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ceonding to & sorvey conducted by Booe,

Allen 8c Hamileon Inc, business sxecurives

in the [ femly belicve that innovation

will be the major spurce of corporte
growah and profinabilicy in the coming decades,
Ot of L0 emxecutives, 9 alse fee! thar 2 majority of
these innovations will be based on new rechnolo-
gies, which creare the potential for sapetior prod-
ucEs at lower costs. As the scope for innovareon
increases with rechnobogical advances, however, 5o
does the resistance [o mROVARoH,

Inpovadon reststance comes from twe sources;
corpurations resist mnovarion even though their
suevival may be &t stake, and customers resist inno-
vation even thowgh it could mean wnproved prod-
ucts and servicesd This mesistance o innORAGon i
1ot a cultural problem, because corpcats managers
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and consumers, especially in indusrizlized madoens,
favor innovarion, They believe that eechnology can
b haressed for the benefic of all. The resistance
arses from mumergus seructugal bavriers, which par-
alyze the desint to innovate. The more radical the
innovation, the greater the souctural barters and
thertfore the preacer the rasistance,

ENCOUNTERING AMD HURDLNG CORPORATE
EARRIERS

Although mose managers aré aware thar corporare
growth and survival depend on innovation, imple-
menting mnovanon is often difficulr because af one
or more of five majer cateporties of barmers:

O The R&T overspecialization barrier,

O The operations overspacizlization barmier.
O The resounce bermer.

O The regularion barrier.

O The marker aceess barrier?®

Tha R&D Overspecialization Enrrisr

Az pechnology concinues 1o be the prmary squrnce of
innovative products and services, mest ogganize-
rions perceive technelogical specializarion 1o be the
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key ro smuccessful innovarion, Unfortunately, speial-
ized knowledis i sicaply not veczarile encugh oo be
vied for diversified produces. This egplains [Bhi's
difficulties in its atbempt to mave fom s immedi-
ate arca of specialization—<onpurers—inrg the
copying machine business. Xerox faced similar
problems in encering the computer industry,

The reluctance and inability of highly specialized
codparies to employ 3 breadrh of technologicat
expertise ofren leads them to intraeduce products on
the basis of theie cureenr techelogical knowledge
cather than on the basis of noeds of potental cus-
tomers. This iendency to gontrade technology-
doven rather than macker-driven innovadons iz che
most dengergus consequence of the REACLH ower-
speciatization bartient An innovative COMpANY must
be flaxible enough o change irs esmablished patterns
of research and development e miger the demands
of the markerplace, which s moec difficult for 2
highly spedalized company.

Hurding tha R&D Overspeciolization Barrier
Thrze of the serategies thar can be ured 1o overcome
this ebsracle include skunk works, mecarch alli-

ances, and acquisidons.

Ueing Slonk Works. As Perers and Warerman dis-
coversd in a sooey of excellent companies, one
highly dfficient way of encouraging mncvatve thnk-
ing is ™o onpaniye technically @lented people inco 20
autonomous tisk forse thar v complerely {ree from
sorporars rales and proceduores® Thrs tochnigoe suc-
ceeds becauss it provides ceative peaple with the
freedom to experimsat outside the conmTaining mff-
tnce of ssablished corporare thought and behavier.
Sach avtgnomous task forces, known as skunk
wonrks, have resuleed in many szocessful inngvations.

For example, [BM, a company whose bread and
butter has been ik manfmme business, succesded
m rhe personal computer business. The PC was
based on a new tochnology and catered ro a differ-
ent type of customer; pursuing this producr marker
therefore required 2 different kind of experase. [BM
created an aptanomem product team and gave i
the freedom o do wharever was necessary to
acquire the sxperise for success,

The task force broke some of the retpecred mdi-
HORE i amaining success” The ream bonght micm-
processar chips from 2o ouride vendor ther than
develop them inhouse. It then sold the peaduct
through third-parry disriburoes, which was contary
tp [BM’s policy of direet sales bo eod users. The ream
aba designed the PC ra be bess a syseem and more a
ser of modular components so thar cuscomers coukd
miw and march odher manufacrurers’ pexipherals.
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F‘mll:,r, it encouraged small atreprensurs 10 develop

3 woftware, an unprecedented departuce
from IBM culture, Yot these crsative meneuvers of
thee shounde works paid off for TBM.

