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Foreword

N ew Product Development For Dummies. | would guess that some of my
colleagues might be offended at these words. But the fact is that a cer-
tain amount of naiveté is an essential ingredient in the process of getting a
new product to market. After all, if we know it all, where is the room for dis-
covery? It has been my experience that successful innovators have the char-
acteristic of trying something first to see if it works, and explaining it later.
Indeed, even better still, they get someone else to explain it.

This book teaches us the various hurdles to be overcome and the activities
required if this endeavour of developing new products is to be successful.
Indeed, it is a survival issue for many companies and for countries, including
the U.S. A recent study by the National Academy of Science shows that the
United States has moved from having a positive balance of payments of $33
billion for high-tech products in 1990, to having a negative balance of pay-
ments of $24 billion in 2004.

There are incremental new products, and there are revolutionary new prod-
ucts, those products that change the basis of competition. Developing new
products requires creativity — coming up with ideas for new products —
and innovation — the process of turning those ideas into something of value.

[ use the following definitions:

“Research and Development is the transformation of money
into knowledge. Innovation is the transformation of knowledge
into money.”

Clearly we need both. This book focuses on the transformation of an idea
into something of value — in other words, the transformation of knowledge
into money. We cannot be happy with satisfying the customer; we have to
reach the next level of delighting the customer. That often comes from prod-
ucts that satisfy a need that the customer did not even know he or she had.

To be successful with new products, an organization must provide an envi-
ronment that allows innovation to thrive, the resources to get it done, and a
measurable expectation of success. If you want to activate innovation in an
organization, you need to:

Know where you want to go — Vision

Know where the rest of the world is going — Foresight

Have ambition — Stretch goals
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Have freedom to achieve your goals — Empowerment

Draw from and work with others — Communication, Networking

Be rewarded for your efforts — Recognition
Passion and courage, however difficult they are to measure, are also essential
in new product development. I can tell you from my experience in championing
Post-It Notes that we had to have passion and courage. We were told several
times by management to kill the program. I know that if we had had some of

the processes like the ones described in this book, we could have had that
product in the market two years earlier than we did.

Companies of any size must hire innovative people to join their team. These
people should be creative, have broad interests, be capable problem solvers,
be self motivated, have a strong work ethic, and be resourceful.

And so in your passionate and courageous effort to get new products suc-
cessfully into the market by using the tools in this book, always keep in mind
the six phases a program is likely to go through:

. Enthusiasm

. Disillusionment

. Panic

Search for the guilty

. Punishment of the innocent

. Praise and honors for the non-participant

A final message: Enjoy the book, innovate for the customer, network with
your colleagues, and have fun. But most of all, [ wish you success with your
new products.

— Dr. Geoffrey C. Nicholson, Retired 3M Vice President



Introduction

Do you watch the Super Bowl on a high-definition flat-screen television?
Does your microwave heat up leftovers in the blink of an eye? If so, thank
a new product developer. Are you confident that the package you sent today
will reach its destination by tomorrow morning? Have you found a retirement
package that meets all your needs? If so, thank a new product developer.

Are you hoping that someone will solve the planet’s energy problems and
find cures for the diseases that plague the world? A new product developer
is already on the case.

The people who develop new products look for problems they can solve,
gaps they can fill, and ways they can make consumers’ lives better, easier,
and more exciting. They take on these tasks because they’re curious, cre-
ative, and ambitious. They also want to make money — for themselves and
for their companies. Unlike visionaries who like to invent for the sake of
invention, new product developers commit to getting new products into
markets where people can benefit from them, and for good returns on their
investments. If you're looking to grow your business, sustain it for the long
haul, and become a hero to your customers, jump right into New Product
Development For Dummies. You can thank us later!

About This Book

We wrote this book for people who develop new products. Don’t let the title
of this book mislead you into thinking that developing new products is a walk
in the park. Developing new products is not only the most rewarding thing
you can do in business but also about the most challenging. It calls for both
creativity and discipline, and it requires a willingness to make mistakes and
then learn from them.

We first met at product conferences, where companies from around the world
came together to trade stories of their successes and share the reasons for
their failures. We were anxious to collaborate with others. Fifteen years or so
ago, though, none of us really knew how to make new product development
pay off on a consistent basis. We’d look at each other and say, “Do you suppose
it would help if we had cross-functional new product teams?” Or, “I wonder if
we ought to get management to review this project before we bet the farm

on it.” Many of us were willing to make the kinds of stupid mistakes people
make when they have no obvious answers.



