TOOL KIT

Is It Real? Can We Win? Is It Worth Doing?
Managing Risk and Reward in an
Innovation Portfolio

by George S. Day

INOR INNOVATIONS MAKE UP 85% to 90% of companies’
development portfolios, on average, but they rarely
generate the growth companies seek. At a time when
companies should be taking bigger —but smart—

innovation risks, their bias is in the other direction. From 1990
to 2004 the percentage of major innovations in development
portfolios dropped from 20.4 to 115 —even as the number of
growth initiatives rose.! The result is internal traffic jams of safe,
incremental innovations that delay all projects, stress organiza-
tions, and fail to achieve revenue goals.

These small projects, which I call “little i” innovations, are
necessary for continuous improvement, but they don't give com-
panies a competitive edge or contribute much to profitability.
It’s the risky “Big I” projects —new to the company or new to
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way takes a lot of hard work. It requires
an explicit strategy and vigilant atten-
tion over time. However, simplicity must
be more than a feel-good theme; the
four elements of a simplification strat-
egy will be effective only if positioned
as business imperatives. ConAgra’s Rod-
kin made it clear to his managers and
associates, as soon as he arrived, that the
company's complexity was driving up
costs, hurting profit margins, and hin-
dering the ability to invest in growth
opportunities. He set specific cost-
reduction targets that were clearly tied
to eliminating duplication, and he pub-
licly declared simplicity, accountabil-
ity, and collaboration to be key prior-
ities — ones that would constitute 50%
of the performance review criteria for
managers.

Similarly, when Peter Loscher be-
came chief executive of Siemens, in 2007,
he set out to simplify an overly compli-
cated structure that may have allowed
managers to hide improper payments,
contributing to financial irregularities.
He made a commitiment to creating a
more streamlined, transparent structure,
as well as a less complex product portfo-
lio. And then there’s Mike Zafirovski at
Nortel, He used “Business Made Simple”
as his galvanizing theme shertly after he
became CEQ, in 2005, and translated it
into a set of ambitions goals for reducing
costs, speeding up product development
and delivery, taking the complexity out
of networks, and making it easy for cus-
tomers to harmess the latest technologies.
Zafirovski made simplicity the founda-
tion for the company’s strategy across its
business - from R&D, to marketing, to
customer service, to choosing strategic
partners, to mergers and acquisitions.

It's a given that senior executive sup-
port is vital to the success of any change
initiative. But it’s easy to give short shift
to notions that seem “soft,” like simplic-
ity. These CEOs made simplicity a man-
datory, “hard” objective, which is the
only way it can get any traction. ~ ©
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the world - that push the firm into ad-
jacent markets or novel technologies
and can generate the profits needed to
close the gap between revenue fore-
casts and growth goals. {According to
one study, only 14% of new-product
launches were substantial innovations,

. but they accounted for 61% of all profit
from innovations among the compa-
nies examined.)?

The aversion to Big I projects stems
from a belief that they are too risky and
their rewards (if any) will accrue too
far in the future. Certainly the prob-
ability of failure rises sharply when a
company ventures beyond incremen-
tal initiatives within familiar markets.
But avoiding risky projects altogether
can strangle growth. The solution is to
pursue a disciplined, systematic process
that will distribute your innovations
more evenly across the spectrum of risk.

Two tools, used in tandem, can help
companies do this. The first, the risk
matrix, will graphically reveal risk expo-
sure across an entire innovation port-
falio. The second, the R-W-W (“real, win,
worth it”) screen, sometimes known
as the Schrello screen, can be used to
evaluate individual projects. Versions of
the screen have been circulating since
the 1980s, and since then a growing
roster of companies, including General
Electric, Honeywell, Novartis, Millipore,
and 3M, have used them to assess busi-
ness potential and risk exposure in their
innovation portfolios; 3M has used
R-W-W for more than 1,500 projects. I
have expanded the screen and used it
to evaluate dozens of projects at four
global companies, and [ have taught ex-
ecutives and Wharton students how to
use it as well.

Although both tools, and the steps
within them, are presented sequen-
tially here, their actual use is not al-
ways linear. The information derived
from each one can often be reapplied

in later stages of development, and the
two tools may inform each other. Usu-
ally, development teams quickly dis-
cover when and how to improvise on
the tools’ structured approach in order
to maximize learning and value.