Farming Research Allizoces. fr is increasingly
tommon [for mnovative companies of fomm strategs
alliances with individuals and organizarions char
wish to shure theis experiss for mumal profi.
Recendy, Whiripool, AT&T, RCA, General Elec-
s, American Home Builders Assocanen, 3, and
the AMP Corp formed a strategic allmose o
develop a new technelbegy called the smar-houwse
technodogy. The alliznce is explodng the possibiliry
of wiring homes oo the mside so thae the same ont-
lex can be used interchampeably for redephones,
computers, television, cable, and home appliances.
Unlire slrunl works, research alfiances allow each
company fo maintain s eseablished patterns of
R&D. The alliances just zllow theese firms 1o share
their sxpertive 1o develop a successiul innovation.

i e e

Nothing discowrages innovation more Thon
Insufficiemt fumds.

Parming Acquistions.  Another popular methed
for cverooming the R&UD overspecializaron barnier i
ro 2cquine, or memge with, another ooganization char
has the desired rechnical kmoow-how. For sxmmple,
when TBM wenwed cpertise i the wlecommunics-
o mdustry, it aojuived Rolm Corp. Unfornmately,
unwise acquisitions and mergers often ereate
problems, especially if the cuimres of e ™wo compa-
Tties are incomparible. This can genemte new bardiers
1o innoveten mther than cimiute the RED over

spocializmtion burtiet.

Th Dparations Overspeciaiization Bormiad
The operarion overspecislizarion barrier i dosely
relared 1o the R&D overspecislization barrier; the
averspedalmaton mnpl}f ocours iR preducton and
asssmbly racher rhan in research and devebopment.
A, company that s highly specialized in irs rechnol-
ogy is often specialined in i oprranem & well.
Innovarion in such a company ofren requires tre-
mendous shangs from current well-csmblished rou-
times in matrrials procurdtent, manufacarng, and
worlter craining.

The integrated services d@ﬂ] neework [[SDN':I,
an innevackon in the communicadons industry,
mﬂwpmb!cmpnsndbrd-eupmuomw
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specializanion barrier. Whereas the relephone is
capable of switching, mangporting, and smmaling
with voice communications, ISDN extends chese
capabilities to communicacions with dum, pictores,
and texr. [SDN, however, imposes severe opeca-
rional bermiers

ISDN operatiorn, cspectally at he nelephone com-
pany level, is incomparible with slder technologies.
it requires the development of a tovally new ceneral
office switch, 3 new privace branch sechange (PEX)

syseem, and new desktop phone sets. In addidon,. g

higher-capacicy mmansper channels may be requirsd
o fully exploit 1SDN's porencial, in which case it
may aften be desicable v replace costng copper
wire with fiber oprics. ISDN also eequires 2 high
degree of integration between compurer and com-
munieations technologies, Firms typically excel in
onc of these rechnologies and not the orher and
thersfore have to cope with bridging the experiise
gap as welt.

Hardling the Opatatisas Overspeciakzation
Bittier

Strategies for gvercoming ehis bartier inclode crear.
i mew operations and modifying curment ones,

Creating New Operarions, One cffective strategy
15 Ta SRAM 4 few optrating faclicy thert is physically
stparate from the curment production Facilities,
workers, and frinagéement. This aleernarive, pralo-
gous o the skunk works concept, permie innova-
eive activities 1o foursh cuside the consraining
infiuence of establiished operarional routings. The
sreaegy weed by Generel Motars for s Sarum pro-
ductian plan is an example.

Modifviag Corvent Cperadons. A second scrare
egy, which is most useful to those indusmies in
which physical plant and lend resonrces are pleni-
ful, i the modificerion of existing rsources to fadl-
itate infiovatisn. The integradon of new oparationl
procedures, howsever, must be pedformed with
exTrtine care to svold decressing the efficiency of
current operations. The madification «n be imple-
mented on an orparizstionwice basis gr focused
specifically on thar pare of the organization in which
the rechnolegy has become sutdated. For example,
telephone companics are wpgrading their cencral
otfices with digital switches and their bocsl loops
with EBber optics.

The Resource Borrlar

Muothing diseoursges innovadon more chan nsulfi-
ciene funds. Few ormnmatons have the resonrces
required to suseain the development and markering of

innewations. The extemt of the mource barrier is
dezermined by the borowing power of the cotpors-
bon, o its debr-co-equity ratio. deed, meary iner-
narional business experes ammibuee Japan's extremely
successhl innovarion diive te the three-w-one debr
ragio (and cormsequerty higher capizal recounce) gen-
emlly enjoyed by Japanete companies For mosr U5
companics, however, te respurce bumier & ane thar
nerds oo be gintountad.