New Product Development For Dummies

Today, we do know what’s important to achieve success in developing new
products. We don’t mean that only we, Robin and Beebe, know. We mean that
many professionals know, and plenty of people in small and large companies
around the world use the practices that we describe here.

In this book, we give you tons of tips, examples, and pointers that illustrate
what successful new product developers do, and we help you to implement
the practices that separate “the best from the rest.” We had a blast writing
this book, and we hope that you have a blast reading it and applying it to
your work. After all, what’s more exciting than creating something that didn’t
exist before? You do very important and very hard work. Our biggest motiva-
tion as we wrote this book was to make sure that everything we put on paper
is accurate, helpful, and clear and represents the respect we have for you and
for the work you’re doing.

Conventions Used in This Book

To guide you through this book, we include the following conventions:

v lItalics point out defined terms and emphasize certain words.

1 Boldface text indicates key words in bulleted lists and actions to take in
numbered lists.

1 Monofont highlights Web addresses.
Here are two important definitions:

v People who develop new products don’t develop only things; they
develop things and services and improvements to things and services
that already exist. When we use the term “new product,” we’re referring
to all the new products and services that solve customers’ problems and
make their lives better.

1 When we use the term develop, we're referring to all the activities that
occur between the time when a company sees an opportunity for a new
product and when it introduces the product to the market.

What You're Not to Read

We really didn’t include anything that we don’t think is important, but if you're
in a hurry (and if you're a product developer, we bet you are), here are some
suggestions:
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v Look at the Table of Contents to figure out exactly which chapter deals
with the problem that’s bugging you right now. You can skip all the rest,
until another problem or question rears its head.

v You can skip all the sidebars or save them for a rainy day. These shaded
boxes mostly give examples and pointers from real-world experience.
If you don’t read them, you won’t lose the thread.

v You can skip the text marked with a Technical Stuff icon. We put some
things in those paragraphs that seemed a bit, well, technical — it isn’t
the kind of stuff product developers talk about on a daily basis.

Foolish Assumptions

One of the cardinal rules in new product development is “Know thy customer.”
For us, that customer is you. We had to make some assumptions about you
in writing this book, and some of them may be foolish or just plain wrong.
Anyway, here they are:

v We assume that you're interested in developing new products or in sup-
porting people who develop new products.

v We assume that you have some business background. We use terms like
“return on investment” and “business case” throughout the text — terms
that we assume you learned in school and/or use in your everyday work.

v We assume that you work in any industry imaginable and that you play
just about any conceivable role in your industry. Your company may be
large or small, old or just starting out. Also, we assume that you may be
changing roles or industries.

Product developers often create character sketches of people for whom they
develop their products. Here are some sketches that helped us picture our
readers:

I'm the VP of R&D at a small company that builds homes for first-time home-
owners. I'm sure we could do a better job of designing, constructing, and
marketing our homes if we treated them like new products. After all, we go
through a pretty complex design/development process each time we intro-
duce a new model. I need some kind of primer, an entry-level guide to help
me understand what product developers do.

I'm the CEO and founder of a small company that manufactures “environ-
mentally friendly” air-conditioners. Dave, the head of R&D, is always sug-
gesting ways to make our air-conditioners better, but Mike, the head of
manufacturing, usually manages to squelch Dave’s efforts. It's probably just
as well, because I'm not sure that Dave’s bells and whistles would be useful
to our customers. I think we need to look into how some of the leading com-
panies develop their new products.
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I'm the process owner for new product development in our company. We're
successful at developing new products and services, but I know we could do
more. Where I could get the most bang for my buck would be to bring all my
processes — front-end, development, lifecycle — up to speed. I'm going to
take a look at New Product Development For Dummies. Who knows, it may
give us the baseline we need across all our divisions and all our processes.

My partner and I have a great idea for a new product. We're a long way
from getting it to the market, though. We need to understand what all the
steps are on the way. How do you get started? What are the necessary
resources? And if we want to hook up with an established company, how
would we go about it?

My boss, who'’s the head of marketing at our company, wants me to go to a
Product Development and Management Association (PDMA) conference.
He thinks that we could improve our productchange and product-introduction
processes. I think I'll learn some useful things there, but I want to find a basic
book that introduces me to the field before I go to the conference and make
a fool of myself!