The Risk Matrix

To balance its innovation portfolio, a
company needs a clear picture of how
its projects fall on the spectrum of risk.
The risk matrix employs a unique scor-
ing system and calibration of risk to
help estimate the probability of success
or failure for each project based on how
big a stretch it is for the firm: The less
familiar the intended market (x axis)
and the product or technology (y axis),
the higher the risk. (See the exhibit
“Assessing Risk Across an Innovation
Portfolio”)

A project’s position on the matrix is
determined by its score on a range of
factors, such as how closely the behav-
ior of targeted customers will match
that of the company’s current custom-
ers, how relevant the company’s brand
is to the intended market, and how ap-
plicable its technology capabilities are
to the new product.

A portfolio review team - typically
consisting of senior managers with stra-
tegic oversight and authority over devel-
opment budgets and allocations — con-
ducts the evaluation, with the support
of each project’s development team.
Team members rate each project inde-
pendently and then explain their ratio-
nale. They discuss reasons for any dif-
ferences of opinion and seek consensus.
The resulting scores serve as a project’s
coordinates on the risk matrix.

The determination of each score re-
quires deep insights. When McDonald's
attempted to offer pizza, for example,
it assumed that the new offering was
closely adjacent to its existing ones, and
thus targeted its usual customers. Un-

George S. Day {deyg@wharton.upenn.edu) is the Geoffrey T. Boisi Professor, a professar of
marketing, and a codirector of the Mack Center for Technolegical Innovation at the University
of Pennsylvania’s Wharton School in Philadelphia. His most recent article for HBR, *Scanning
the Periphery” {written with Paul J.H. Schoemaker), was published in Novemnber 2005.

!‘lv\.:.znmm at a Glance

Minar innovations typically make up
most of a company's development
portfalio, but they will never generate
the growth companies seek. To address
this shortfall, companies should under-
take a systematic, disciplined review of
their innovation portfolios and increase
the propertion of majer innovations
while carefully managing the risk. Two
tools can help them do so.

The risk matrix will graphically reveal
the distribution of risk across a compa-
ny's innovaticn portfolio, showing each
project’s probability of success or fail-
ure based on how hig a stretch it is for
the firm. The less familiar the intended
market and the product or technology,
the higher the risk.

The R-W-W (“real, win, worth it")
screen allows companies to evaluate
the risks and potential of individual proj-
ects by answaering questions in three
broad topic areas; “Is it real?” explores
the nature of the potential market and
looks at the feasibility of building the
product. "Can we win?" considers
whether the innovaticn and the com-
pany can be competitive. "ls it worth
doing?” examines the profit potential
and whether developing the innovation
makes strategic sense.

der that assumption, pizza would be a
familiar product for the present mar-
ket and would appear in the bottom
left of the risk matrix. But the project
failed, and a postmortem showed that
the launch had been fraught with risk:
Because no one could figure out how to
make and serve a pizza in 30 seconds
or less, orders caused long backups, vio-
lating the McDonald’s service-delivery
model. The postmortem also revealed
that the company’s brand didn’t give
“permission” to offer pizza. Even though
its core fast-food customers were demo-
graphically similar to pizza lovers, their
expectations about the McDonald's ex-
perience didn't include pizza.

Once the risk matrix has been com-
pleted, it typically reveals two things:

continged on page 114
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Assessing Risk Across an Innovation Portfolio

The Risk Matrix”

This tool will reveat the distribution of risk
across a company's innovation portfolio.
Each innovation can be positioned on

the matrix by determining its score on

two dimensions - how familiar to the
company the intended market i5 {x axis)
and how familiar the product or technol-
ogy is {y axis) ~ using the grid opposite
(" Positioning Projects on the Matrix").
Familiar products aimed at the company’s
current markets will fall in the bottom
left of the matrix, indicating a low prob-
ability of failure. New products aimed at
unfamiliar markets will fall in the upper
right, revealing a high probability of
failure.

