your industry’s key
competitive drivers such as customer preferences, product qualities, price and

industry standards.

II: Focus on the Big Picture, Not the numbers
Keep your eye on the overall view and do not get lost in the statistics. Many
strategists get bogged down in data, so they often miss where they — and their

competition — are headed.
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To maintain your sense of direction, use a Strategy Canvas, a graphic
representation of the competitor’s products, prices and industry position. The
canvas reveals a firm’s Value Curve, and clarifies possible opportunities. This
exercise helps you consider the competitive environment through your
customers’ eyes, so you hone factors that matter to them. It can blunt the risk

of investing time and effort in the wrong direction.

[IT Reach Beyond Existing Demand

Businesses naturally focus on current customers, a process that invariably
leads to greater market segmentation analysis. But real growth lies beyond
existing demand. To get to the open water, focus on potential future

customers.

IV Get the Strategic Sequence Right

Execute your strategy sequentially to achieve your Value Innovation. Just
having a fancy new technology does not mean that you have a blue ocean
product. Technological innovation is not necessarily VI. To be compelling, the
technology must provide convenience, safety and entertainment. Chart the
experience you want buyers to have at several stages. Assess your product’s
usefulness, ease, handiness, safety, entertainment value and environmental
friendliness in light of how each factor affects the customer upon buying it,
bringing it home, using it, adding to it, keeping it working and eventually,

disposing of it.

V Overcome Key Organizational Hurdles

Successful execution demands that your company must resolve internal
departmental differences. Like swimmers on the shore of a new sea, many
corporate participants feel significant trepidation upon entering a blue ocean
market. Managers may fret about why significant change is needed, what
problems will arise from reallocating resources, whether new practices will
function properly and how this transition will upset the existing social

hierarchy.
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To implement change with minimal disruption, use Tipping point leadership.
Certain actions have a disproportionate influence if they happen at exactly the

right time. The key is using resources when they are most powerful.

VI Build Execution into Strategy

Reduce your management risk by incorporating blue ocean implementation
into your company’s ongoing processes. Since building a blue ocean strategy
involves uncertainty and risk, creating trust among all participants is essential.
A successful blue ocean launch requires extra effort from a unified crew. Link
the three E’s— engagement, explanation and expectation — with the actual
process of developing the strategy and acting upon it at all levels of your

organization.

Four Actions Framework
To develop your blue ocean strategy, the authors advice you tot follow four logical
steps, wrapped up in what they call The Four Actions Framework:

1. Why should anyone buy your product? Does it have exceptional utility?

2. Is it fairly priced to appeal to a large audience?

3. Can you create it at the right cost to earn a profit?

4. Are there any impediments to discourage the market from accepting your

product?

Figure 2: The Four Actions Framework

Reduce
Which factors should
be reduced well
below the industry's
standard?

Eliminate Create
Which of the factors A New Which factors should
that the industry Value be created that
takes for granted Curve the industry has

should be eliminated? never offered?

Raise
Which factors should
be raised well
above the industry’s
standard?
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Source: Kim & Mauborgne, 2005

Both the Strategy Canvas and Four Actions Framework are presented as part of a
method of creating Blue Oceans. However the strategy is worldwide embraced by
management, it can be questioned in what sense Blue Ocean is a systematic
actionable tool to sustain high performance. The INSEAD researchers are aware of
this and ask themselves ‘Are there lasting “excellent” or “visionary” companies that
continuously outperform the market and repeatedly create blue oceans? (Kim &
Mauborgne 2005:9). Their own answer is no. Even their best practices are one-offs,
there are no companies described that developed serial Blue Oceans. An example
mentioned before, Apple might be one of the very few companies that has been able

to create more then one Blue Ocean in a row over the past decade.

“If there 1s no perpetually high-performing company and if the same company can be
brilliant at one moment and wrongheaded at another, it appears that the company is
not the appropriate unit of analysis in exploring the roots of high performance and

Blue Oceans.” (Kim & Mauborgne 2005;10)

This is a contradiction according to criticaster Professor Caeldries. “If we can create
Blue Oceans systematically, then it has to be possible to be successful in the long
run’”. (Caeldries, 2007). The researcher fully agrees with Caeldries that the main issue
is not about a certain method but to how to overcome internal hurdles and to break

industry guidelines.

The researcher finds the Blue Ocean Strategy more of use as a mindset than a
strategic method. To implement methods, we need to look further for the use of other

practices.

2.5 A FEW VALUE INNOVATION PRACTICES

In the research was found that all 21 respondents have different approaches towards
captivating Value Innovation. Regarding to responses there does not exist a single
best method from sourcing innovation for all organizations. Three different practices

are used by companies that find themselves “progressive”
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CAP Model

Change Acceleration Process (CAP) is a set of principles designed to increase the
success and accelerate the implementation of organizational change efforts. It
addresses how to create a shared need for the change, understand and deal with
resistance from key stakeholders and build an effective influence strategy and

communication plan for the change.

The CAP Model is used by GE, embraced by former GEO Jack Welch, having change
and innovation as a part of their organizational mission statement. Of course GE 1is
one of strongest managerial organizations in the world. Perhaps this is a typical
situation of over-managing, which is hardly stimulating creativity and idea

generation. Further research though would be needed to proof this.