I'm about to graduate from college, and I think that new product develop-
ment looks like an exciting career field. However, I didn’t learn much about
the field at school. I need something that will help me understand the field
so that I have an idea of where to begin.

T work in Purchasing. My company, a mid-size furniture business, has been
extending the amount of outsourcing we do in designing and developing
new products. I'm feeling increasing pressure to become more of a thought
leader and less of a responder in new product development. I wonder,
would New Product Development For Dummies help me understand the
processes better and teach me to be more of a contributor?

I'm the Chief Technology Officer for a process chemical company. People in
my industry don’t really think about developing new products or services.
My company has been doing what we do for years now and continues to
get decent margins. But I think we have a huge opportunity to extend what
we’re doing into new areas. I need to learn more. I could hire a consultant,
but then I'd get only his or her approach. I want to find a book that gives me
the skinny so I know how to take the next step.

I'm the process owner for a mid-size company’s NPD division. We produce
consumer goods. We're extremely successful in new product development; in
fact, I'm traveling today to give a presentation on our voice of the customer
process at a professional conference. But I've found a book called New
Product Development For Dummies. One thing’s for sure in NPD, the finish
line is always moving. You know, I may learn something from this book.

If not, I can always leave it in a seat pocket on the plane so that no one

will know I was reading it.
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How This Book Is Organized

To be successful at new product development, you have to know how and
why new products are important to your company; you have to develop a
way to continuously explore new opportunities; and you have to manage a
disciplined process that will bring the most promising opportunities to
market. The first three parts of this book address these important topics. In
the final parts of the book, you discover some of the new challenges that
product developers are facing, and you find some tips that help you navigate
issues that are important to product development.

Part I: The Basics of New
Product Development

Exactly what are “new products,” and how do they contribute to your com-
pany? Until you can answer those questions, your company’s efforts at new
product development are likely to be helter-skelter. Your success will be hit-
or-miss, with “miss” usually coming out on top. In Chapter 1, you discover
what it takes to develop great new products, and you find out what role you
and others must play in NPD activities. In Chapter 2, you take a look at the
many different outputs we call “new products.” You get a handle on which
ones are important for your company, and you see how to integrate new prod-
uct development with your company’s overall strategies. Chapter 3 takes you
into the world of product portfolios, product lifecycles, product platforms,
and profit models — topics that help you come up with a clear NPD strategy.

Part I1: Charting the Ocean of Opportunity
for New Products

The most successful new product developers stay on the lookout for oppor-
tunities. The point isn’t to build a better mousetrap, unless you've really
researched what will prompt the mice to run to your door. In this part of the
book, you go through the best practices of visiting customers (Chapter 4),
you find out how to turn your company into an “idea factory” (Chapter 5),
and you discover how to survey technology both inside and outside your
company (Chapter 7). You also discover how to identify the most promising
ideas within the ocean of opportunity (Chapter 6), and you read about the
disciplines that help your teams focus their efforts on those potentially win-
ning ideas (Chapter 8).
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Part I1I: Navigating the River
of Product Development

Developing and launching a new product requires discipline, hard work, and
risk management. To help you through this part of the product development
landscape, the five chapters in Part Il give you the scoop on the “river of
development,” which starts when management charters a team to develop
the business case for a new product idea or concept and runs all the way

to the market. Chapter 9 lays out the standard new product development
process from idea to launch. Chapter 10 gives information on how to assem-
ble and run a cross-functional NPD team.

Chapter 11 is the gearbox of the whole book: It shows how you can join the
strategies, the opportunities, and the products that your company already
has in the market with the ongoing work of the product development teams.
Chapter 12 discusses reviews and business cases and their roles in assessing
the progress of new product projects. Finally, Chapter 13 gives you advice for
making a successful transition from development to the market.

Part JU: New Challenges in
Product Development

Being best-in-class in product development is a moving target you’ll continu-
ally aim to hit. You'll face many challenges, and your company will have to
branch out to new areas of the product development tree. In this part, you
get to see some of the changes that are making the old dogs of NPD learn
new tricks.

In Chapter 14, we discuss the digitization of information. In Chapter 15, you
find out how companies are going global to create new products. And in
Chapter 16, you discover the increasing importance of partnering in product
development. All three trends impact product development, and as they
interact with each other, their impact becomes even greater.

