

	
	






THE CHASM COMPANION

A Fieldbook to Crossing the
 Chasm and Inside the Tornado

PAUL WIEFELS

With a Foreword by GEOFFREY A. MOORE

[image: image]









In memory of my father, Frank L. Wiefels, M.D.
 19252001








Contents


Foreword



Acknowledgments



Introduction



Part 1How High-Tech Markets Develop






		1
		Back to the Basics


		2
		The Basis for Strategy Decisions


		3
		The Early Market


		4
		The Chasm


		5
		The Bowling Alley


		6
		The Tornado


		7
		Main Street






Part 2

Developing a Strategy



Introduction






		8
		Finding Your Place on the Technology Adoption Life Cycle


		9
		Assessing the Sources and Impact of Discontinuity


		10
		Building a Market Development Strategy


		11
		Market Development Strategy Checklist: Market Creation Variables


		12
		Market Development Strategy Checklist: Market Attractiveness Variables


		13
		Market Development Strategy Checklist: Market Penetration Variables






Part 3

Taking the Market Development Strategy to Market



Introduction






		14
		Strategy Validation


		15
		Whole Product Management


		16
		Marketing Communications Planning


		17
		Field Engagement Strategy






Epilogue: Using This Book



Appendix



Worksheets



Searchable Terms



About the Author



Copyright



About the Publisher









Foreword



There are few distinctions in business life that have held up as well over time as that between strategy and execution. Like all polarities, however, there is a curious codependence and coevolution between these opposites. Strategy marches firmly out of the castle to take on the foe, only to find there are no horses todaynow what? Execution out fighting with sword and spear finds itself no match for this new thing called a longbowback to the drawing boards. Strategy provokes execution; execution provokes strategysiblings squabbling back and forth to create that miracle of miracles, a family.

Thus it has been at The Chasm Group. Our strategy practice was launched in 1992 on the basis of a book, Crossing the Chasm, which was about coping with a difficult phase in the development of high-tech markets. Clients saw the problem and were active in engaging us to help them build strategies to solve it. Not a year into the fray, however, and already principles that once seemed engraved in stone now revealed themselves to be far more mercurial. In actual execution, it transpired, events played out one way in product companies, another in services companies. Outcomes evolved differently in capital-and asset-intensive businesses such as computers and semiconductors than they did in systems software or business applications. The PC industry played out very differently from enterprise computing. In short, far from being as simple and elegant as specified, things were in actual fact a mess.

That led to a second book, as messes are wont to do. This one was called Inside the Tornado, and it offered a much more comprehensive view of the strategy landscape, so that, now properly armed, we would not get caught out again. Nice try. All it did was move the boundary line for where ambiguity and complexity would make its next series of inroads. Once again, the reality and exigencies of execution began to teach and inform the idealized forms of strategy, leading to more messes and a couple of more books, and eventually to the realization that this is all a dance, and that the job of the strategy consultant, at the end of the day, is simply to keep dancing.

The book you have in hand records, if you will, the lessons from that dance. It is the first book from our group that is genuinely and explicitly focused on theories of strategy development combined with execution. It draws on a legacy of hundreds of Chasm Group projects, each focused on aligning a specific market development effort with the dynamics of the Technology Adoption Life Cycle. With those kinds of odds, as my family likes to say, even a blind squirrel can be expected to find an acorn or two. This book is an attempt to share these with you now.

Your host and guide for this journey is Paul Wiefels, a friend and colleague who, as the first person to join in this parade, can be said to have truly founded The Chasm Group, since it is hard to have a group until you have more than one person. Paul brings a wonderful array of operating experience to the task at hand, having cut his teeth in the advertising industry in the late 1970s; he then went on to a great run at Apple during the 1980s; then a stint at Ingres Corporation, then one of the large, independent relational database companies, where we met in the role of client and consultant; then on to Landor Associates, a leading branding consultancy; and finally to The Chasm Group, where he has spent the last decade working with clients to translate strategic ideas into programs that can make them come to pass.

What Paul has brought to all these efforts is wit (bordering on irreverence), critical intelligencea discipline too often abandoned in marketingand one of the best intuitive marketing minds I have ever met. In short, he knows whereof he speaks, and I am confident you will enjoy the ride he takes you on.