Gate Commission

Several companies use gate commissions or stage gatekeepers. A team is formed,
mostly with commercial and product middle management. They try to gather ideas,
work them through a funnel and present the best VI concepts and projects to
management, asking for budget and implementation.

In literature this is referred to as the Project Development Funnel, further explained in

Chapter 2.8

Years of experience by The Bridge, part of Holland’s most respected consulting firms
Twynstra Gudde, shows that such an approach only functions well when teams are
formed by all managementlevels, including a senior manager in finance. The
spreadsheet hurdle otherwise is often a showstopper at the end of the funnel. With
finance involved in early stage, the number focus can be on the big picture (Innovatie-

monitor 2008).

The Value Captor’s Process
Only one respondent mentioned that every innovation was exploited, even when it
was not embedded in their own organization. Without referring to this, the handled

method is The Value Captor’s Process (McGrath and Keil, 2007).
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The high failure rate among new business ventures is usually choked up by the
fundamental uncertainty of the process. Instead of taking the go/no-go approach,
whereby a project either advances towards being launched or being killed, decision
makers should consider a range of alternatives: recycling the venture by aiming it at a
new target market; spinning it off to other owners or a joint venture; spinning it in to
an established business unit; or salvaging useful elements such as technologies,

capabilities, knowledge, and patents.

Firms that excel in value extraction, the value captors, whose practices and mind-sets
are explored here, have created formal processes to systematically mine successes,
failures, and everything in between. They know that a venture should be treated like a
scientific experiment, in which learning plays a critical role. They are ready to seize
new opportunities if a venture falters on its original course. They foster networks to
promote cooperation and collaboration between established business leaders and
venture teams and involve people from throughout the company in the venture review
process. They do not allow financial criteria to dominate the reviews, and they
recognize that the best people to launch a business may not be the ones who

developed the idea. (See figure 7, Appendix A)

2.6 GAPINSTUDY

Although great literature and well-known theoretical models on Value Innovation
exists, it does not specifically describe the process that companies today should or
could undertake to plan their VI strategies or the implementation and measurement of
their initiatives. Although one might ask if there is such a thing as ‘the best method’,

this certainly is a typical path to follow, to at least avoid typical traps.

In addition to suggesting a few methodologies for the definition, development,
implementation and measurement of Value Innovation, this paper will also review
several practices and innovative approaches with the aim that similar approaches may

be replicated.
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2.7 METHODOLOGICAL APPROACH TO DEVELOPING,
IMPLEMENTING AND MEASURING STRATEGIES

According to a 2002 Business Insights report on e-Business, business practice
mindsets and measurement criteria are changing as companies become more
customer-focused and realize that they must collaborate with external parties to
achieve success. As a result, there is a shift in the performance criteria from an
enterprise-centric business to the collaborative supply chain, being a stepping-stone to
a modern networked organization. Although e-business has moved on rapidly since
the report has been published, some of the basic criteria are lasting. Table 2 below

summarizes some areas of shifts in performance criteria:

Table 2: Shifts in Performance Criteria

From: Enterprise To: Integrated Supply Chain
Autonomous and adversarial Networked and collaborative

Opaque to the outside world Transparent to customers and partners
Internally focused site centric Externally focused market centric
Strategically long-term Strategically agile

Hierarchical and information hoarding | Knowledge creating and sharing

Technologically constrained Web-enabled

Enterprise excellence Network excellence

Source: Business Insights, 2002

Understanding the above shift from an enterprise-centric business to a collaborative
supply chain model — when applicable a networked environment is preferred — is
important and relevant as it is applicable to the strategic positioning of VI in the
organization. A proven strategy to develop a VI strategy and vision, is one that will
fit in the integrated (e-)supply chain or networked model to maximize the return of
their investment. By having this kind of VI strategy, limited organizational resources
are not wasted and objectives can be implemented in a timely manner and measured

for impact and results.
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In an increasingly complex and more convergent world, innovation, speed and agility
are crucial. To focus on existing networks or supply chains, will not always create the
wanted Value Innovation within time and budget frame or without neglecting to day
to day business. For instance, one is highly dependent on third party or even

conflicting stakeholders.

To create a new competitor in the market space, with different drivers and KPI’s so
no harm will be done to the core-business, developing new and maybe owned
distribution channels is another road to VI. In this idea pace we can include targeting
new product/market combinations with the ultimate goal creating Blue Oceans,

without abandoning the corporate main strategy.

This parallel strategy, often referred to as Venturing, Greendfield or Nearfield is about
developing an innovative business idea into a sustainable business concept, into a
business plan and finally into an internally originated start-up or venture. As a stand-
alone company funded fully or partially by it’s founders or as a spin-off integrated

within the core business.

By acting on this strategy, the initiators want to create new markets, often in close
partnership with other business units, suppliers, partners, clients or even competitors
(e.g. Blue Ray Disc by Sony and Philips). The exact roles of the partners will depend
on the required level of involvement and responsibilities (i.e. consulting, sparring

partner, project coach, facilitator, networking, ownership and success fee)

There are relevant external and internal factors that influence organizational decision-
making and the strategic planning, which companies must take into account. For
instance, organizations must consider internal factors such as meeting the interests
and expectations of stakeholders, mitigating risks to the organization, and
understanding the core competencies and the capability of the organization in creating
a positive impact on sustainable development. Macro-economic and political external
factors that define the strategies include the laws and regulations at local, regional and
global levels, and governmental policies and voluntary agreements between

organizations and civic groups. Combining the external factors with the
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organization’s internal values and desire to do the right thing, the organization will be

able to properly define its strategy.