Part U: The Part of Tens

Testing and measuring are important throughout the product development
process. We gathered some handy information that product developers use
to accomplish these important activities and put the info in the Part of Tens.
Chapter 17 tells you about the role of testing in NPD, and Chapter 18 presents
some ways you can measure NPD success.
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Icons Used in This Book

Whether you want to flip through this book to look for tidbits or study each
section as if we're about to give you a final exam, you should pay attention to
the icons; they’ll lead you to pocketable and useable take-aways.

Here’s a rundown of the icons you'll see in this book:

We use this icon to flag bits of text that we think are very important to remem-
ber. This icon may present some new, breakthrough advice, or it may recall
something that we present in another chapter that also applies to what you're
reading now.

Once in a while, we want to go a bit deeper into some specialized stuff. We tip
you off to that type of information by using this icon. You can skip over these
icons and be just fine, but the info they contain will add to your understand-
ing of new product development.

This icon flags actions or strategies you can use to set yourself up for success.

This icon flags the pitfalls and landmines that can derail your company’s new
product development train. We've tried to identify the most important traps
so you can concentrate on the positives and avoid the negatives.

Where to Go from Here

You don’t have to start reading this book at the beginning and continue
straight through to the end. In new product development, you really can’t
define a beginning or end anyway. Wherever you start, you're always in the
middle of things — your existing products, your customers, your technology,
your business goals . . . the list goes on.

We advise you to take a look at the Cheat Sheet at the front of the book and
locate yourself and your NPD job on the map. You may be an executive whose
key responsibilities lie in strategy. If so, you may want to start with Part I.
Perhaps you're a functional head who’s in charge of a business unit or an
NPD process owner; if so, you may want to start with Part Il to get a handle
on what feeds the NPD pipeline. If you’re a member of a cross-functional new
product team or of a function that supports new product development, you
may want to read Part Il first.

/
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No matter where you start, though, we have one strong belief: Chapter 11
should be required reading for everyone — especially for executives.
Get to it when you can, but make sure you get to it.

When developing new products, you must keep your eyes on many balls at
once. You need the cooperation and collaboration of many people within and
outside your organization. We wrote this book so that you could see all the
pieces in one place. If you understand all the things that need to go right in
order to succeed in new product development, you’ll be able to work with
others — and to teach, coach, and influence others — so that all the balls
stay in play.
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In this part . . .

f product developers behave like the blind men with

the elephant, they won'’t get too far. You'll find the engi-
neer at the trunk exclaiming over the functional elegance,
the marketer at the tail stressing how easy it will be to
sell, the manufacturer tapping on the legs and complain-
ing that his current infrastructure won’t accept them, and
SO on.

Developing new products takes a whole company (and
sometimes even more than one). When companies take
the new product development challenge seriously, they
become learning organizations. They take off their func-
tional blindfolds and discover how to communicate
across internal boundaries. Employees work together to
understand and share the work that they have to com-
plete. They set clear goals and objectives for their new
product development initiatives. They create common
languages in which to articulate their strategies.

To optimize your company’s ability to succeed at new
product development (NPD), you have to come to terms
with the organizational challenges that NPD presents. Part
[ provides an overview of how NPD impacts a company,
and how the company can respond to that impact.




Chapter 1
It Takes a Company. ..

In This Chapter

Achieving success at NPD

Carrying your trusty map of the NPD landscape
Taking an idea from development to launch
Finding the functions’ places in the lineup
Reviewing the roll call of NPD players

Developing new products that will succeed in the marketplace goes way
beyond simply coming up with a great new idea, a great new invention, or
a great new design. Developing successful new products is a complex job that
comes with many tasks and many responsibilities. And how many different
people, with how many different skills, do you need to accomplish the tasks?
How about inventors, scientists, designers, and engineers? And manufacturers,
marketers, and salespeople? How about heads of businesses and functions
and people with finance and legal expertise? Maybe we should also include
suppliers and partners, and what about customers, and . . . well, you get the
idea. Instead of a village, “it takes a company to develop new products . ..”

Oh my! It’s no wonder that so many companies find it hard to be successful at
developing new products. In this chapter, we give you the general require-
ments for new product development (NPD) success, and we look at a map of
the processes that you can take on your NPD journey. We identify the players
in your company who have important roles in the NPD drama. Finally, we review
what role you, our faithful reader, play in your company and what that means
for your NPD participation.