Risk and Revenue

Each dot on this risk matrix stands for
one innovation in an imaginary company's
portiolio. The size of each dot is propor-
tional to the project’s estimated revenue.
{Companies may choose 1o illustrate
estimated development investment or
some other financial measure instead.)
This portfolio, dominated by relatively
low-risk, low-reward projects, is typical
in its distribution. ‘
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" This risk matrix was developed from many sources, including long-buried consulting reports by A.T. Kear-
ney and other firms, the extensive literature on the economic performance of acquisitions and alliances, and
numerous audits of product and service innovaticns. It breadly defines “failure” as significantly missing the
abjectives that were used ta justify the investment in the growth initiative. Estimates of the probability of fa#-
ure have been thoroughly validated in dozens of interviews with congultants and senior managers involved in
innovation initiatives and are consistent with recent surveys that pface the overall faiiure rate of new products
close to 40%. The ranges in probabilities take into account some of the variability in organizations® definitions
of failure and in what constitutes a new market or technology for a given company. The probabilities do not
apply to fast-moving consumer goods {where incremental innovations have high leng-run failure rates) or
ethical pharmaceuticals, and deon't distinguish whether "new to the company” is also “new tc the world.”
[Although these are distinct catageries, in my experience most major new-1e-the-company innovations are
also new to the world; for the purposes of this article, they're considered to be broadly averlapping.) "Market”
refers to customers, aot geographies.
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Positioning Projects on the Matrix

Pesition each innovation product or concept by completing each statement in the
left-hand column with one of the options offered across the top to arrive at 4 score
from 1 to 5. Add the six scores in the “Intended Market” section to determina the
project’s x-axis coordinate on the risk matrix. Add the seven scores in the “Product/
Technology” section to determine its y-axis coordinate.

Intended Market
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that a company has more projects than
it can manage well, and that the distri-
bution of Big I and little i innovations
is lopsided. Most companies will find
that the majority of their projects clus-
ter in the bottom left quadrant of the
matrix, and a minority skew toward
the upper right.

This imbalance is unhealthy if un-
surprising. Discounted cash flow anal-
ysis and other financial yardsticks for
evaluating development projects are
usually biased against the delayed
payoffs and uncertainty inherent in
Big I innovations. What’s more, little
i projects tend to drain R&D budgets
as companies struggle to keep up with
customers’ and salespeople’s demands
for a continuous flow of incrementally
improved products. The risk matrix cre-
ates a visual starting point for an on-
going dialogue about the company’s
mix of projects and their fit with strat-
egy and risk tolerance. The next step is
to look closely at each project’s pros-
pects in the marketplace.

Screening with R-W-W

The R-W-W screen is a simple but pow-
erful tool built on a series of questions
about the innovation concept or prod-
uct, its potential market, and the com-
pany’s capabilities and competition
(see the exhibit “Screening for Suc-
cess”). It is not an algorithm for mak-
ing goMmo-go decisions but, rather, a

risk, and to expose problems that can't
be fixed and therefore should iead to
termination.

Innovation is inherently messy, non-
linear, and iterative. For simplicity, this
article focuses on using the R-W-W
screen in the early stages to test the
viability of product concepts. In real-
ity, however, a given product would
be screened repeatedly during devel-
opment — at the concept stage, during
prototyping, and eatly in the launch
planning. Repeated assessment allows
screeners to incorporate increasingly
detailed product, market, and finan-
cial analyses into the evaluation, yield-
ing ever more accurate answers to the
screening questions.

R-W-W guides a development team
to dig deeply for the answers to six fun-
damental questions: s the market real?
Is the product real? Can the product be
competitive? Can our company be com-
petitive? Will the product be profitable at
an acceptable risk? Does launching the
product make strategic sense?

The development team answers these
queries by exploring an even deeper
set of supporting questions. The team
determines where the answer to each
question falls on a continuum ranging
from definitely ves to definitely no. A
definite no to any of the first five fun-
damental questions typically leads to
termination of the project, for obvious
reasons. For example, if the consensus

The ability to crystallize the market concept is far more
important than how well a company fields a fundamentally

new product or technology.

disciplined process that can be em-
ployed at multiple stages of product
development to expose faulty assump-
tions, gaps in knowiedge, and potential
sources of risk, and to ensure that ev-
ery avenue for improvement has been
explored. The R-W-W screen can be
used to identify and help fix problems
that are miring a project, to contain

answer to Can the product be competi-
tive? is a definite no, and the team can
imagine no way to change it to a yes
(or even a mayhe), continuing with de-
velopment is irrational. When a project
has passed all other tests in the screen,
however, and thus is a very good busi-
ness bet, companies are sometimes
more forgiving of a no to the sixth ques-
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tion, Does launching the product make
strategic sense?