Even for #he mited cnpumt of capiied they
_invest, venmwe capitalists may impose
controls that are not beneficial 1o the
yanure.

For example, severdl comunications supphers
are expetistwing fnancal difficultes as they oy to
ahift from anclog o digital technologies for cengal
office and PBX markets In fact, [TT recently aban-
doned its efforts ro develop the digial switch
because it did not have the finds ar the inclitetion
to invest in the project. Even the German gant
Siemens, has desided to join with GTE o minintize
the fnancial risk in this marker. Simikrly, compa-
nies in the cellular mobile cbephone marker have
in a short peded of five 0 s years wadergone
regior] and nattonal consolidation o cope with
their massive capitalization nesds.”

Hurdiing the Resparca Bomier

The strarazies chat are available To finance an inno-
vation and break through the resource bamer
include bicensing agreements, consoniz, and venture
capital seairces.

Obuaining Licensing Agreemenis. A commen
BEEATERY i5 10 lidénse an innavation eg gther manu-
facturcrs. Sony Corp leamed this approach the
hard way. it pioneezed the VCR technology and
established the berp formar, However, the beta
format was not sanctioned by the Ministry of
intermational Trade and Induseriez (MITT). Most
orher fapanese companies decided to marvfacmure
and market the VES formar 1o make it affordable
o the mass marker. Af & ctsolt, Sony lost the VCR,
tarkst, but learmed rom che experience, In the
Emm video camera marker, it has licensed the
technology o more than 150 companies on 2
worldwide basis rzeher than take oo the full finan-
cial burden and nisk for producing and marketing
the innowvarion.
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Jowming Consortza,  The consorfium i$ 3 joLit ven-
re in which several potentiolty comperitive yer
interdependent contpanies ger together oo develop
an innovative technology, The smart-house project
is an example of 2 congomzium, This kigh-rech proj-
cct is simply oo sxpensive for any ane company o
undertake. The congomiem redoces the financial
sutlay required of zach of the participating compa-
nies 2nd ensures chat the capital raised is used by a
research group with pogled expertise. A& similar con-
sactium, called the Intermational Telephone and
Telegraph Consuleative Commirree (CCITT) has
been organized 1o develop rechnical sandzede foc
the 15D syseem.

Obaining Yenmure Capial. A third approach
breaking down the resqurce barrier for a techno-
logical mnovatian is e invite veoture sapial.
recent years, this hes become an anepcrive soly-
tion for geneating zddidonat finances. Wealthy
individuafs are consrantdy on the lookour for proj-
ects that offer lucmative retums on their capital.
Unfomunacely, chis siearegy does not always sue-
eeed. For example, venture capitalists ars nox com-
miteed 1o any one technology. They ars investon
mezely interested in cheir Arancial recums and ase
willing e take higher dsks than banks. They know
from experience, howewver, thar ir iz much bermer
to spread nsk over several vennoees than to nvest
hesvily o any one venture. This usually fmies che
amount of capiral a single vennire may gensrare.
Even for the Limited arvount of capital they imvest,
wvenozre capitalisss may impose conmols dhar are
oot beneficial to the venture,

The Requigtion Barrier

Regubinon can cake several forms, and most indus-
e ard subjadt to at least one of them The Fust type
is sedf-regulacion, which is usually [imited to codes of
husingss pracrice and business erhics a5 expreseed by
the industry or trade o by 2 profesisnal asodaton.
The best examples of sslf-regulacion come from such
organizationg az the Amencan Medical Assgoabon
and the American Par Association.

The second type is govemmenez] regularion of a
covnpany’s intémal as well 28 macket aperations,
Government regularors ars concemed with produc:
safety, occupanonal safery, antbirust viglarons, and
urfair srade practicss. Faderal agees from
such agencies as the Depamment of Justce, the
Envitormental Protection Agrney, and the Federal
Trade Commission ro enforse government stipubs-
nans.

Videoten sarvice, for example, & anl owowation
that has been affeated by the onoerrainty abour gov-
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emenenr regulation.? Videotex s nor a regulaced tech-
nology, though the Incal Befl selephone comparies
art bunned Brom offering it on the cegubeed side of
their busimess. Newspapers, for example, are con-
cerried that videoren savvicss rmuy compete with them
for clagsifid ads and chrearen dhedr susvival Such
concerms have slowed down producr dewelopmmsnt,

Whiteves the type of regulation
ancounterad by an innovation, the fact
remains that the more requiaied an
industey or cospany, the gregfer the
barrier 1o Emovation.