We hope that by the time you finish this chapter, you're ready to order copies
of this book for everyone you work with so that they’ll know how to play
their parts. NPD is one game you can’t play by yourself!
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The Requirements of NPD Success

Over the years, product developers have come up with a pretty good list of
what new products need to do to succeed at NPD. They need to

v Meet the needs of potential customers (see Chapter 4). This is probably
the most important item on the list. If you haven’t identified your poten-
tial customers, and if you don’t understand their needs, the rest of this
list won’t do you much good.

v Use technology that your company has access to or can develop (see
Chapters 7 and 16). Peter Carcia at Polaroid used to warn his teams not
to design products that required “transparent aluminum.” Don’t limit
yourself to your existing resources. Have an aggressive program of tech-
nology development and technology outsourcing and/or acquisition.
But don’t fool yourself into thinking that you can develop products that
require miracles in the course of development (even minor ones!).

1 Attract customers by being different from competitors’ products.
What'’s worse than spending six months or two years working on a product
only to find that it’s a me-too? Be sure you know who your competitors
are and what they’re up to, and be sure that you understand your cus-
tomers well enough to produce a product that will delight them more
than your competitors’ products do.

v Be designed so that you can manufacture, package, ship, and/or
service them. Long ago — not any more, we hope — engineers used
to consistently design products that manufacturers couldn’t build.
Successful product developers “design for X” by including manufactur-
ers, distributors, and so on in the early conversations and the ongoing
work of product design and development. See Chapter 9 for more on
how to “design for X.”

v Enhance or be consistent with your company’s brand image. The best
product with the wrong brand is the wrong product. Your products
reflect on your brand, and your brand reflects on your products, and if
they don’t enhance each other they may play takeaway. If you've got a
great product that doesn’t square with your brand, maybe your com-
pany needs a second — or fourth or fifth — brand. See Chapter 3 for a
bit more on lining new products up with your brand.

1 Be promoted by a good marketing campaign (see Chapter 13, as well
as Marketing For Dummies, 2nd Edition, by Alexander Hiam [Wiley]).
Don’t make the marketing campaign an afterthought.
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v Provide a good return on your company’s investment. This is where
the rubber hits the road in terms of judging the success of a product.
Product development teams and business leaders can make this out-
come far more likely by taking the new product’s business case very
seriously (see Chapter 12) and doing what’s needed to make sure the
product hits its goals.

Having a successful new product from time to time isn’t enough. New product
development is a core competency of the company that takes resources and
generates revenue. To build its competence at NPD, your company must

v Develop employees who can make sure your new products meet all the
requirements in the previous list, and a little more.
v Assign its scarce resources to projects that are most likely to succeed.

v Ensure that new product projects and business functions within the
company support each other as much as possible.

Moving from Product Possibility
to Market Reality
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Although it’s true that every new product starts with an idea, not every idea
ends up in the market. The most successful companies start by exploring
many different opportunities and coming up with many different options.
You want to make sure that among these options are ideas for products that
will appeal to customers, sell in large markets, and take advantage of the
latest technologies.

When we go through the product development map in the sections that
follow, we say “start here” and “go there” as if we were playing a board game.
In this game, though, you can start anywhere and go anywhere. If you just
picked up this book and you’re in the middle of a new product development
project, you can skip to the part that addresses what you're doing. When you
have time, read the other parts, too. Often, you can trace what goes wrong or
right in one part of the development process to good or bad work in the
other parts.

In the sections that follow, we take a quick look at the three major territories
of the NPD landscape.
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Discovering opportunities

In the NPD process (refer to the Cheat Sheet for a handy illustration of the
process), we call the place where you find product opportunities the “ocean.”
The ocean of new product opportunity is nearly limitless because constant
change opens up new vistas. Think of the changes you've seen just in the past
ten years. New technologies, new markets, and new products have enabled
people to dive deeper and voyage wider into the resourcefulness and creativ-
ity of the human race.

Exploring the ocean of opportunity gives you (and your new product team)
the information you need to develop your company’s strategy for new prod-
uct development. By identifying market and technology opportunities, you
can focus your development efforts on the most promising ideas and avoid
the traps and dead ends. And by reviewing your current product lines, you
know whether to direct NPD projects to improve offerings in your existing
product lines or develop wholly new products or product lines. (The chapters
in Part Il describe the ocean of opportunity in more detail.)