With a VI strategy in place, a company can begin to develop a portfolio of projects. It
is important that the projects be accessed for their relevant benefits and risks, whether

tangible or intangible, so that continuous improvement can occur.

Similar to new product development in research and development (R&D), companies
that develop a balanced portfolio of VI projects at various stages will spread their
risks and benefits and allocate sufficient resources to ensure future growth and
development. The Aggregate Project Plan shown in Figure 3 is an example of a
company’s portfolio of projects in different stages of innovation and consequent
market impact. For instance, the plan in Figure 3 indicates that the company is
investing about 10 percent on Breakthroughs, 30 percent on Platforms and 60 percent
on Derivatives. Breakthroughs are those that require a radical change in innovation

that will bring about a new category for the organization.

Figure 3: Aggregate Project Plan
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Every project requires a systematic process to evaluate its performance at various
developmental gates to ensure ongoing feasibility and viability — in other words,
“gatekeepers” at each stage will assess and determine whether the project should

continue to the next stage or be killed based on their assessment of the project’s
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performance against the defined stage’s milestones and targets. The Project
Development Funnel shown in Figure 4 is a tool that companies can use to

monitor the development of each project.

Figure 4: Project Development Funnel
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For this paper, the researcher has also adopted the Business assessment
methodology, developed in a 2007 Harvard Business Review study The Value
Captor’s Process, getting the most out of New Business Ventures, to be applied
likewise to the development and measurement of a VI strategy. Using the
framework suggested, companies can determine the feasibility and viability of
their portfolio of projects. The process described was chosen as both the
pressures and challenges of VI are relatively new in the modern business world —
both require a systematic methodology to assess the benefits and risks of projects
and the subsequent impact of their activities. As highlighted, this framework is
not prescriptive and comprehensive but its purpose is to minimize the subjective
interpretation used in management in strategy formulation and the evaluation of

the initiatives.
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An effective project is one that has achieved its defined objectives. Table 3 is an
objective methodology adapted from the Business Insights report to measure both

the tangible and intangible benefits and risks of projects.

Table 3: Impact-Risk Analysis

Dimension | Category Metrics

IMPACT | Financial Generating revenue

Generating savings

Time to positive cash flow

Non- Market/customer impact

Financial

Organization/employees impact

Economic/social/environmental impact

RISK External Technology and ease of implementation

Maintenance and support

Enterprise Alignment with core capability/culture

Alignment with company strategy/other

initiatives

Funding/resource requirements

Source: Business Insights, 2002

Akin to any traditional project, financial impact of a project can be easily
measured by traditional accounting metrics such as Return on Investment (ROI)
and Economic Value Added (EVA). Non-financial impact, however, requires
different assessment criteria that can vary with organizations. Below are a few

examples of benefit metrics that companies can measure:

Customer impact

* Customer loyalty;

* New customers;

* Demography and preferences of customers;

* Higher market value and satisfaction in the eyes of the consumers;

¢ Increased sales.
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Marketplace impact

Percentage of customers representing target market;
Increased market share;
Brand awareness;

Increased geographical reach.

Organization impact

Collaborative networked culture;
Low employee turnover;
Increased number of new products, services or processes;

Perception of the company as innovative, customer- and employee-

focused.

Economic impact

Increased number of jobs in local economy generated by organization (i.e.
job multiplier effect);
Percentage of total cash value generated by organization that is retained in

local economy.

Social impact

Increased income of people;
Improved nutrition and health;

Reduced poverty.

Environmental impact

Low carbon footprint;
Increased use of recycled materials;

Ecologically sound image.

The report uses a grading system on a scale of one to ten for each impact/result
(with maximum impact = 10, minimum impact = 0, maximum risk = 0, minimum
risk = 10). After the project leader has subjectively conducted the cost-benefit

assessment, the project can be mapped in an Assessment Matrix (Figure 5).
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Figure 5: Assessment Matrix
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To minimize the subjective bias of the assessor’s interpretation, a simple
guideline, is produced for the evaluation of each metric (which can be customized
to individual company’s needs). Three ranges, low, medium, and high, are
provided but the assessment may also fall between low and medium or medium
and high. An example of the Impact Metrics and Risk Metrics are portrayed in
Tables 4 and 5 respectively, in Appendix A.

When VI is strategically integrated into all aspects of the business, particularly
since businesses are increasingly shifting from an enterprise-centric model to the
collaborative supply chain, companies must be able to measure the impact in
relation to other business functions. Companies that used to measure their overall
performance in terms of Kaplan and Norton’s Balanced Scorecard (California
Management Review, 1996) by the four perspectives of financial, customer,
resource utilization (internal business process) and learning and growth (people

and innovation) can now incorporate a fifth perspective as a vital driver for future
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growth and development. Intangible values such as the impact on the customer,
market and organizational dimensions can be measured against the defined
objectives. The VI perspective is part of the company’s overall vision and
strategy and has an influence on the planning and action of the other four
perspectives of financial, customer, internal business processes and learning and

growth. Each perspective is driven by the overall corporate vision and strategy.

