INNOVATION UPDATE

Welcome to the February Innovation Update

Innovation Briefing: Preparing for Recovery

Don’t be satisfied with survival; get ready to claim industry leadership as the economy picks
up steam.

Are the green shoots finally here? Maybe. You no doubt saw the data: In the fourth quarter of 2009,
the US economy grew at a 5.7% pace’, and many other signs are also pointing to a global economic
recovery. So, you are still here? Well done. But, just surviving the recession is not enough, as 70% of
recession survivors never regain market position lost during the recession’. Indeed, many sharp
companies — maybe yours too? — made strategic investments while their competitors retrenched (see a
related article, “Six Deadly Orthodoxies of Recessions®” by our colleagues). If you are one of them,
congratulations, you are well

. . . positioned for the recovery. If
How hard is it to regain ground not, it’s not too late. Let's look

lost during a recession? what you should be doing now
since the start of recovery also

marks the beginning of the
race to future success.

Update the Discontinuities

Discontinuities are seismic
shifts in the market that have
the potential to fundamentally

70% never
regain market

30% regain position change the rules of the game.
previous market They occur when trends from
position all around come together,

resulting in game-changing,
long-lasting modifications to
the market. If you can identify them earlier and exploit them better than your competitors, you will win.
If you don’t, you will be left behind. A discontinuity that is well underway is the changing attitude
toward retirement — changing from retirement as our life’s closing and resting stage, to retirement as
the beginning of a vibrant and fulfilling second life.

Source: Adapted from Baveja, Ellis, Rigby, “Taking Advantage of a downturn”, Harvard Management Update, March 2008

The consequence of not recognizing the discontinuities can be disastrous, with the troubled US
automobile industry as a shining example. In recent years, as the energy prices spiked and the recession
hit, automobile companies that leaned on giant gas-guzzling SUVs were caught unprepared. For
example, Hummer, the iconic brand that stood for the surging popularity of mine-is-bigger-than-yours


http://www.chiefexecutive.net/ME2/Audiences/dirmod.asp?sid=&nm=&type=Publishing&mod=Publications%3A%3AArticle&mid=8F3A7027421841978F18BE895F87F791&tier=4&id=5C224C6C59544DB48EC802474B5609DB&AudID=F242408EE36A4B18AABCEB1289960A07

SUVs, went from representing GM’s revival® to a disposable component of the “Bad GM”” in just a few
years. Now, as GM rushes to get the Chevy Volt and other eco friendly cars to the market, critics can’t
help asking the question, “Are they again chasing yesterday’s trend?®”

Time has the uncanny ability to clarify and change our viewpoints of the recent past. Since
discontinuities are all about “looking forward”, you’ll need to assess how recent events have affected
the discontinuities you were anticipating before the recession hit. For example, going into the recession,
many believed that being “green” meant reducing waste (carbon and otherwise). But as time has
passed, many now view “green” to mean efficiently using multiple scarce resources, such as
water’.What we believe is that, if your stakeholders are asking about your carbon footprint today, then
tomorrow they’ll be asking about your water footprint. You need to get ahead of this opportunity — IBM®
and Toyota’ already have.

So, is your company’s strategy based on discontinuities that are no longer valid? What new
discontinuities have emerged during the recession and what future opportunities do they represent?

Lesson: Recent events and time have changed the external landscape — you need to understand the
impact to the discontinuities you had previously identified, or created new, unexpected ones.

Re-draw Your Industry Ecosystem

Some of your competitors won’t survive the recession. Others will come out of it even stronger. Also,
new competitors, suppliers and customers will appear, many with new and different business models.
So the industry landscape in the recovery won’t be like before. You'll need to figure out how your
industry ecosystem - all the participants involved in your business, from suppliers to competitors to
potential partners - has changed and what these changes mean for you (see last month’s update for a
more detailed discussion on the topic of industry ecosystem).

Recall the beliefs that many had prior to the collapse of the tech bubble in 2000-2001. Groceries would
be delivered to our door via Webvan.com, pet food via pets.com, and virtually anything else
convenience-related via Kozmo.com. In hindsight it’s easy to dissect why these business models failed.
While we all heard many stories about these failed business, what we heard less about was how it had a
ripple effect through other industries — in particular, those businesses which partnered with these
companies. For example, the dot.com bust created a significantly negative impact on the shipping,
distribution, logistics, and call center industry that was gearing-up to handle all the needs that the
dotcoms required. Likewise, yesterday’s economic events will likely create similar issues - banks you
depended on may have discontinued a service you used, customers who bought your premium products
may now be hooked on private brands, formerly reliable suppliers may be gone. What will all of this
mean for your organization?

Lesson: Economic downturns change the industry landscape. You need to anticipate these changes,
prepare to work with different partners, and be ready to compete in a new way.



Buttress Your Core Competencies

The core competencies of your organization enable you to deliver unique value to your customers and
differentiate yourself from your competitors. However, in economically turbulent times, organizations
sometimes take steps that they wouldn’t otherwise. That might include eliminating some elements of
the organization in an effort to stay solvent and/or stable. Or, it may be in cost efficiency measures such
as outsourcing. Regardless of the intentions, chances are the foundational elements (skills, process,
assets, technologies, values) that made up your core competences have changed, and your ability to
deliver unique values have altered.

As we enter economic recovery, you will be pursuing new growth opportunities (inspired by your newly
constructed discontinuities) in an altered industry ecosystem. Now is the right time to rethink your
competence portfolio. You should be identifying the core competencies that are critical to your future
success and crafting a plan to construct or resurrect them, including building talent, developing
technologies, acquiring third party IP assets, reengineering business processes, and molding the desired
culture. At the same time, there may be activities, processes, technologies, assets that are no-longer
core to your competitive differentiation; so, it’s also time to consider outsourcing these non-strategic
elements and investigate ways to monetize non-essential technologies and assets.

Since you probably already eliminated or outsourced some elements, it’s an ideal time to also consider
how open innovation can and should play a role in the competence portfolio. It's unnecessary and
unwise to do everything in-house when others can do it better and more efficiently. Ultimately, you
should ask yourself what competencies you need to win in the post-recession world. If the external
environment has evolved, chances are you’ll need to change with it.

Lesson: Assess what unique strengths the company needs to win in the post-recession economy. Then,
figure out the best way to acquire or build them, including relying on the right ecosystem partners and
acquiring external IP assets.

Ready to Run

While analysts are forecasting recovery, don’t abandon your stretch for more efficient and lean
operations - actions that will help you survive the unexpected. But it is likely that, right now, your closest
competitor or some newcomer from outside your industry is figuring out a way to beat you. You need to
prepare. When we come out of the recession, the market and competitive landscape will have changed,
customer needs will have evolved, and your competence requirements will have changed. Those who
are prepared will do well, while others flounder. Are you ready?
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As illustrated by various spoof of GM commercials on GMretardation.com, and blog posts on sites like
www.smartplanet.com/business/blog, and www.myessentia.com/blog.
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