That rideacross chasms, through bowling alleys, up into tornadoes, and onto Main Streetis one that more and more of our economy is taking these days. In virtually every sector managers and executives are turning to technology-enabled innovations to create the next wave of competitive advantage to drive the next wave of financial returns. In so doing they subject their programs to the properties of the Technology Adoption Life Cycle, the granddaddy of market development models in our practice, the one from which all other models derive.

In this model arrays of market forces come to prominence and recede at various times in the cycle, causing companies to make various accommodations, each change seeming to repudiate the principles that drove success in the previous phase. It is an intellectual challenge just to grasp what is going on and why these changes are mandated. But it is even more a management challenge to lead a group of human beings through the program changes needed to accommodate the evolving market. Again and again, you will be asking the people you lead to turn their backs on behaviors that a year or two previous were the keys to their success. This is not a natural human behavior.

This book can help. It sets forth not only the vocabulary for understanding these changes, but also the program changes needed to bring them about. And it does so in a text that is peppered with real-world examples you and your team can use to test the applicability of a given principle or tactic to your own situation. In this it is a true field guide to the challenges of translating strategy into execution, something we at The Chasm Group have long wished to make available to our clients and colleaguesand now, thanks to Paul, we have.

GEOFFREY A. MOORE
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Introduction



During the last decade of the last century right through the millennium celebration, we in high technology were feeling our oats, down to the last kernel. For a while, it appeared as if the celebration would be never-ending. Technology-based companies flourished, and the high-tech start-ups, fledglings created as a result of the unprecedented amount of investment capital that had been generated by almost ten years of global business expansion, seemed to have their initial public offerings scheduled by the dozen. Each IPO redeemed the equity that had been lavished on virtually anyone savvy enoughor lucky enoughto be associated with each new companys birth. The center of this modern-day gold rush was Californias Silicon Valleynot only a place but also a state of mind, as was noted by one of its longtime residents. People who cashed out of their options put their newfound wealth into Northern Californias housing market, bidding up the price of virtually any house by offering hundreds of thousands of dollars over a sellers asking price. Style and good taste, often only a minor distraction to the acquisitiveness of many Valley residents, might command still higher prices but was certainly no guarantee of either. It seemed that wealth attainment could and should be a scheduled event, duly noted in ones handheld electronic organizer along with the weekly massage and the play dates organized for the kids.

A sense of profound, deep-rooted optimism and entitlement also seemed to flourish, and there was no greater source than that which emanated from the companies that were exploiting the Internet revolution. The new age of the online information superhighway had finally arrived. The figurative poster child for this new age was a new class of company simply and collectively referred to as the dot-com. The dot-com company was a magical business model touted as the driver and the exemplar of the New Economy, an economic ecosystem where information was the product. The prevailing wisdom of the day asserted that the rules governing the development of markets for New Economy products and services would be radically different. New Economy companies were unparalleled models of business efficiency that would lay waste to Old Economy business models, which had clearly outlived much of their usefulness. Authors and consultants everywhere wove a prophecy of doom for many of the Fortune 500. Many of them simply dont get it, asserted numerous self-anointed New Economy pundits. They opined that a new generationthe Internet generationwas now being spawned, born to point their browsers in an unceasing quest to learn, shop, and connect with others online. The industrial and financial dinosaurs that had roamed the earth since the industrial revolution were now laden with inefficiencies and would soon be disintermediated, an uncertain fate that did not sound appealing. Those clever enough to exploit this paradigm shift would make tons of money as a result of consumers relentless desire to point and click.

Were going to use our first-mover advantage and build brand early to aggregate and quickly monetize eyeballs, enthused one young, Armani-clad dot-com CEO clearly impressed not only with these phrases but also with himself for having uttered them during yet another Internet conference that feted not only the latest crop of Internet-based companies but also those who got itindicated by being asked to participate in various panel discussions on stageand even those who ostensibly did not and were relegated to the audience but were eager to get it as well. Adding to the popular lexicon, another celebrated idea of the time was the concept of Internet time, a new, completely subjective measure describing the pace at which Internet businesses evolved versus their Old Economy brethren. Digitization, cyberspace, stickiness, walled gardens, and a variety of other terms stormed into our everyday speechthe new patois of the Internet generation.