This article will delineate the screen-
ing process and demonstrate the depth
of probing needed to arrive at valid an-
swers. What follows is not, of course, a
comprehensive guide to all the issues
that might be raised by each question.
Development teams can probe more or
less deeply, as needed, at each decision
point. (For more on team process, see
the sidebar “The Screening Team.")

NV

= ReaLt

Figuring out whether a market exists
and whether a product can be made
to satisfy that market are the first steps
in screening a product concept. Those
steps will indicate the degree of oppor-
tunity for any firm considering the
potential market, so the inquiring
company can assess how competitive
the environment might be right from
the start.

One might think that asking if the
envisioned product is even a possibil-
ity should come before investigating
the potential market. But establishing
that the market is real takes precedence
for two reasons: First, the robustness
of a market is almost always less cer-
tain than the technological ability to
make something. This is one of the mes-
sages of the risk matrix, which shows
that the probability of a product failure
becomes greater when the market is
unfamiliar to the company than when
the product or technology is unfamiliar.
A company’s ability to crystallize the
market concept —the target segment
and how the product can do a better
job of meeting its needs —is far more
important than how well the company
fields a fundamentally new product or
technology. In fact, research by Procter
& Gamble suggests that 70% of product
failures across most categories occur
because companies misconsttue the
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Screening for Success

Each product concept in your company’s inno-
vation portfolio should be assessed by its devel-
opment team using the R-W-W screen below.

A definite yes or no answer to the first-column
questions Is it real?, Can we win/, and /s it worth
doing? requires digging deeply for robust an-
swers to the supporting guestions in the second
and third columns. Often a team answer
maybe; its goal should be to investigate all pos-

sible avenues to converting no or maybe into yes.
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4
A definite no to any second-column question
typically leads to termination of the project, since
failure is all but certain. A definite no to any third-
column question argues strongly against proceed-
ing with development. (The full set of questions
in columns two and three of the screen come
from evaluations of more than 50 product failures
within two companies | worked with by teams of

auditors who asked, “What questions, properly
answered, might have prevented the failure?”}

Is there a need or desire for the product?
Can the customer buy it?
Is the size of the potential market adequate?

Will the customerbuy the product?

Is there a clear no:nmuﬁ
Can the product be made? -~

Wil the final product satisfy the market?

Does it have a competitive advantage?.

. How witl competitors respond?-

1

1

. ) ‘ !

Can the advantage be sustained?’ ‘ :
: - - 1

1

1

1

Do we have superior resources?
Do we have appropriate management?

Can we understand and respond to the market?

Are forecasted returns greater than costs?

Are the risks acceptable?

-~

Does the product fit our overall growth strategy

Will top management support it?
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market. New Coke is a classic market
concept failure; Netflix got the market
concept right. In each case the outcome
was determined by the company’s un-
derstanding of the market, not its facil-
ity with the enabling technologies.
Second, establishing the nature of
the market can head off a costly “tech-
nology push.” This syndrome often af-
flicts companies that emphasize how to
solve a problem rather than what prob-
lem should be solved or what customer
desires need to be satisfied. Segway,
with its Personal Transporter, and Mo-

torola, with its Iridium satellite phone, -

both succumbed to technology push.
Segway’s PT was an ingenious way to
gyroscopically stabilize a two-wheeled

research using observational, ethno-
graphic, and other tools to explore cus-
tomers’ behaviors, desires, motivations,
and frustrations. Segway’s poor show-
ing is partly a market-research failure;
the company didn’t establish at the
outset that consumers actually had a
need for a selfbalancing two-wheeled
transporter.

Once a need has been identified, the
next question is, Can the customer buy
it? Even if the proposed product would
satisfy a need and offer superior value,
the market isn’t real when there are
objective barriers to purchasing it. will
budgetary constraints prevent custom-
ers from buying? (Teachers and school
boards, for example, are always eager to

Segway’s Personal Transporter was an ingenious way to
gyroscopically stabilize a two-wheeled platform, but it
didn’t solve the mobility problems of any target market.

platform, but it didi't solve the mobil-
ity problems of any target market. The

reasons for Iridium’s demise are much

debated, but one possibility is that mo-
bile satellite services proved less able

than terrestrial wireless roaming ser-
vices to cost-effectively meet the needs

of most travelers.

Whether the market and the product
are real should dominate the screening
dialogue early in the development pro-
cess, especially for Big | innovations. In
the case of little i innovations, a close al-
ternative will already be on the market,
which has been proved to be real.