Figure 6 is an example of a Balanced Scorecard that can be adapted to incorporate

the VI perspective.

Figure 6: Balanced Scorecard
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Service Implementation

In addition to the shift to an integrated supply chain business model, more and more
companies in the developed world are also in transition from the product-based
market to a service-orientated industry and they are encouraged to integrate their 4P
product marketing concept with the 7S McKinsey model of service marketing — that is
to harness every part of the internal organization to build brand value and business in

order to maintain its competitive cutting edge.
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This concept is in line with the attributes of a twenty-first-century organization, in
which flexible style, change culture, global reach, bottom-up strategy, inspirational
leadership, revolutionary improvements, personal growth from job and no
compromise on quality, amongst others, form the basic identity and drivers of growth

for the organization.

Figure 7 indicates the interconnectivity of an organization’s ‘hard’ areas of strategy,
structure and systems with the ‘soft’ areas of style, staff, skills and shared values.
When linked together, these internal strengths of an organization will help to create a
service-orientated organization that can build brand values and gain a competitive

edge.

Figure 7: 7S McKinsey Model
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Likewise, for projects to be achieved successfully and aligned with the corporate
strategy of a twenty-first-century organization, they require the full co-operation
and commitment of every function in the organization, from the innovation to the
implementation stages. The internal structure and the culture and values of the
organization must mesh to provide an environment that is conducive for the
development, implementation and measurement of VI initiatives. Much can be
done to boost the internal culture of the organization — this includes among others,
empowering employees, developing trust and teamwork, sharing of knowledge

and profits, ensuring long-term career development, engaging employee
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commitment and dialogue via a participative management style and promoting a

learning organization.

CHAPTER 3: THEORETICAL FRAMEWORK AND
RESEARCH METHODOLOGY

3.1 INTRODUCTION

In today’s rapidly changing global environment, it is inadequate for companies to
sustain growth and profitability in the long-term with a good innovative image. In
addition to being innovative with their business processes, products and services,

companies are also encouraged to be unique and innovative in its CVP.

3.2 PROBLEM DEFINITION

Presently, many companies are faced with the following issues in the area of

corporate social responsibility.

Firstly, middle of the road companies set aside one to two percent of their profits for
innovation or, more specific VI projects, but do not know the commercial and cultural
impact of their efforts. Because management often does not realise the real impact of
efforts and continue to invest only part of their time, money and effort in such VI
projects, many people simply conclude that these acts of benevolence are mere PR

projects to boost the corporations’ image.

Secondly, many companies have poorly defined VI strategies and employees are
therefore unclear as to what their roles are with regards to VI objectives within the
organization. As a result, some of the funds reserved for VI projects may have been

misused for other activities and the original intended impact was lost.

Thirdly, in line with the second issue, given the limited corporate resources and in

trying to achieve more with less, many innovation-conscious enterprises are unclear
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as to what or where to invest their time and money on VI projects. How can these

companies maximize their investment with limited resources?

3.3 RESEARCH OBJECTIVE

This paper strives to find insights and solutions to the above mentioned issues and to
investigate to what degree the Value Innovation can be best embraced so that a
methodological approach can be recommended to companies in order to achieve both

commercial and cultural benefits.

34 THEORETICAL FRAMEWORK

As mentioned in Chapter 2, the research will purport the Blue Ocean Strategy, as a
mindset that can contribute to value benefits to all involved parties. This paper will
also suggest several tools related to project management and control, such as the
Aggregate Project Matrix, Project Development Funnel, Assessment Matrix, and the
Balanced Scorecard that companies can use to systematically plan and measure the

impact and results of their projects.

3.5 RESEARCH QUESTIONS

In trying to gain more insight into the above VI-related issues, the following research

questions were derived:

Major research question 1:

How do companies define their VI objectives?
Minor research questions:

1. What are the drivers?

2. What are the barriers?

3. How are objectives measured?

Major research question 2:

How innovative are the companies?
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Minor research questions:

1. What are the current methods used by the company to implement VI?

2. What are the failures and successes?

3. How are employees encouraged to participate in VI projects, including

generating new ideas?

Major research question 3:

How can companies maximize their return with methods and projects?

1. What are the current methods use to implemented VI by the company?

2. What are the failures and successes?

3. How are employees encouraged to participate in VI projects, including

generating new ideas?

3.6 RESEARCH METHODOLOGY

Qualitative research is used to study, understand and describe the various factors and
relationships that may affect a company’s drivers to innovative VI and by gaining
insight into the underlying reasons, be able to construct a conceptual framework that

will enable managers to pursue the Value Innovation lane.

A semi in-depth online query was conducted in September 2008 with 21 senior
managers of leading Dutch and Anglo-Dutch companies to gather data and insights

into their status quo, methods and plans for the company’s VI initiatives.