A thind type of regulstion mvelves such wriliny
sarvices as water, gas, elecrricity, and eelephones, in
which prices and products are approved by a gov-
emment agency. In che case of cellular mobile
phones, for mample, the FCC repulares the busi-
nesg. Currendy, only ao companies are allowed o
optrle i any o geographic arsa, The FLC, howe
LVEr, PEOTHIE pricng competmaon between the two
carriers. Similarly, following cthe divestituee of
AT&T, the Bell upcml:ing companics {BOCs) were
resrriceed From enl:ertng three lines of buginess:
information services, long-distance calIs,, and tele-
phone eguipment mamibacmare, Tt s because of
these mEstrichons the BOCs are unable to offer
mch innovariens ag elecrronic Yellow Pages and cer
tain datd base and tensacton services. Although
the BOCs do not have R&D, operarions, ar
respurce barriers, the regulatory bamier has pes-
venred these mnovations from caming To fuidon

A, fpurth cype of regulation relates to patents and
tradernarks. Patent righes, granted by the federml
FOVEMMENE I an INnovator, can prtect the nne-
vations from poor imiarions thar seek 1o exploir 2
commercial opportunity. Patent protection has typi-
caily playsd a major role in drogs and pharmaceuri-
cals and ts becoming imporent in che field of
biogenetics. With parenc appliczrions being mads
for soch comtroversial inmovadons as clones, the
onm & on fedenal agencies ro decide whether inae-
varons are morally and socially accepable, oven
before deciding whether po grant a patent.

Herditeg the Requigtion Barrier

Whatcver the type of rgulation aicowntaed by an
innovation, the Eact remaina char the more reguiared
an industty or company, the greer the barmee to
innevzron. The wrategies for avercoming che regu-
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lation obsade include removing the barrier, modi-
fying the reguistion, and workiog arcund the
batrier.

Renwrving, the Barrier. The mos redical soletion
i o abolish the regulation by legislaron. This
appreach has been adopred effecrively by one of the
regional Bell companies, created from the ATACT
divestirure, to obkin its freedom from local regoks-
tion i several stares.

Modifying the Regulation. A second stoategy is to
shift the segulatory juisdicion from one apency to
anuther. For example, it is poscible ro cransfer juris-
diction from the local govemment to the stage gov-
ernment, from the stane govemment to the feders]
govemment, or from the federal povermment to
imernaticnal govemments. In several countmics,
including the U5, the supply of such DN aquip-
mene a8 FEXs, telephone sers, and key systems is a
dereguizted and highly comperitive bosiness. In
European countries, however, customers prefer to
get this squipment from local telephone compnics
along with the network services. Hence, orther Euro-
paan finms wishing 1o compete in the busines
would have e change the barrier o conform w US
standards, because ISTN is afrer all an ineertational
netwark that should have wniform incemarional
sfandards.

Working Aronnd the Barrier. A ehird stravegy for
bypassing regulatory barriers is teoganizatior. In
many cases, this requires forming a holding com-
pany with the freedom to offer product or semvice
incovarticrs that the vegnlased cnnty covld nor pro-
vide.

Reooganizition has been used effectively in the
welecommunications industry. Afrer the ATST
divesriture, the regional Bell companies crearsd a
separate corpotation it change of all nenregulazed
businesses. This was done o bypass the resericyion
that the regulated iocal exchange eould not subg-
dize such nonregulsicd businesses as telephone
equipment, ceflulzr mobile phones, Yellow Page:
adventising, private nerworks, maintenance and
repair, and mternational businesses,

The Markel Access Borrier

The marker access barrier refers ro all impediments
that keep innovarions from reaching receprive cus-
tomers, including iradequate physical distribodion
SYSIEMS, SECOTIE COMPEntors, ar sven Sistoner Jifh-
cultigs in switching to the mnpwation, The markee
access barrder moce often creaes problems for firms

with low market shares than for marker leaders. The
smalber the marker share, the grearer the barrier.

A high-tech innovarion thar Tlustrares the mmpor-
tance of this barrier is the digital centrex A digical
eomtrex 5 designed 10 compete against the mew-gen-
eration FBX switches to handle such tansacrions as
intercom, partv-on-hobd, call eeansfer, three-way
confertivee calls, and receprion. The censrax sysrem
requires Ro special equipment at the customer's
wifice; reguiar telephones arc adeguare, A the slec-

- rromic intelligence needed is Jocated ar the cenreal

office of the welephone company. Thersfore, unlike
the FBX systems, the conmex reguirss litle mvest-
ment up front.

i TP e
ERLENC

e e e e R

Pethops the mos! common reasea for
customer resistonee 1o an innovrtion is
that it Is Incompatible with cirTant work
Hows, peactices, and hablss.