Is the market real? A market oppor-
tunity is real only when four conditions
are satisfied: The proposed product will
clearly meet a need or solve a problem
better than available alternatives; cus-
tomers are able to buy it; the potential
market is big enough to be worth pur-
suing; and customers are willing to buy
the product.

Is there a need or desire for the prod-
uct? Unmet or poorly satisfied needs
must be surfaced through market

invest in educational technologies but
often can't find the funding.) Are there
regulatory requirements that the new
product may not meet? Are customers
bound by contracts that would prevent
them from switching to a new product?
Could manufacturing or distribution
problems prevent them from obtain-
ing it?

The team next needs to ask, Is the
size of the potential market adequate?
It’s dangerous to veriture into a “trom-
bone oil” market, where the product
may provide distinctive value that sat-
isfies a need, but the need is minuscule.
A market opportunity ism’t real unless
there are enough potential buyers to
warrant developing the product.

Finatly, having established customers’
need and ability to buy, the team must
ask, Will the customer buy the product?
Are there subjective barriers to pur-
chasing it? If alternatives to the product
exist, customers will evaluate them and
consider, among other things, whether
the new product delivers greater value
in terms of features, capabilities, or cost.
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The Screening Team

Project screening teams vary by
company, type of initiative, and stage
of development. Qver the course of
R-W-W screening, teams typically
involve members from across func-
tions, including R&D, marketing, and
manufacturing. They should also
waork with senior managers who are
familiar with the screen and have the
expertise and the instincts to push
dispassionately for accurate answers,
particularly at each decision point dur-
ing development. At the same time,
howaever, these managers shouid be
sympathetic and willing to provide
the team with the resources to fill
inforrnation gaps.

A critical job in managing the
R-W-W process is preventing teams
from regarding the screen as an
obstacle to be overcome or circum-
vented. It's also important that the
team not regard the screen as simply
a go/no-go tool imposed by manage-
ment — a potential threat to a favorite
project. Such & misperception will
subvert proper use of the screen as a
learning tool for revealing dubious as-
sumgtions and identifying problems
and solutions.

Because the members of the de-
velopment team are both evaluators
and advocates, the screen is vuiner-
able to misuse and manipulation.
Team members’ convictions about
the merits of the project may lead
them to make cursory evaluations
if they fear that a deep assessment,
including a frank voiging of doubts,
might imperil the project. One way to
avoid this pitfall is to enlist a credible
outside facilitator, perhaps somecne
from another part of the company who
has a solid new-product track record
and no stake in the outcome. This
person’s jab should be to unearth all
the key uncertainties, informaticn
gaps, and differences of opinion and
help resolve them,




Improved value doesn’t necessarily
mean more capabilities, of course. Many
Big I innovations, such as the Nintendo
Wii, home defibrillators, and Salesforce
.com’s CRM software as a service, have
prevailed by outperforming the in-
cumbents on a few measures while
being merely adequate on others. By

alternative might soon become avail-
able. Addressing this reluctance re-
quires foresight into the possibilities
of improvement among competitors.
The prospects of third-generation (3G}
mobile phones were dampened by en-
hancements in 2.5G phones, such as
high-sensitivity antennae that made

it's dangerous to venture into a “trombone oil” market,
where the product may provide distinctive value that
satisfies a need, but the need is minuscule.

the same token, some Big I innova-
tions have stumbled because although
they had novel capabilities, custom-
ers didn't find them superior to the
incumbents.

Even when customers have a clear
need or desire, old habits, the percep-
tion that aswitch istoo much trouble, or
a belief that the purchase is risky can in-
hibit them. One company encountered
just such a problem during the launch
of a promising new epoxy for repairing
machine parts during routine mainte-
nance. Although the product could pre-
vent costly shutdowns and thus offered
unique value, the plant engineers and
production managers at whom it was
targeted vetoed its use. The engineers
wanted more proof of the product’s
efficacy, while the production manag-
ers feared that it would damage equip-
ment. Both groups were risk avoiders.
A postmortem of the troubled launch
revealed that maintenance people, un-
like plant engineers and production
managers, like to try new solutions.
What's more, they could buy the prod-
uct independently out of their own
budgets, circumventing potential ve-
toes from higher up. The product was
relaunched targeting maintenance and
went on to become successful, but the
delay was expensive and could have
been avoided with better screening.