The sampling criteria used is subjective judgmental; these large companies are sought
for their expert opinion on Innovation. Together, these companies play a major role
in the Dutch economy. Most are also globally represented with a high equity brand
name. These companies in are found in different industry sectors, both B2C and B2B.
From beer manufacturing and multidistributed marketing, direct and intermediary
banking, insurance, mass and online media, fast moving consumer goods (FMCQG),
business and glossy publishing and energy, provide for a fair representation of the
modern economy. Further, given the time and cost constraints, it was difficult for the

researcher to arrange for higher quality interviews. The interviews were held through
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an online questionnaire within a period of two weeks, due to the busy work schedule

of the respondents.

Survey Questions
The following questions were used as an invitation to a semi-open discussion about
the VI programs adopted by the organization. If questions where closed, an

explanation or motivation was asked.

1. How would you describe the way in which your organization deals with Value
Innovation?

2. What would you say is the main functional area of your organization?

3. Is your organization receptive to the idea of Value Innovation?

4. How does your organization assess Value Innovation with regards to quality and
feasibility?

5. Which factors are most important in your assessment regarding Value Innovation?
6. To what extend does your organization distinguish between internal and external
given opportunities?

7. Describe the differences in acceptance of Value Innovations on the various levels
of management within your organization.

8. Describe, step by step, the process from brainstorming to the implementation of an
idea.

9. Which of the steps described form the greatest stumble block and why?

10. Do you employ someone who is directly responsible for innovation?

11. How often does potential Value Innovation reveal itself within your organization?
Motivate your answer.

12. Which actions/efforts do you take, whether direct or systematically, that can/will

lead to Value Innovation?

CHAPTER 4: DATA ANALYSIS, FINDINGS AND
DISCUSSIONS
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4.1 DESCRIPTIVE ANALYSIS

41 senior managers where invited to the questionnaire, 21 participated and one, a
Director of a Private Bank, declined for reasons of internal compliance. The answers

can be described as qualities and extended.

All interviewed companies have developed VI programs internally but the scope, and
depth of the methodology varies. In the following sections, the paper describes the

way VI is undertaken by respondents more specifically.

4.2 FINDINGS AND DISCUSSIONS

As mentioned before, for reasons of planning, some of the questions seem to be less
relevant now. Nevertheless, the major part of the questionnaire as well as the quality
of the respondents makes the research relevant. It is also important to note that the
researcher knows most companies that have participated from inside out. A
significant part of the answers can be considered more as, tomorrow’s goal or

sometimes wishful thinking than the actual day-to-day practice.

On the other hand the respondents are quite reserved of their companies aspirations.
Of the 21 leading companies only 4 senior managers describe their organization as
being leading in Value Innovation. Another 3 out of 4 is partially or fully Anglo

American. Nevertheless Value Innovation is on all agenda’s in one way or another.

One of the major findings is perhaps the lack of needed culture, facilities and
motivators for the constant search to radical change and improvement for the sake of

Value Innovation in all layers of the organization.

The answers show that Value Innovation at most companies is a matter of
management, often seen as the responsibility of the Marketing Department and in
some cases limited to the recently appointed Innovation Manager. (May God help him

or her.)

37



Goals of VI are mostly defined as opportunities for turnover, if possible in short
terms. Other often mentioned reasons are market share, the image, and cost
efficiency. Not really outspoken motivators for Value Innovation but rather subjects

of incremental developments.

Companies often work with gate commissions in one way or another. But is this

commission sometimes not seen as a 3-feet tall doorman at a disco?

The issue of “this-is-not-invented-here-syndrome’ is often mentioned as a part of the
cultural problem, even with companies that are mentioned as pro-active. Either
initiative comes from other business units, departments or external organizations,
more then occasionally managers tend to be shortsighted when it comes to open

innovation.

When investment in Value innovation is part of the normal budgeting, it is often the
first part skipped when there is a need to reduce the budget. Perhaps is useful to

organize budgets of VI in a more long-term and allocated sense.

Most companies confirmed that there is not a lack of ideas. However, the greatest
challenges are getting the best ideas through the funnel, having the support from all
layers of management, and then receiving a budget to go ahead. Can these
limitations be seen as a lack of cultural awareness alone or a combination of specific

management skills needed for VI?

Most companies hardly mention any open innovation activity or work with external
partners. Developing a network as a structural basis for VI projects is on nobody’s
agenda, it seems. One manager is a fan of the popular TV show Dragon’s Den and
implements this jury-like approach after a short Elevator’s Pitch. Working with a well

known concept to invite third party might do opening op the organization.

A few typical anonymus quotes worthy of mentioning:
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“Being open to ideas, brings you in contact with other people. It also shows that
others are willing to share their ideas with you That is necessary if you want to stay

the most innovative organization within your field.”

“Money is always an obstacle. You always need more than what there is available.
Commitment can also be a stumbling block, especially when a project takes longer
than originally thought. It is important to make sure that everybody stays

committed.”

“To create successful innovation is an ongoing process. Employees are often
inspired by enjoyment and the management by satisfied customers rather than

turnover or cost efficiency.”

“Ildeas can be created within all areas of an organization. These ideas can be
developed without considering a budget. Once an idea is clear it can then be
nationalized after which, depending on its success, it can be implemented

internationally. This creates focus and prevents duplication of activities.”