The centrex has met with serious marker access
barricrs, howewer. First, sorpomte customers who
have already invested in a PBX sysrem are roluc-
tant to refinguish capitalized asseks at or below
book value and switch o che digiral cemerex. Sec-
ond, the switch 1o the local phone company’s
centrex may require reconfiguring hundreds of
telephone aumbers and lines, o potential night-
mare. Third, cusromens need io decide whecher o
tent or buy terminals 23 3 part of the centrex
package, on the basis of invesimenr writc-ofls
that could be obmined from outrght purchase.
Finally, PEX manufacturers are putting up 2 tough
fight and attempring [0 upgrade customers o
local area nerworks (LANs), 2 fourth-geaemtion
product with enhanced capabilities for dara com-
municatiens, M the upgraded PRX were as good
as the digital centrex, cuzomen whe made the
swicch would be unhappy with their decision. The
uncertaanty created in evaluativg the new technal-
ogy has creared 3 macket access barmier for che
digital centrex

Herdling the Market Accass Borier

Three of the straregies For breaking throwgh the
market access barmier are sligning with the dominant
vendor, developing a distibotion system, and using
x pull serarepy.

Aligning witk the Domicent Vendor. If a com.
pany has trauble reaching porenmial cusromers with
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irs innovacion, one stareey would be o o hands
with the dominent player in che induscey, For exam-
ple, many softwire and perpheral manufacurers
have lenmed ro align wich IBM by making TBM-
compatible producs gr sellmg o TBM a5 an original
squipment manufcturer.

Developing x Diseriburion Syseem. A zecond scrax-
ey fora blocked Brm is to dovelop its own digombn-
don systein. Alrhough this is a very costly approach,
somerimes it i the only way ro break the marker
access barner. For mample, smell innovative compa-
piss thar do not have their swa dealer netaod use
telemarketing and direct markedag progams e
reach their customers. In cffect, these companies
have developed their own diseribucion systems.

Using a Podl Surategy.  Finally, it is possible xo hur-
dle the market access barrier by adepong a poll
strategy—thar is, tapping the power of the people
on rthe other side of the bamier: customers. A puII
stritcgy is cxpecially ¢ if the customer &
unsure of how to procure the product or servce.
Furthermore, in the case of rechnological inmova-
tions, the customer needs reassurance oo the prod-
uct's performance and capabilicies, and this can be
achieved dhwough the power of advertising, prome-
tdon, and publiciry.

A lise of the five comparare barriers az well 2 the
strategies for hardling chem are shown in Exhibic 1.

ENCOUMTERING AND HURDLING CUSTOMER
BARRIERS

Because customer acceprance is key o the survival
of an inevation, customer bariers to innovarons
are more formidable than corporare barmiers. Cus-

PROOUST & FROCESS IMMOWATICN -

Marchihprell 1794

temers do not necossanly meFSC an MOOYALION
because rhey dislikee ir; nsoead, they resist the
change and disruprion char che mngvation brings o
their rourine nay of doing things. This is especially
e when the mnovation & based on 2 redieslly oewr
technology and nod ust & new-and-improved ver-
sion of the corrent rechnology.

Customer resistance to innovaton can Gl under
oac or mom of the following bve cltegponics:

O Change barrers.

O Poice/performance bartiers.
O Risk barvies.

O Teadition barners.

O fmage barriers.

The following sections distuss cach of these cos
tomer barriers and ways in which they @n be aver-

Lome.

Tha Chonga Borrier

Perhaps the mest common reason for sustomer
resistance to an inpovarion is thar ic is incompanble
with current work flows, practices, and habits.
Inngvadons thar require significant changes in a cus-
tomer’s daily routine mequire 2 bong arcket-develop-
mens procsss. Such innovations 45 the relevision,
augomolile, and computer were invenicd yoars
before their successfnl commercaiiztion. Even if a
newr technology guine customer acceprance, the
next wave of innovatdons may Bwee change barries if
it alvers esyablished castomer reoones,

For exarmple, video teleconfersncing 5 a 1echno-
logical tnnovation thar kes encouneered significant
change barners. This inpovaton allows people to
mest without the stress and woperse of ravel. How-
ever, a succeszil videoconference needs a lor of