Customers may also be inhibited
by a belief that the product will fail to
deliver on its promise or that a better

the incumbent technology perform
much better.

1s the product real? Once a company
has established the reality of the mar-
ket, it should look closely at the product
concept and expand its examination of
the intended market.

Is there a clear concept? Before de-
velopment begins, the technology and
performance reqguirements of the con-
cept are usually poorly defined, and
team members often have diverging
ideas about the product’s precise char-
acteristics. This is the time to expose
those ideas and identify exactly what
is to be developed. As the project pro-
gresses and the team becomes im-
mersed in market realities, the require-
ments should be clarified. This entails
not only nailing down technical speci-
fications but also evaluating the con-
cept’s legal, social, and environmental
acceptability.

Can the product be made? If the con-
cept is solid, the team must next ex-
plore whether a viable product is fea-
sible, Could it be created with available
technology and materials, or would it
require a breakthrough of some sort? If
the product can be made, can it be pro-
duced and delivered cost-effectively, or
would it be so expensive that potential
customers would shun it? Feasibility
also requires either that a value chain
for the proposed product exists or that it
can be easily and affordably developed,
and that de facto technology standards
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(such as those ensuring compatibility
among products) can be met.

Some years ago the R-W-W screen
was used to evaluate a radical proposal
to build nuclear power-generating sta-
tions on enormous floating platforms
moored offshore. Power companies
were drawn to the idea, because it
solved both cooling and not-in-my-
backyard problems. But the team ad-
dressing the Is the product real? stage
of the process found that the inevitable
flexing of the giant platforms would
lead to metal fatigue and joint wear in
pumps and turbines. Since this prob-
lem was deemed insurmountabie, the
team concluded that absent some tech-
nological breakthrough, the no answer
to the feasibility question could never
become even a maybe, and develop-
ment was halted.

Will the final product satisfy the mar-
ket? During development, trade-offs
are made in performance attributes;
unforeseen technical, manufacturing,
or systems problems arise; and features
are modified. At each such turn in the
road, a product designed to meet cus-
tomer expectations may lose some of
its potential appeal. Failure to moni-
tor these shifts can result in the launch
of an offering that looked great on
the drawing board but falls flat in the
marketplace.

Consider the ongoing disappoint-
ment of e-books. Even though the new-
est entrant, the Sony Reader, boasts
a huge memory and breakthrough
display technology, using it doesn't
begin to compare with the experience
of reading conventional books. The
promised black-on-white effect is closer
to dark gray on light gray. Meanwhile,
the Reader’s unigque features, such as
the ability to store many volumes and
to search text, are for many consum-
ers insufficiently attractive to offset
the near $300 price tag. Perhaps most
important, consumers are well satis-
fied with ordinary books. By July of
2007 the entire e-book category had
reached only $30 million in sales for
the year.
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After determining that the market and
the product are both real, the project
team must assess the company’s ability
to gain and hold an adequate share of
the market. Simply finding a real op-
portunity doesn’t guarantee success:
The more real the opportunity, the
more likely it is that hungry competi-
tors are eyeing it. And if the market is
already established, incumbents will
defend their positions by copying or
leapfrogging any innovations.

Two of the top three reasons for
new-product failures, as revealed by au-
dits, would have been exposed by the
Can we win? analysis: Either the new
product didn’t achieve its market-share
goals, or prices dropped much faster
than expected. (The third reason is that
the market was smaller, or grew more
slowly, than expected.)

The questions at this stage of the
R-W-W screening carefully distinguish
between the offering’s ability to succeed
in the marketplace and the company’s
capacity - through resources and man-
agement talent — to help it do so.

Can the product be competitive?
Customers will choose one product
over alternatives if it’s perceived as de-
livering superior value with some com-
bination of benefits such as better fea-
tures, lower life-cycle cost, and reduced
risk. The team must assess all sources
of perceived value for a given product
and consider the question Does it have
a competitive advantage? (Here the
customer research that informed the
team’s evaluation of whether the mar-
ket and the product were real should be
drawn on and extended as needed.) Can
someone else’s offering provide custom-
ers with the same results or benefits?
One company's promising laminate
technology, for instance, had intrigued
technical experts, but the launch failed
because the customers” manufacturing
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people had found other, cheaper ways
to achieve the same improvement. The
team should also consider whether the
product offers additional tangible ad-
vantages - such as lifetime cost savings,
greater safety, higher quality, and lower
maintenance or support needs ~ or in-
tangible benefits, such as greater social
acceptability (think of hybrid cars and
synthetic-fur coats) and the promise of
reduced risk that is implicit in a trusted
brand name.