“Creating a shared need, shaping a vision, mobilizing commitment, making change

’

last, monitoring progress.....it is important to see these aspects in the right order.’

“We have an innovation and growth council which is lead by the marketing leader.
Within this team we use the concept of ‘backward imaging’ where a ‘picture’ of the
future is outlined or described and this then motivates the team to become

innovative.”

“External innovations are often initiated by top management without consulting other
levels in the organization, Often, these levels do not accept or implement the
innovations.”

“Our organization changes immensely, which leads to the ‘head’ being too far ahead

]

from the rest of the team.’

“In Q4 the management is generally hesitant to talk about investment/innovation

extensively as numbers are the highest priority.”
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“Internal opportunities are often cost related. External opportunities are also linked
to turnover but also to new activities whereby stability in the future must be

promoted.”

I3

Organization X draws up an innovation programme every 3 years in which the most

important research/factors are mentioned.”

“In favourable economic times projects struggle, in less favourable times projects

’

suffer from a lack of funds or are sometimes stopped altogether.’

“Sadly the Venturing activity was cancelled. Innovatively distinguished from our

competition, Reason: Cost saving.”

“Innovations will always be tested for its feasibility and durability via market
research. It will also have to make a higher contribution and not lead to

‘cannibalism’ amongst organizations.”

“The higher up in the management the greater the concern for cost and for the rest
‘carry on as normal’. Innovation should start at the top (in bigger organizations). |
am a manager and every year I draw up an innovation budget but for the past few

years this has been cancelled.”

“Honestly, enthusiasm has decreased during the past 6 months due to preparation for

merging and the pressure on cost saving.”
“In general the lower management level accepts and deals with innovation easier.
The middle management level is the most difficult target group and the top

management has to be convinced with good arguments.”

“For us timing is the key factor, therefore we closely watch any development in

competition, change in market and/or consumer activity.”
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“Top management are often unapproachable and lower management are too busy

’

with current issues.’

“Value innovation is something we have to work towards, but that will only happen

over 2 years.”’

“Lower management is acutely aware of Innovative Value. They stand in the midst of
the market and can hear/see the needs from the customer. Middle management is
more careful and value their position. Top management expects middle management
to reach the targets set and although they are aware of innovative value they want to

enlarge market shares first.”

“In my opinion, lower management is more sceptic towards innovative values. Fixed
ideas are often changed and they experience these changes negatively. In a
knowledge intensive organization such as Y, it is important that innovative value
creates effective appreciation through which scepticism will be removed. To a certain

extent this also applies to middle management.”

It is clear that participations are willing to work on VI and develop their own skills
and their company’s capacity. There seems plenty of room for improving in the sense
of the company’s culture, opening up for third party or start an open innovation
platform, creating an efficient funnel from idea to activities, methods of measuring

and sustainable buy-in from strategic management.

CHAPTER 5: CONCLUSION, RECOMMENDATIONS,
AND FUTURE RESEARCH

5.1 CONCLUSION

Innovation is the activity of turning creative ideas into profits and forward-thinking
companies are those that invest in research and development and bring their
invention, whether in new products, services or processes, to market for profit. These

companies know that innovation is a critical success factor to keeping their
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competitive edge and achieving their long-term strategic objectives. It is simply
inadequate to grow with cost reduction and reengineering activities and companies
that want to gain a strong foothold in the market place, increase shareholder value and
sustain growth and profitability in the long-term, must invest in strategic innovation.
Strategic innovation will help companies reduce costs, create new markets, get close
to customers and develop new technologies to meet the need for nimbleness, agility

and speed in today’s rapidly-changing globally-competitive business environment.

High-growth companies are also value innovators that are not constraint by the
industry assumptions and definitions and they do not use their competitors as
benchmarks. Value innovators continue to look for creative ideas that will generate
quantum leaps in value. They do not focus on the differences among customers but
rather build on the commonalities that customers value. These companies develop
better insight to where value resides and how to act on it. Value innovators are not
constrained by their current assets and capabilities and assess opportunities with a
clean-slate approach so as to develop products and services in total solution terms that
buyers seek. Thus, companies that want to achieve and sustain high revenue and profit

growth can expect success in the form of a value innovation strategy.

Project management and control models such as the Product Development Funnel,
Aggregate Project Matrix, Impact-Risk Analysis and the Balanced Scorecard are a
few tools that companies can use to systematically plan and measure the impact and

results of their VI projects.

Finally, organizations today that can harness both their external and internal
advantages will gain an edge against their rivals. By collaborating with external
parties such as industrial partners, suppliers, vendors and even the customers,
organizations can gain new core competencies, be able to respond quickly to the
changing market conditions and be more future-orientated, customer-focused and

innovation-targeted.

In addition to external collaboration, organizations that build their internal strength
also gain in improved productivity, higher employee morale, lower staff turnover,

better service and product quality, and an organization culture that is flexible,

42



knowledgeable and ready for change. Further, a learning organization encourages
knowledge-sharing as well as risk-taking that will boost employees’ creativity and the
willingness to try new innovative value approaches that will contribute positively to
the company’s image and bottom-line and improve the economic and social well-

being of the society involved.