Then a rather annoying thing began to happen, and rather quickly too. In March 2000 the music stopped. The metaphorical New Economy balloon filled with Allan Greenspans irrational exuberance finally burst. The equity markets, abused as never before and fed up with all the hype, concluded that many New Economy companies were of the species Ideus stupidus. And what of monetizing eyeballs, building brand early, and filing S1s after the second round of funding and well before product beta testing and actual revenue generation? What of Internet time? Such time had come and gone.

Many New Economy companies were much more adept at marketing a good story then a good product, more adept at going public than staying that way. Meanwhile, the once vanquished Fortune 500, mostly composed of Old Economy, old guard companies, had caught up to the newcomers by using the same technologies and processes, but underpinning them with proven value propositions, strong brands, established value chains, and seasoned management. The victors appeared to be the vanquished. And the technological mass hallucination that we all experienced over the past several years now turns out, as it were, to be a kind of a bummer.

HOWS YOUR MEMORY?

Now we are back to a language that all of us get. Some, understandably, use it more vocally and shrilly than others.


Wall Street doesnt understand our space. We need to reposition our products and the companyand we need to do it now!



We need to rethink our business plan or were not going to get our next round of funding!



Our market cap has declined by two-thirds! We need to develop a new marketing plan for the next board meeting.



We need to train our executives [formerly our middle managers] and our middle managers [formerly our new hires] how to develop and execute more effective marketing and sales strategies.


All the preceding quotes are real, picked up from conversations with various executive staffs over the past year. Its time once again for the business equivalent of heavy lifting.


While it may now be the most challenging of business climates, has anything fundamentally changed (besides our collective net worth)? Not a lot. For those of you just joining us, its called a business cycle. As mundane as that may seem, for many of us it is back to business as usual, i.e., creating, fielding, and communicating a demonstrably valuable product or service and doing so in a compelling, competitive way. During all the fun of the last decade, some of you might have forgotten all the details about doing this rather difficult work. For others, the memory of the last technology recession may stir coincident memories of your senior prom, cramming for that organic chemistry final, or your first job as a newly minted MBA.

Coping with an economic downturn is always tough, but many organizations face some particularly thorny challenges. After an unprecedented run of uninterrupted business growth, many management teams must now confront issues that they had previously only read about. Slowing demand for products and services, intense competition, and surly, now profoundly disillusioned shareholders have wreaked havoc with many companies and their previously unassailable business models, of which many were so proud. A widening gap between what customers and investors now demand and what companies can actually deliver has once again placed an extraordinary premium on understanding how markets develop and are likely to develop going forward.

Well, lets take a deep breath and try to put this all in some perspective. The New York Yankees dont forget how to play baseball during the off-season. But they still report to training camp in spring. Similarly, we in high tech have been playing a game in which winning, for many of us, was simply the norm. Welcome to a new season. While many may feel unfairly treated in the current environmenthaving to postpone their scheduled wealth attainmentthere are many others more insightful who continue to view the high-tech industry for what it is, and always has been: the most fascinating, volatile, vexing, and ultimately uncompromising business in the world. And unlike Wall Street, we actually make things!

THE INTERNET IS DEAD. LONG LIVE THE INTERNET.

The mad rush to capitalize the first widespread deployment of the Internet is over. Now we can get down to the serious business of capitalizing on the Internet. It is a marathon, not a sprint. We must now forsake Internet time as a measurable pace or usable work rhythm. In our parlance, Internet time was a synonym for tornado time, representing the highest possible speed of change, one that occurs when the pragmatist herd breaks away from the old paradigm and stampedes to the new. It is absolutely a real phenomenon, but it is short-lived, existing in a much larger context of life cycle time.

Life cycle time describes the shifting rhythms of technology adoption from the beginning of a market to its end. We have identified this market-evolution model as a series of different stages, each with its own imperatives for creating shareholder value. In some stages, the goal is to move swiftly; in others, it is to extend the moment as long as possible. There is no one steady beat, no single setting of the metronome that can keep companies in sync. To move less swiftly, however, does not imply that one must think or plan less swiftly. The stages of the life cycle are not time-predicated, and therefore life cycle time is also subjective. We do know that technology-enabled enterprises tend to move more swiftly rather than less. So too must the technology-based organizations that serve them.

And so we come back to the basics, specifically, the very first exercise we do in any of our consulting engagements: getting consensus with the management team as to what stage of the life cycle each of the component technologies that make up their offer is in. That leads to an overall life cycle placement for the offer itself, and that placement in turn drives every other strategic and tactical decision madeuntil the next stage in the life cycle is reached.