Can the advantage be sustained?
Competitive advantage is only as good
as the company’s ability to keep imita-
tors at bay. The first line of defense is
patents. The project team should evalu-
ate the relevance of its existing patents
to the product in development and
decide what additional patents may
be needed to protect related intellec-
tual property. It should ask whether a
competitor could reverse engineer the
product or otherwise circumvent pat-
ents that are essential to the product’s
success. If maintaining advantage lies
in tacit organizational knowledge, can
that knowledge be protected? For ex-
ample, how can the company ensure
that the people who have it will stay?
What other barriers to imitation are
possible? Can the company lock up
scarce resources or enter into exclusive
supply contracts?

Consider the case of 3M’s computer
privacy screen. Although the compa-
ny’s microlouver technology promised
unique privacy benefits, its high price
threatened to limit sales to a small mar-
ket niche, making the project’s status un-
certain. An R-W-W screening, however,
revealed that the technology was aggres-
sively patented, so no competitor could
imitate its performance. It also clarified
an opportunity in adjacent markets for
antiglare filters for computers. Armed
with these insights, 3M used the technol-
ogy to launch a full line of privacy and
antiglare screens while leveraging its
brand equity and sales presence in the
office-products market. Five years later
the product line formed the basis of one
of 3M’'s fastest-growing businesses,



How will competitors respond? As-
suming that patent protection is (or
will be) in place, the project team needs
to investigate competitive threats that
patents can’t defiect. A good place to
start is a “red team” exercise: If we were
going to attack our own product, what
vulnerabilities would we find? How
can we reduce them? A common error
companies make is to assume that com-
petitors will stand still while the new
entrant fine-tunes its product prior to
launch. Thus the team must consider
what competing products will ook like
when the offering is introduced, how
competitors may react after the launch,
and how the company could respond.
Finally, the team should examine the
possible effects of this competitive in-
terplay on prices. Would the product
survive a sustained price war?

If the company doesn't have superior
resources, addressing the deficiency is
often straightforward. When the U.S.
market leader for high-efficiency light-
ing products wanted to expand into the
local-government market, for example,
it recognized two barriers: The com-
pany was unknown to the buyers, and it
had no experience with the competitive
bidding process they used. It overcame
these problems by hiring people who
were skilled at analyzing competitors,
anticipating their likely bids, and writ-
ing proposals. Some of these people
came from the competition, which put
the company’s rivals at a disadvantage.

Sometimes, though, deficiencies are
more difficult to overcome, as is the
case with brand equity. As part of its
inquiry into resources, the project team
must ask whether the company’s brand

A common error companies make is to assume that
competitors will stand still while the new entrant
fine-tunes its product prior to launch.

Can our company be competitive?
After establishing that the-offering can
win, the team must determine whether
or not the company’s resources, man-
agement, and market insight are better
than those of the competition. If not, it
may be impossible to sustain advantage,
no matter how good the product.

Do we have superior resources? The
odds of success increase markedly when
a company has or can get resources that
both enhance customers’ perception
of the new product’s value and surpass
those of competitors. Superior engineer-
ing, service delivery, logistics, or brand
equity can give a new product an edge by
better meeting customers’ expectations.
The European no-fiills airline easyjet,
for example, has successfully expanded
into cruises and car rentals by leverag-
ing its ability to blend convenience, low
cost, and market-appropriate branding
to appeal to small-business people and
other price-sensitive travelers.

provides — or denies - permission to en-
ter the market. The 3M name gave abig
boost to the privacy screen because it
is strongly associated with high-quality,
innovative office supplies - whereas
the McDonald’s name couldn’t stretch
to include pizza. Had the company’s
management asked whether its brand
equity was both relevant and superior
to that of the competition -such as
Papa Gino’s —the answer would have
been equivocal at best.