5.2 RECOMMENDATIONS

In order for companies to move forward with their VI agenda, they can expect to gain

much from the following step by step directions:

Firstly, a clear VI mission and a vision statement help to convey to all employees the
important VI priorities of the organization. For instance, by looking at the companies
mission statement and communication internally and externally, to what extend is

Value Innovation mentioned?

Secondly, it is important that companies develop key organizational values and a
culture that will drive VI. There are a few steps that companies can take to create this
culture of an “agent of change”. For instance, the VI vision, when communicated by
a passionate and persistent leader, will change employees’ mindsets and ensure
confluence of corporate goals and objectives by all employees in the organization. A
decentralized organizational structure, where the corporate headquarters play a role of
support and coordination versus that of control, will enable a culture where employees
are trusted and empowered (and willing) to take risks as failure is regarded as a
learning process. An encouraging culture that rewards employees who develop good
and productive ideas that lead to innovative projects will also prompt change action.
Generally, employees who are proud of their company’s cause and vision are
motivated and productive. Also, a learning organization that facilitates knowledge
sharing and the seeking of knowledge will enable proactive development of creative
ideas and innovation. A learning organization will gather knowledge about the local
culture and needs of the people and how they can best bring their brands and services
to the new market. Put together, these factors will brew an innovative culture that
will boost the image of the twenty-first-century organization and its long-term growth

and profitability.
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Thirdly, with a strategy in place, companies can proceed to set objectives and targets
and how to reach them with select projects that must be assessed for their financial
and non-financial impacts and risks to the organization, including the required
technology, resources, processes and behaviors needed to make the projects a success.
As true Value Innovation Methodology is integrated in all aspects of the business and
linked to the overall corporate strategy, it can be measured as the fifth perspective in a
company’s Balanced Scorecard, in addition to the financial, customer, resource
utilization (internal business process) and learning and growth (people and
innovation) perspectives. Project management tools such as the Aggregate Project
Matrix, Project Development Funnel, Assessment Matrix, and Impact-Risk Analysis
(adapted from the 2002 Business Insights study) can be used to assist companies in

their project development exercises.

Fourthly, to develop any Blue Ocean, management needs to take into account the
‘casino factor’. Because of the many pitfalls, great risks and high budgets, one can
hardly talk of strategy. Kim and Mauborgne for instance mentioned Kinepolis, a
Belgium Cinema Group, as a Blue Ocean. The firm went bankrupt twice in a row.
The other showcase Cirque du Soleil, has founders that started off on a very small
entrepreneurial basis until informal investors boarded. Just like the Blue Man group

more recent.

The researcher is considering starting projects and targeting a series of small
innovations. Perhaps we can talk of ‘Blue Lakes’, the smaller version of Blue Oceans.
Spreading risk to head for multiple -but perhaps profit limited- Value Innovations.

Another way to keep ahead of competition.

Fifthly, in line with the point above, collaboration helps companies to achieve more
than they can on their own. Management guru, Peter Drucker once said, “alliances
are where the real growth is”. Through outsourcing, forming modular organizations,
joint ventures, and alliances, companies can create new core competencies and
respond quickly to the rapidly changing global marketplaces and technology. As
more businesses shift from an enterprise-centric model to a collaborative supply chain

model to grow and excel in today’s globally competitive world, private-sector
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enterprises that seek collaboration with various players will be able to achieve their

social innovation objectives in a quicker and more efficient and effective fashion.

5.3 CONCEPTUAL FRAMEWORK

As mentioned before, bottlenecks and showstoppers stipulate the capacity of
organizations to really develop, adopt and adapt Value innovation. The Develop
Innovative Capacity Framework could be used to inventory issues and motivate

people. Thus, walking the Value Innovation lane.

Develop Value Innovation Capacity Framework

Constant working on the organizational capacity to find and implement Value
Innovation is the one key factor. The following aspects have to be considered:

A. The Individual Level: Factors to look for at the individual level include: employee
empowerment and engagement, trust, training, job rotation, and the extent and range
of individual networks. This century requires new kind of manager. One that is not

afraid of shifting jobs, manage uncertain projects.

One can start today by initiating a cross company think tank, a weblog or just have a
regular cup of coffee with clients and non-clients, colleagues at manufacturing or

ICT. Collect opportunities and involvement.

B. The Organizational Level: Organizations must have effective, efficient, and speedy
systems and processes for the following:

* Environmental scanning, identifying discontinuities, surveying customer
needs, encouraging new ideas to be advanced by staff members, and
innovation activist and other forms of training.

e Other means of promoting knowledge absorption and sharing, such as the
ability to communicate across organizational boundaries, communities of
practice, enterprise level knowledge systems, and problem identification and
problem solving processes.

* Deconstructing the dominant mental models regarding business mission,
market scope, relevant products and services, target customers and questioning

existing biases regarding the kinds of profit boosters that can be exploited, the
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core competencies that are most important, pricing strategies, bundling
options, and partnering opportunities.

* Sustained, innovative strategizing and strategy implementation.

* On-going classification, screening, and prioritization of new ideas.

* Managing the innovation stream—the number of ideas being pursued at a
given time and their developmental stages.

* Effective innovation project management.

e Effective innovation utilization, transfer, diffusion —the culmination of
innovation is to transfer the innovation to those who will exploit it through
successful commercialization and, as needed, promoting its adoption into
organizational practice and/or individual life styles.