GET INTO A TORNADO? SORRYITS TIME TO CROSS THE CHASM.

This may seem a bit disingenuous, since both books actually work together to advocate the life cycle thinking outlined above, but in spirit, the dawning of the new millennium marks a period for letting go of tornado illusions and embracing chasm truths learned painfully beginning in March 2000. The most important chasm truth, we believe, is that there is a form of natural selection for companies that can accumulate their own power, granting them more power as partners and customers are attracted to their success. In this process the most universally recognized form of marketplace power is dominant market share. Therefore, the core chasm prescription is to find a market you can dominate and then dominate it as fast as you possibly can.

To guide this effort (and perhaps reacquaint you with our theories), this book presents a series of models, tools, and frameworks that leads management teams to address the key issues in this process. Whats different from previous efforts is that this book is intended as a field guide to thinking about, creating, and executing strategy. The book is organized around three major sections, the first devoted to reviewing how high-tech markets develop, the second to specifying market-development strategy, the third to considering go-to-market programs in light of the various life cycle stages. It is, in effect, an organizations blueprint for getting new offerings into the marketplace. This blueprint is most often interpreted by the marketing organization and function, but by no means should it be limited to this organization.

The back-to-basics focus that managers need to reenergize themselves, their organizations, and their markets carries a straightforward prescription:


	Focus the entire company on the product (or service) marketing plan,

	Ensure that execution is flawless based on basic go-to-market imperatives,

	Direct these imperatives toward dominating a target market,

	In order to increase market-share power for the company,

	Thereby creating a sustainable platform for increasing shareholder value for investors.



It is all about formulas that can beand have beenused to win. There are no trick plays anywhere.












Part One

How High-Tech Markets Develop


This section reviews the key principles governing each inflection point on the Technology Adoption Life Cycle and explores some key mistakes or missteps that organizations make at each point.















1

Back to the Basics



The ideas and concepts outlined in this book are built in part upon theories of high-tech market development first discussed in Crossing the Chasm, originally published in 1991, and Inside the Tornado, published in 1995. My partner, Geoffrey Moore, authored both books, and in them he defined and refined a vocabulary and framework for understanding how and why high-technology markets develop for discontinuous innovations, and why these markets evolve as they do. Over the years we have used our experience in consulting with technology-based organizations, both large and small, to hone these concepts further, adding to an ever widening body of work. We have added, modified, borrowed, and discarded ideas based on these experiences. And we are grateful that many of our clients are willing co-conspirators.

Since continuous innovations still account for a significant portion of modern economies, it is hardly surprising that much of the language of business and the specifics of modern marketing theory and practice continue to reflect this fact. Yet, the fastest-growing sectors of these same modern economies are now driven by discontinuitiesdisruptive technologies that force changes in both strategy and behavior that are often counterintuitive to both buyer and seller. Thus, a knowledge and practice gap exists, a condition that is completely understandable when you compare the number of patents issued between 1900 and 1970 with the number issued since 1970. It is exactly this gap that high-tech organizations face every day. They must make sense of developing markets and business practices where, to paraphrase a line from the Star Trek TV series, no one has gone before.

Since the basic function of business strategy is to create wealth for shareholders, employees, and society, we start our investigation with some basic principles and observationssome long held, others gleaned from the technology market meltdown recently witnessed.

We begin by trying to make more sense of what has transpired during the recent past.

One way to describe the excessive valuations in the technology sector in the run-up to the year 2000, particularly those surrounding the Internet, is that investors fell under the spell of category power. Historically, when whole new paradigmsunderpinned by discontinuous innovationshave entered the sector, they have driven massive transfers of valuation, much of which accumulates in the market-leading companies. Internet investors anticipated this trend and bid up the stocks of any company with a good story about how it would ride this latest hypergrowth category to wealth and power.

We are reminded of the old proverb Many are called, but few are chosen. Now we want to examine the results of a few quarters of competitive performance before bidding up a stock. Instead of jumping on the bandwagon of companies declaring victory based on a declared strategy of preemptive market leadership, the markets wait to see if victory (a) has been achieved, (b) can be sustained, and (c) is worth anything once both conditions are satisfied.