- welyme 4, Mumbar 2
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planning. Particdpants sill have o o to spechc
locations away from their offices, and rhe time of
the mereting must be synchuonised actoss diffarent
ume zones. Documents for the mesring most be pre-
pared and diseributed abead of tirme, and the Aow of
cotirgunications berwreen the participanes muge be
managed. ln addition, some managers who freel
comforrable with face-to-face interaction in a meer-
ing at corpomate headguarters or at 2 resort fcloy
feel uncomfwmable in frone of the canteras and strr
10 behave as i rhey were on stmge. Such changs
barriers have slowed the marker acoepiance of vid-
coconderencing,

Hurting the Change Bartier

Two of the srategies avaitabic for hordling the
change bardier are markering with complemenmry
producs and making producs mandarery through
Legislation,

Markering with Complementary Prodocr. The
first strevegy iz 10 inbegrate the inngwation ines an
existing achivity or produst, In other words, rather
than sell che product direcdy 1o the end users, it is
sobd to an orginal equipment manufacrurer dgr
malees 3 ¢pmpleasintary prodoct and sells the whole
package. For example, cellular mobile phore manu.
Facrupers are negotiating with auremobile manutac-
turers to inogrparare the phobss as an opton for
automobiles, just like radios, sereo systems, or air
conditioners.

Making Prodncis Mandatory. Sometimes, the
change barrier ¢an br overcome by making the
adoptian of the innovation mandavory through gow
errument legislation This seeategy is dsky and ean be
used only in groationg in which it it absolutely clear
e the Lwmakers thet the customers will benefit
from the inpovation. The uts of st bells in aurg-
wiisbiles has been promated using this strategy.

The Price/Performance Barriet
The second sonree of customer resistance to inno-
varions is the pocc/prrformance barrier, whick: is
the value that an innovadon offers w a customer
compared with ¢xisting altcrmatives. Unless the
innovation offers superior performanc: or a strong
price incentive, customers will not consider winch.
ing o it

The videadisk player 2 an innovation thay could
nol surmount the price/pedformance barrier, RCA
invested mere than S600 million in this technalogy
and hailed it as a major revolunon in consumer elec.
tronics. Unforrunately, the customers disagreed and
considered the wideodisk plaver io be inferior wo the

emerging VCR alternprive. First, the videodisk
could play bur not record, wheress vidsocaseame
recordert could do both Second, the progmamming
for disk players wa resimicoed 0 only whae the disk
producers condd offer, thus Hmitiog its potenvial
Videocassemes could be coused for diffecemt pur-
poses. Fmally, when the Japanese VCR producers
began w0 drop ther prces, RCA'S product had no
price value cuther. The price /pediormance barrier
for the innovarien was top high, 2nd therefore it

. failed.

Horditag the Prica/Petfovmosce Barier

Three of the swaregies that can be oged o avareotie
the price /performance barrier are upgrmding pesfor-
mance, cuttieg ot and reducng price, and pos-
tioming.

Upgrading Performance. The first srrategy i to
have the mnovation provide significant performance
value over exizring ahtematives ™ For sxample, the
newer relephone ses offer such ks 2 sure-
matic redial and memary butions thar were not
avadlable with basic telephones. Similarfy, nower
persanal compurers have higher memory capaciey
rhan older versone

Every frm mus$ try 10 understand the
cathargl fraditions honored by Itg
cosiomers.

Conting Costs and Redusing Price. A second splu-
Tt i 10 mdhuer the manviaemning coss and pas oo
the savings o cusromers. For emmple, o the mini-
shmputer mdustry, price reductions through cost sav-
ings have talten place a1 an exmaondinary pace i less
than a decade, The Ligrr minicompurers produced
by Dhgital, Prime, snd D General have all been
reduced 1o desbrop models with maore Feanares and
functwie but at muoch fpwer prices compared with
the older-generation machires.

Positiening. & firm can add value 1o i3 innovation
by effective producy pesinianing. This approach is
Jifficult ro implement and requines 2 thorough anal-
¥sis af the compexirive market. The innewvarng firm
M sxamite dostmy product subsmicues and pos-
ton the inmovation in ¢ niche or application o
which it has 1 Jow price/performance mrio. Far
example, ATET hag aloays positioted itself as the
prermier quality corporation w the telecomrunica-
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tons industry and promaoces all is innavations using
this positioning, Despite the trmendous influx of
competitors, AT&T has marzged 10 rein 2 major-
“.1"' qf its customer base, thanks ro its superior pos-
OMNg srabeEy.