* Effective change management.

* Promoting a broad definition of business boundaries, fluid organizational
boundaries, and a wide and open market for ideas/talent.

* Motivating, rewarding, and recognizing innovation.

C. The Project Level: Factors to look for at the project level include: a diverse mix of
project team members, conversation rules and management, and an initial openness to
new ideas and withholding of criticism to a later point in the process.

As the speed of innovation is becoming a great concern, greater attention is being
focused on ways to speed up innovation projects. There has also been greater
attention directed at differentiating between two critical phases of innovation projects:
the fuzzy front-end or Phase I activities and Phase II activities.

Phase I activities involve new product conceptualization, analysis, and definition, and
currently account for half the new product development cycle time. Phase II activities
involve the more typical activities of product design, piloting, production, and early
marketing.

Some have argued that Phase I activities need to be dealt with separately as they

require a different type of project management approach (Bacon et al. 1994).

This sounds very similar to knowledge management, particularly as the focus has
expanded beyond increasing the speed of innovation outputs and recognizes the
importance of identifying and capturing new ideas/knowledge. Also, it has been found

that smaller and less hierarchical organizations are more capable of innovation. Some
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large organizations have attempted to foster internal intrapreneurships' but,
increasingly, they are creating small entrepreneurial spin-offs to enhance their

capacity to innovate.

D. The Environmental Level: Factors at the environmental level are now getting
greater attention. These include: the level of competition and extent of customer
options, geographical co-location, inter-organizational associations and communities
of practice, partnerships and alliances, the regulatory context, and the extent of

customer and stakeholder engagement.

Figure 8: Value Innovation Capacity Framework
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The paper offers a stepping-stone for future more in-depth academic research on the
methods for embracing VI. There is potential for further study by comparing two
companies of the same size, stature and industry but with different VI approaches —
one for instance focusing on internal innovation, and the other on external with the

same budget.

! Entreprencurial acting within a company

47



It too will be useful to learn if a systematic Value Innovation process differs in the
company’s bottom line compared to that of an ad hoc approach, now obtained by

most companies.
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APPENDIX A

Table 4: Impact Metrics

Metric Low Impactscore: 0 Medium Impactscore: 5 High Impactscore: 10
Generating No link to facilitate Revenue generation of Over $10m per year revenue is
revenue revenue between $1-$5m per year generated

Generating Little opportunity for By enabling an improved By improving productivity,
savings savings process some savings are materials yield and cycle time,

generated: $1m per year or
$200 per employee

savings are generated in
administration, materials and
staffing. Over $10m per year
or $1,000 per employee

Time to positive

Positive cashflow in

Positive cashflow in 2-3

The benefits are realised

cashflow >5 years years almost immediately. Positive
cashflow in <1 year.

Market/customer | Not linked to external | Ad hoc communication Collaborative business.

impact market/customers facilities with new Loyalty and repeat purchase.

customers and suppliers Opportunity for promoting

products and DTC advertising.
Higher market value.

Organization/ Only externally Improved internal Employees are empowered to

employee impact

focused - with little
favourable impact on
employees

communication on VI

initiatives

contribute new VI ideas for
action. Low employee
turnover. New products,
services and processes for

emerging economies.

Economic/ social/
environmental

impact

Little favourable
impact economically,
socially or
environmentally

Some new jobs created and
increase in income;
improved health of a
population segment and
vague eco-friendly image

New jobs created, improved
health, increased wealth and
eco-friendly image

Source: Business Insights, 2002
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Table 5: Risk Metrics

experts without
implementation

experience.

implementation is emerging.
Implementation consultants
on the learning curve.

Metric Low Impactscore: 0 Medium Impactscore: 5 High Impactscore: 10
Technology and | Entirely new New technology proven in Fully proven technology.

ease of technology without a limited applications. Successful applications over 2
implementation proven record. R&D Methodology of years old. Developed

methodology for re-
engineering, piloting and
validation. Established
education and training
programme. Experienced
experts and consultants
available

Maintenance and

Product suppliers and

Reliable supplier with

Reputable supplier progressing

core capability/

and the degree of

dependent on external

support consultants may not central support. Continuous | with innovation. Established
survive the competition | local support not guaranteed | infrastructure and resources
for continuous support locally.
Continuous education. 24/7
support available.
Alignment with The level of technology | Some capable resources but | The company resources and

management are fully

company strategy

company business or

priority. Middle

culture change is unsuitable to | consultants. Needs education | experienced in comparable
the company to overcome resistance. projects. No resistance from
experience. employees. Employees can be
easily trained to adapt to new
VI culture. The initiative is
valued with pride.
Alignment with Not compatible with the | Other projects of higher Number one initiative for the

company. Total support of the

$30m-+investment. >20
people for the project

and other future strategy. management support. top management. Included in
initiatives Compatible with company the company strategic plan.
strengths and strategy. Fully in line with company
strengths and strategy.
Funding/ More than 50% of 15-20 % of investment Less than 10% of company's
resource company's investment budget. 10-15 people for the | investment budget. <$2m
requirement budget. project. investment. <5 key people for

the project

Source: Business Insights, 2002
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Figure 9: The Value Captor’s Process
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