The implications for management teams are straightforward enough. Quit fooling around (or fooling yourself ) with strategy or business-model experiments and go make some money. Do this by focusing on your core business. Do it by selling something for cash to customers who pay their bills. Launch a new and exciting product or service. Penetrate a new market with a valuable value proposition. And when competition appears, show that you can hold it at bay not through discounts but through differentiated value.

SHOW ME THE VALUE

Those of you who have read our most recent books, The Gorilla Game and Living on the Fault Line, may recall the concepts of Competitive Advantage Gap (GAP) and Competitive Advantage Period (CAP). GAP is the value of your companys differentiated offerings when compared with those of your direct competitors. CAP is the length of time that investors anticipate you can sustain that differentiated advantage. In the investment climate prior to March 2000, all the emphasis was on catching the next technology wave. This represented a focus (some would argue an obsession) on CAP, manifested as a fear that the current advantages enjoyed by the status quo would be summarily wiped out by an emerging new categorythe now legendary New Economy. While understanding CAP potential remains important, nowadays the emphasis is on demonstrating results in the present rather than in the future. We live now in a world dominated by GAP, the power to win business through differentiated offerings in viable, demonstrable, and compelling categories. Our first return to the basics should be dominated by that thought.

The implications of this for management are far-reaching. In surveying where to invest scarce resources for competitive advantage, The Chasm Group uses a Competitive Advantage Hierarchy model that isolates four general domains where companies can focus attention. They are:


	differentiated offeringsdenoted as offer power

	market segment dominationdenoted as customer power

	value chain leadershipdenoted as industry power

	new category participationdenoted as category power


Competitive Advantage Heirarchy

[image: image]


Category and industry power, i.e., the strength and importance of the value chain you operate within, have a greater effect on CAP and the long term; while your customer power, i.e., the number and type of customers that you have captured and the offers you have fielded to capture them, have more impact short-term on GAP. Investors currently feeling burned by new business models are turning away from new category participation, value chain domination, and other heady visions of the future. Show us some differentiated offerings that make money today, they demand.

SHOW ME THE MONEY

To be sure, value chain domination holds forth the promise of immense competitive advantage sustainable over long periods of time. It has long been the driving force behind the valuations of such behemoths as Cisco, Intel, Microsoft, and SAP. No one doubts that it is a great prize and worth much sacrifice to gain. But investors have learned that as a sustainable outcome for any particular company, it is improbable. And so they are prepared to search for other safe harbors as they seek more reliable returns from their increasingly scarce capital.

When the focus was almost exclusively on value chain domination, investors eagerly sought news of emerging partnership announcements that would signal value chain formation and provide clues as to which companies were accumulating the most marketplace power. Both Amazon and Yahoo! validated their investors expectations by demonstrating value chain power recruiting numerous partners in excess of what their direct competitors could demonstrate. But such auspicious beginnings would later temper investor optimism when such value chains, once formed, proved nowhere near as valuable as advertised, at least not in the short term. As companies, notably Amazon, called again for more patience and capital in order to demonstrate their true values, investors decided they had no more of either. In the current climate they are simply making that most basic of all requestsShow us the money! Partners do not pay money; customers do. Show us the customers, what you plan to offer them, and how you intend to keep them.

In this context, customers with large budgets to spend are preferable to those of more modest means, which translates into higher valuations going to companies with large-enterprise customers than to those focused on small-business or fickle consumer markets. But in all cases there is a focus on liquidity, on the ability to generate initial order and repeat business such that investments in fixed costs and customer acquisition can be paid down. Thus the need to quickly understand the dynamics of market developmentthe shifts in focus that now seem almost preordainedand do something about them, not because of Internet time per se, but because that is what investors are looking for, and what they want to see now.

In 1999, the toughest hire in Silicon Valley was a great vice president of business development. This rare bird combined the savvy of a salesperson with the power-brokering skills of a lobbyist and was sent out into the world to spin a coalition of partners into a value chain. Every key announcement was greeted with an escalation in stock price. As stock currency grew cheap and plentiful, acquisitions became the preferred substitute for organic growth, further distracting investors from the dramatic outflow of cash from core business operations. Strategic alliances became the focus, the buzzword du jour.