Do we have appropriate management?
Here the team must examine whether
the organization has direct or related
experience with the market, whether
its development-process skills are ap-
propriate for the scale and complexity
of the project, and whether the project
both fits company culture and has a
suitable champion. Success requires
a passionate cheerleader who will en-
ergize the team, sell the vision to senior
management, and overcome skepticism
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or adversity along the way. But because
enthusiasm can blind champions to
potentially crippling faults and lead
to a biased search for evidence that
confirms a project’s viability, their advo-
cacy must be constructively challenged
throughout the screening process.

Can we understand and respond fo
the market? Successful product devel-
opment requires a mastery of market-
research tools, an openness to customer
insights, and the ability to share them
with development-team members. Re-
peatedly seeking the feedback of poten-
tial customers to refine concepts, proto-
types, and pricing ensures that products
won't have to be recycled through the
development process to fix deficiencies.

Most companies wait until after de-
velopment to figure out how to price the
new product - and then sometimes dis-
cover that customers won't pay. Procter
& Gamble avoids this problem by includ-
ing pricing research early in the deveiop-
ment process. It also asks customers to
actually buy products in development.
Their answers to whether they would
buy are not always reliable predictors of
future purchasing behavior.

N\
FWarth ™
‘Dring !

Just because a project can pass the tests
up to this point doesn’t mean it is worth
pursuing. The final stage of the screen-
ing provides a more rigorous analysis of
financial and strategic value.

Will the product be profitable at an
acceptable risk? Few products launch
unless top management is persuaded
that the answer to Are forecasted re-
turns greater than costs? 15 definitely yes.
This requires projecting the timing and
amount of capital outlays, marketing
expenses, costs, and margins; applying
time to breakeven, cash flow, net pres-
ent value, and other standard financial-

performance measures; and estimating
the profitability and cash flow from
both aggressive and cautious launch
plans. Financial projections should also
include the cost of product extensions
and enhancements needed to keep
ahead of the competition.

Forecasts of financial returns from
new products are notoriously unreli-
able. Project managers know they are
competing with other worthy projects
for scarce resources and don’t want
theirs to be at a disadvantage. So it is
not surprising that project teams' fi-
nancial reports usually meet upper
management’s financial-performance
requirements. Given the susceptibility
of financial forecasts to manipulation,
overconfidence, and bias, executives
should depend on rigorous answers to
the prior questions in the screen for
their conclusions about profitability.

Are the risks acceptable? A forecast’s
riskiness can be initially assessed with
a standard sensitivity test: How will
small changes in price, market share,
and launch timing affect cash flows
and breakeven points? A big change in
financial results sternming from a small
ong in input assumptions indicates a
high degree of risk. The financial analy-
sis should consider opportunity costs:
Committing resources to one project
may hamper the development of others.

To understand risk at a deeper level,
consider all the potential causes of prod-
uct failure that have been unearthed
by the R-W-W screen and devise ways
to mitigate them - such as partnering
with a company that has market or
technology expertise your firm lacks.

Does launching the product make
strategic sense? Even when a market
and a concept are real, the product and
the company could win, and the project
would be profitable, it may not make
strategic sense to launch. To evaluate
the strategic rationale for development,
the project team should ask two more
questions.

Does the product fit our overall growth
strategy? In other words, will it enhance
the company’s capabilities by, for ex-
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ample, driving the expansion of manu-
facturing, logistics, or other functions?
will it have a positive or a negative im-
pact on brand equity? Will it cannibal-
ize or improve sales of the company’s
existing products? (If the former, is it
better to canmnibalize one’s own prod-
ucts than to lose sales to competitors?)
Will it enhance or harm relationships
with stakeholders ~dealers, distribu-
tors, regulators, and so forth? Does the
project create opportunities for follow-
on business or new markets that would
not be possible otherwise? (Such an op-
portunity helped 3M decide to launch
its privacy screen: The product had

The 3M name gave a big
boost to the privacy screen,
whereas the McDonald's
name couldn’t stretch to
include pizza.

only a modest market on its own, but
the launch opened up a much bigger
market for antiglare filters.} These
questions can serve as a starting point
for what must be a thorough evalua-
tion of the product’s strategic fit. A dis-
couraging answer to just one of them
shouldn’t kill a project outright, but if
the overall results suggest that a project
makes little strategic sense, the launch
is probably ill-advised.

Will top management support it? It’s
certainly encouraging for a development
team when management commits to
the initial concept. But the ultimate suic-
cess of a project is better assured if man-
agement signs on because the project’s
assumptions can withstand the rigorous
challenges of the R-W-W screen. v/
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