Thw Risk Bgrrier

The risk barrier arises betause all innewvations mpre-
senr uncerezinty and pose side effects chac cannor be
anticipated. Customers, aware of theoe nisks, post-
ponc purchases undil they leam moce about the
innowscion,

The firse pe of sk perceived by = custgmer is
economic nsk. I customers must tmake 2 consider-
able finaneisl investment and fear char they may Lose
it, they are reluctant o adept the innovaton, Exam-
pies include such innovatons as personal compurers
and video cameras, which tonstantly undergo
improvemenes wach technological advances, Many
incerested fonsumers postpone their purchases
becanse they expece a berer producr wich 2 lower
price 1o enter che market, As companics gain expen-
enoe with these rechnologies, they improve their
products and offer them at lower prices. [rarically,
ir is improved company stficiency that thus creares
the econamic risl

The second oype of risk & physical nisk; that is, a

0 pELSOOG 9r property thar may be inberent in
the: innewation. For mample, nnovatioes based on
mictowave and nuclear technology have met with
resistance because of possible adverse effeces on the
human body.®

A third cype of risk 5 performance uncermingy. A
fustomer wormies that the eechnology may moc be
fully teseed and devaboped and thersfore the new
product or scrvice may nor fanction peoperdy. One
example is slectronic mail, which refers o ponyioice,
two-way communicaion betweern o partiss wing
coraputer termikls md modems. It is equivalent to
meail because the sender and che recelver need rot be
physically present to communscte with sach other
Ta firse-fime wsers, this new technobogy poses some
degpee of pedformance oncertzinty. The users are
afraid of zending the wrong message 1o the wrong
pacty, of hoving messages not eech the inbended
party, of fihire oo cope with sophisticarerd changes in
the spsrern, and of being contidersd incompetent
The difficuloy is farcher compounded by che relarively
fisk-free character of such existing sltermatives as the
telephone, mal, or face-co-Eroe communication.

Hordlleg e Risk Barrier
Twg ways thar customers’ perception of risk can be
minimizéd ze providing Free trials and obeaining

Tesrmanials.

Providiag Free Tdals. The most pracrical
methed of overcoming the sk bacder is o offer
the rechnological innovation eo the customer on 3
trial basis with Full guarantees and reassucances, It
is not always possibe, however, to offer izls on
a limited basis. For example, installing a computer
system 15 often an wreversible decision for g com-
pany. IBM has made life sasicr fov s customers
by promisiveg full-secvice support from the fime af
tnseallarion theough che trial peried and subse-
queni adeption, This it a stratcgic vanation thar
does more than minimize fisk—ir elintinares it
Videotex service has also been offsred by ATRT
Wy customers on 4 toal basis in certain citigs. and
the trizl has significandy decreased the risk per-
ceived by porential customerns.

Obraining Testimonials. A second straregy
reduce perceived risk 5 1o gbrain endorsements
from experts and socoess ftores Erom satisfied
CLUSIDMETS.

The Todition Barrier

An innovazion is registed when it fequites cusom-
¢rs to make changes in the culturl traditions
esrablished by a cocierv. The greater the change,
the greatar the msistance,

Wideorex semvice has faced this barder. Becanse
Americans love gadgers and new cechnologics, the
innovator did not expect a traditon bermer co
videorax, A vasr percentage of che mass macker,
however, is culirally resistanc tg such high-rech
innosations 15 computers and view them ag dis-
miptve o Life.

The DN system is anscher innovation thar has
faced tradition barriers, The cotporate users must
be mained pouse & single rermunal for all dheir voice,
dara, and video information. The telecommunica-
tons deprartonent and the daca processing depan-
ment, which are typrzlly autonomoos, need to be
integeated into one new departmenr, The reporting
rebenonships change as do the work flow and wark
practices, The 150N rthus creaces sharp varzrons
from the established corpomte procedures.

Hurdiing the Troditton Borier

Three of the srraregies char can be used o grapple
with tradidon barfiers e undecttanding and
respecting rradiclons, educadng customers, and
usimg charge agents.

Undersranding and Respecring Traditions.
Every firn most oy to undersend che coltural
rraditions honored by its customers. hosr new
product failures in foretgn cguntries can be areril-
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uted to ignorands of and 2rogance abour other
cultures. The same is true sven of products mer-
kered in the US bur cargeeed roward different cul-
mres. Corporate managers and executives need e
nnderszand the ténadry of culearl taditons held
by their customers.