In demand now is someone who can recruit and lead a direct-sales force selling into enterprise customers offerings that have an average selling price into the hundreds of thousands of dollars, with large deals going over $1 million, and even higher in special circumstances. The call is for someone who has closed a quarter, has closed dozens of quarters in fact, making quota. Such rainmakers are not to be found among any recent business school graduates, or in the outflow of people from dead or dying dot-coms. Instead, the sales organizations at big systems houses like Hewlett-Packard, Sun, and IBM, along with large consultancies and integrators like Accenture and EDS, are the breeding grounds in which recruiters will now be trawling.

SHOW ME THE MONEY NOW

In the era just past, most companies, notably the dot-coms, sought to validate their valuations by treating the lifetime value of a customer as their primary assetan asset that could be booked like any other. This is not a bad idea per se, but it is subject to interpretation and abuse. What lessons can we learn?



	Eyeballs are not a reliable indicator of, or proxy for, customers. Orders may be. The real issue is not trial, but repeat orders. Will or can customers switch from one vendor to another?

	Any projections of future returns from current customers should include a churn rate validated by actual customer behavior. Total available market statistics are far less relevant than those representing the total addressable marketthe relevant part of the market, which can be appealed to over and over again and will behave in the desired way.

	Customer-acquisition costs are paid in present dollars; lifetime value is paid out in increasingly future dollars. Such future returns must exceed those gained by simply putting the same money in government-backed bonds.

	Irrational exuberance has now been wrung out of the public markets, and decidedly so. We find ourselves getting back to the future, and realize that the tide will turn decidedly bullish once againand not soon enough for most of us.

	Our industry will emerge different in the next up-cycle. Seeking to understand those differences begins now.


But maybe the biggest lesson was recognizing the sheer magnitude of the capital needed to achieve the lofty lifetime goals investors and management were pursuing. In all of these models it takes a long time and a lot of money just to get to breakeven, and investors are now seeing that the model works only if customers can be persuaded to supply part of the needed funding through advance funding of their own, i.e., buying and continuing to buy. The mission we now embark on is to understand how to get customers to do exactly that.











2

The Basis for Strategy Decisions



High-tech companies, whether they know it or not (and most of them do), base their most fundamental strategic decisions on a model that is now older than most high-tech companies themselves. Thats right. Apple, Intel, Microsoft, Cisco, Dell, Hewlett-Packard, and literally thousands of companies besides are devotees, acknowledged or not, of a model that was first postulated in the late 1930s and advanced in the 1950s by researchers at Harvard University who were interested in how peopleindeed, communities of peopleconsider and adopt discontinuous innovations. We call this model the Technology Adoption Life Cycle, or TALC for short. Because this model is seemingly so accurate and, as a result, so pervasive within high technology, it is the foundation for this book, as it has been the foundation for two previous books authored by my colleague Geoffrey Moore. The life cycle model is the fundamental basis for how we at The Chasm Group think about developing and executing strategyspecifically what we will call market development strategy. While the following may be old news to some, it is nonetheless useful here to review some basics.

THE NATURE OF DISCONTINUOUS INNOVATIONS

To start, let us consider the nature of a discontinuous innovation. What is it? How does it come into being? How should we react to it?

What it is, is typically obvious to everyone. Its the automobile or the telephone of the early 1900s. Its the machine gun or battle tank of World War I, or the atomic bomb of World War II and the Cold War. Its the minicomputer of the 1960s, and the microprocessor and personal computer of the 70s and early 80s. Its the relational database and distributed computing. Its the genetic sequencer. Its the electric car. Its the Internet and the dot-com. As of this writing, its application servers which underpin other e-business infrastructure applications.

What attributes do these very different innovations have in common?

First, they all represent significant, even radical, departures from the status quo. Second, these innovations were not merely new or different from what preceded them. They reshaped (and are reshaping) fundamentally the field of human endeavorwhether it is communications, transportation, warfare, information processing, treatment of disease, or how we buy and sell things. These innovations do not alter an otherwise level playing field. They crater and scorch it. Suffice it to say that discontinuous innovationsand the benefits they promiseoften render what preceded them irrelevant and obsolete. Do you remember when you last bought a typewriter?

If a discontinuous innovation changes everything, correspondingly, a continuous innovation changes very little, much to the relief and benefit of the buyer and user of the continuous innovation. Why? Simply for the reason that the continuous innovation requires little or no behavioral change on the part of anybody. Users, in particular, feel virtually nothing except the specific and typically modest benefit associated with the so-called innovation. This means that they are built upon the infrastructure and standards already in place at the time. Think of a continuous innovation as the green bleaching crystals in your laundry detergent. Why are they there? The advertising promises whiter whites and brighter brights. And I dont even need to buy a new washing machine; I only need to buy the new detergent. Its the same, only better. Now thats the kind of product Ive been looking for.

Conversely, consider the price that discontinuous innovations extract. From the users of the innovation to the infrastructures necessary to support them, all will be subjected to a kind of discontinuity shock. Unlike continuous innovations, discontinuous innovations require end usersand the marketplace itselfto change fundamentally. Such change may be felt in the way people and organizations obtain and utilize such innovations. Or in the way such innovations are supported and/or incorporated into systems. Or in the way such benefits are delivered and sustained. Suffice it to say at this point that discontinuous innovations disrupt current value chains, but they must also result in new value chains if they are to survive. More about value chains in later chapters.

Most important, discontinuous innovations represent risk, sometimes profoundly so. Risk to the investors bankrolling the innovation. Risk to the first buyers who bravely cast their fates and their budgets into the unknown. Risk to the infrastructure providers who must come together on sometimes little more than a hunch to create what will become, in effect, a life-support system for the innovation. And so on. Thus, to be successful in the business of high technology means being able to recognize the sources and impacts of discontinuity and manage them accordingly.

You may think youre in the high-tech businesssoftware, hardware, networking, services, biotech, whatever. In fact, youre in the discontinuous innovations business. Which means youre in the most risky business on earth.



THE ELECTRIC CAR JOLTS CALIFORNIA

In the mid-1990s both General Motors and Honda introduced an electric-powered car in the California marketsouthern California to be more precise, arguably the car capital of the world. The GM car, the EV-1, in particular displayed a forward-looking design, which might be viewed as unusual depending on your design aesthetic. Both cars featured a DC-powered motor that required some very sophisticated battery technologyand some very expensive batteries. The motor is unnervingly quiet and very responsive. It also requires a complete charging every seventy to one hundred miles, depending on how much you have demanded of the motor. Those with a lead foot need to be prepared to not venture farther than they could safely return to their recharging facilitytypically their homeor risk walking the rest of the way. Kind of like a pilot calculating the point of no return on a flight across the Pacific.

Both cars were introduced with the usual fanfare. Lots of advertising, particularly of the brand variety along with the typical hoopla surrounding a product that promised some unique environmental benefitsfor example, no tailpipe emissions, which are in the Los Angeles basin the major cause of photochemical smog.

Of course, there was another more obscure reason why these cars were introduced into California. The California legislature had passed some rather onerous legislation that, in summary, required a small percentage of the total number of automobiles sold by any manufacturer wishing to sell in California to be of a nonpolluting variety. These percentages must be realized by the middle of this decade, or so requires the legislation. However, the practical effect of this legislation is to mandate that a certain percentage of automobile buyers obtain nonpolluting (at least by conventional measures) cars, and ostensibly be pleased to do soand to mandate the build-out of the infrastructure necessary to support the vehicles.

While the marketing surrounding these cars was palpable, consumer reaction has been notably tepid. After all, why in the land of the automobile, in a culture that celebrates freedom by virtue of the practically unfettered ability to go anywhere by car, would you want a vehicle that required a complete change in thinking, behavior, and supporting infrastructure? Why, indeed?

The electric car that was touted to go practically everywhere seems now to be going nowhere. Consumers have stayed away in droves. The automobile companies responses, while well intentioned, have mostly been of the See, I told you so variety; while those of various governmental agencies and environmental groups can be summarized as People just dont get it.

The industry quite correctly has reasoned that it must redouble its efforts to convince car buyers of the benefits of an electric car. More advertising rendered by ad agencies who pray at the altar of the brand. More dealer training. More publicity. And so on. After all, as Frank Sinatra sang, If I can make it there, Ill make it anywhere.

In fact, consumers do get it. They just dont like it. A car buffs enthusiasm aside, most consumers behave quite rationally about something as serious as purchasing an automobile. And they behave relative to the lessons of the Technology Adoption Life Cycle. In the car capital of America, perhaps the world, where the car not only supports a lifestyle but also is representative of that lifestyle, the last thing anyone is looking for is radical change. Let the next guy worry about smog, many people reason; I want to be sure that I can pull off the Santa Monica freeway at 2 A.M. and fill up the car with fuel.