Educating Costomers. A second sicategy For over-
woming the teaditon barrier @ educaring customets,
For example, when computers werr promeoned 25 an
¢ducarional o0l in US schools and colleges, there
was resistance because it wenr againsy the tadi
rional blackboard-and-lecture method Bur chanks
te the intervention of the government and rhe indrias
rive of stveral leading whiversities, computer lteracy
is being propagared among even the dishebievers. In
developing nations, technobogical minovations thar
encouncer grpdition barters have always needed
governanent encouragemsn and support in the farm

of mass propagands

Using Change Agents. The third scrategy in
sombating waditien barmiers is v employ change
agens. This is also referced to as apinion leader-
ship, or leading-edge stmregy. Change agents ars
the farge, influential customers who endomse the
ingvation and encourage other customers to
adopr i TBM has consisrently used such teading-
edge customers as banks and brokerage and insne-
ance firms to invesr sacly in its new technologics
and let the smaller cuscomers e influcneed by
these cardy wsers. The same strategy has been osed
by Xerox in office antomation and ATET in vide-
otex service. Change agenes are the right custom-
ers b pursue initally becavse chey are usually
more innovatve and find it casicr 1o break away
feom zradicion,

IANCYATIOQN STREATEGIEE

The imoge Bariiar

Innevarions ean acquire an identiry solely from their
origins—producr class, industry, and cowntry. If
these assodations are unfavorble as a result of
stereoryped chinkimg, they create battiers to adep-
Gon. [mage i5 by definfion more perceprusl then
real. Image barriers are oypically buile froms violated
sacil taboos, stgmas asseciated with new technol-
g, or deep-ssated pevchological forees that may
be arvused by the innovation.

An innevation thar has encountered imape bagri-
ers is the lifefine telephone service. The lifeline ser-
vicd 5 primarity desigried for the poor who can no
lenger afford the rising cosrs of the basic wlephone
service. The [ifeline seovice snables eath residengial
cugtomer to make a minimum number of cells,
which includes emergency calls for police, fire, and
ambulance sanvice. The customer muse pay for each
leriz] call beyond this minimuem. 1n some states, such
a5 California, this service is mandarory by Liw to
engure that mo ane |5 deprived of the basic cele-
phaone facility beeruse of a lack of woney.

The basic problem, though, is thar custotmers
have ta declare themselves poor 1o become digithe
for this service. Admitting poverty, hewever, has
negative connotadoens. it sugpgests z defeatist ach-
tude 2nd 2 lack of mogvarion. It creates suspicions
of fraud. Using rhe lifehine service creares a sense of
guile anwd zhame that has been assoctared with orher
sodially subsidized services, includmg welfars, food
stamps, and public housing, reulting in an image
barmier bo the innovarive wlephone service,

Herdiing the Image Bariar

Thiee of the srrategies that can be used 10 ewercome
the image barrier are correcting the image, creating s
unigue image, and borrowing an image.

o L ——————i
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Correcring the Image.  The first stracegy is ro make
fun of the image and suggest how silly ic o for pao-
ple to believe in such storcotypes. Goldsear, the
Eorean multbillion-dollar corporation dealing in
electronic goods, jokes abaur the negative image
people have abour Kortan products, thus hopmg 1o
offser the negarive customer perceprion.

Creating 3 Utiigoe Image. The scrond straecgy is
o create a umque image for the new product or
service, Sreve Jobs, the founder of Apple Com-
pucers, did just that, Apple is stll the symbal of che
szl inngvarive firm chat came chrough with 2 qual-
ity NfevALomL

Borrowing an Imuge. The third solution o the
image bamier problem iz e consciously asseciate
the new product or scrvice with a persen or objet
that has a posirive public image. Offshore manufa-
ecers of electronic goods and office squipment sell
their products through such well-known corpore-
dons a3 General Electric and Savin, thus borrowing
the image assoceeted with thess firms.

A [ist of the five customer barricrs as wll as the
serategies for hurdling them are shown i Exhibie 2.

SUSTAMNING GROWTH

Technalsgical innowadong wilt conrnue ro be the
source of corpatate growth and murvivel world-
wide. This arbcle hes identfied major corpomrs
znd customer barciers that create structural dis-
contnuity for technelogical innovations as well as
strategies to hurdle those barriers ! With rhe life
£yeles of technologies becoming shorter and com-
peridan becoming more intense, spccessful inne-
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varion has azsumed grear impottances. Thersfore,
the corporaicon thar makes an early soarm ac iden-
rfying and breaking che major barders to (s inno-
vations will gain a dompetitive edge.
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