Thus, while electric cars appear fine for the U.S. Postal Service following a predetermined route day in and day out, most Southland drivers rely on the petroleum-based engine and the automobile it powers for their livelihoods, their recreation, and ultimately in the urban landscape that is Los Angeles, their freedom. The entire market infrastructureconsisting of vast numbers of service stationsto competitive car insurance rates, the mechanic on the corner, the Automobile Club of Southern Californiaall of these elements are based on sustaining, even optimizing the status quo.

The issue is not one of consumers relating to the brand values associated with the EV-1, or consumer psychographic distinctions that might determine the optimal advertising and media plan. Rather, it is an issue of infrastructure and the risks, both real and perceived, of adopting a product that a current infrastructure does not support. Why take the chance? Indeed, is there any incentive or motivation for current stakeholders in the infrastructurethe same players mentioned aboveto support such changes to the status quo? As might be said, zero to none.

As it comes to pass, Californias energy problems notwithstanding, the electric companies have the incentive but not the real estate. The oil companies have the real estate but not the incentive. The future now appears to be hybridscars powered by both gasoline engines and electric motors.

What is the lesson learned? If you introduce a discontinuous innovation that requires customers to change their behaviors and current infrastructures to accommodate these new behaviors, initially you walk alone. And no amount of marketing hyperbole can, in the short term (and perhaps in the long term), overcome this basic fact.



THE SIX PHASES OF TECHNOLOGY MARKET DEVELOPMENT

This book describes a hypothetical journey, that of taking a discontinuous innovation from its inception, when it challenges the status quo, to the point where the innovation is the status quo, to be challenged by yet another upstart. Along the way, I will describe the various forces that will affect adoption, and the strategy imperatives necessary to accomplish each transition.

Applied to market development strategy, the TALC model postulates that when a community or marketplace is faced with a discontinuous innovationone that has the possibility and likelihood of necessitating an infrastructure shiftcustomers for the innovation will self-select themselves into groups according to their attraction or aversion to risk. We will focus on six fundamental phases of market development, considered in the following diagram as inflection points. Each inflection point represents a fundamental change point in how a technology market will develop, and therefore how we must change in order to capitalize on each new phase.

Technology Adoption Life Cycle Model

[image: image]

The model describes metaphorically each inflection point and its dominant citizenry as follows:

The Early Market: The gestation period of any discontinuous innovation, characterized by both excitement and uncertainty in the minds of both vendors and customers. This phase is under the sway of technology enthusiasts (also referred to as innovators) and visionaries (also referred to as early adopters).

Technology enthusiasts operate on the principle that a discontinuous innovation is, at its core, superior to what is currently available. Their motivation is thus to seek out such opportunities, explore them, and pronounce them fit or unfit for general consumption. Simply put, they are the first customers for anything truly new.

Visionaries see discontinuous innovations for what they can be, particularly if they can be harnessed early to begin a new paradigmone that visionaries can exploit to significant competitive advantage or leverage over that to which the market is now wedded. Given their numbers, visionaries provide the first real impetus to a fledgling market because their significant economic clout drives vendors to further commercialize their efforts. Visionaries also are the first group to extol the virtues of the innovation both in word (their vocal support) and in deed, by virtue of their considerable investment in the new way.

Taken together, technology enthusiasts and visionaries constitute the first or early market for a discontinuous innovation. There are no other customers other than these two groups at this stage of the TALC.

The Chasm: A pause of indeterminate length in market development, when the early market interest has waned and when there is no preordained or natural customer among the mainstream market for the discontinuous innovation, owing to its immaturity and lack of widespread deployment.

The Bowling Alley: Resumption of market development consisting of specific customer segments who are adopting ahead of general market adoption based on their desire to address specific problems, and on vendors willingness to provide segment-specific solutions to such challenges.

This phase is driven by those pragmatists (early majority) who are willing to shed their natural aversion to discontinuity in order to achieve specific benefits not available from the current paradigm or infrastructure. Pragmatists at this stage are interested in evolution, not revolution. They are interested in what the innovation does reliably and predictably rather than what it promises to do at some future point. They also require demonstrable evidence that their early moves (at least for them) will pay off and that people they would typically referenceother pragmatists in similar situationswill also proceed, albeit cautiously








	Winning strategies will change as we move from inflection point to inflection point and will, in most cases, reverse the prior strategy conceived and executed.
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