Developing the product

After you've identified a bunch of opportunities, you want to choose the very
best ideas that can succeed in your market and that you have the resources
to develop. To do this, you use screens that allow only a few ideas to move
into and through the development process (also known as the “river of
development”). These screens — companies call them reviews or Decision
Diamonds — are places where the company’s decision makers review ideas
for products against the company’s strategic criteria and decide which ideas
should use some of the company’s scarce resources. Only a small number of
opportunities should pass through the initial I[dea Screen compared to the
vast amount that float around in the ocean of opportunity. After an idea has
passed the initial Idea Screen, it becomes the property of the cross-functional
development team, which works through the phases and reviews of the prod-
uct development process (see Chapter 9). At each review, business decision
makers do one of the following:

v Continue funding the project for another phase

v Stop or hold (recycle) the project if the reviewers need more information

v Redirect, or even cancel, the project if it isn’t meeting expectations or if
the company’s strategic landscape has changed

You can read more about reviews in Chapter 12.
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&N‘BEH Don’t forget that a company’s executives need to know that they can get good
& returns on their new product investments. Therefore, in addition to doing the
actual work of developing new products, the product development team has
to develop a business case for management. You can read more about busi-
ness cases and how to create them in Chapter 12, and you can find a business
case template in the Appendix.

Launching the product

Your development team has spent months, maybe years, anticipating this
moment — the moment when your new product launches from the protected
environment of the team atmosphere into the wide world of the marketplace.
In some companies, moving a product from development into the market is
called “crossing the valley of death.” Why? Because many new products fail
at this point. To avoid launch failure, you need to plan for the launch through-
out the development process instead of waiting for when your product is
nearly ready for the market (see Chapter 13 for more on this topic).

Identifying the Roles of the Functions

The major players in the development of new products are the people on the
new product development team. These people have different roles, which
may include the team leader, the members of the core team, and members of
the extended team. One thing they have in common, though, is that they
come from different functions and departments within the company. In this
section, we give you an overview of what each function contributes to your
new product development efforts, and we explain the particular roles the
functions play throughout the process.

<® Even if your company is too small to have distinct functions, you can recog-
nize the roles that individuals and groups play in your company. This section,
as well as the information in Chapter 10, can help you do a better job of
making sure the people and groups in your company are collaborating to
make your NPD efforts as effective and efficient as possible.

Q&N‘Bfﬁ Many new product efforts include partners from outside your company.
You need to understand the basics of working with different functions when
“outsiders” are part of the development picture. See Chapter 16 for more on
partnering in product development.

&
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Marketing

Success in new product development depends in large measure on how well
you understand the market, including the following:

v The existing markets for your products
1 How your markets are growing or shrinking
v What new markets you may be able to enter

v What your competitors are doing in the marketplace

The marketing function in a large company, along with market research, may
be responsible for collecting and managing market knowledge. In a small
company, one person may be most interested in the market. But here’s the
thing: Understanding the market isn’t the same as being good at selling in it.
Your company, big or small, and your new product development team need
to develop a deep appreciation for your customers and your markets. And
your marketers must be able to communicate their knowledge to others with
whom they share the responsibility for developing new products.

R&D

Research and development is where many of your scientists and engineers
live. Members of the R&D department contribute their understanding of tech-
nology to the company’s product development efforts. Much of what your
R&D experts know is pretty arcane (like that word, which means mysterious,
deep, esoteric!).

Successful product developers make sure that their scientists and engineers
work with others to share their knowledge and to understand how it relates
to what the other functions know and do. This type of collaboration and shar-
ing needs to happen in all the parts of the product development landscape.

Technologists can be very perceptive during customer visits (see Chapter 4).
They also have the best understanding of existing and emerging technology
(see Chapter 7). Members of R&D on an NPD team are likely to offer sug-
gestions about technology innovations or technology tweaks or that may
just provide a competitive leap forward as your new products meet their
competition.

Manufacturing

The role of manufacturing in NPD is to make the product concept a reality.
Within this role, manufacturing has the following tasks:
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v Ensuring that the company’s manufacturing capabilities and infrastruc-
ture are adequate to produce the new product

v Deciding what parts of production the company may need to outsource
(see Chapters 15 and 16)

» Managing the supply chain for the new product

Your manufacturing function must be able to produce as much of the product
as you think you can sell, at the expected quality and performance. Therefore,
members of this function should be involved in the development process
from the very beginning. Include them when you visit customers to under-
stand customer needs (see Chapter 4). Not only are their insights different
from the insights of individuals in other functions, but they also have a much
better idea of what it takes to put products into production.

Service

Some of the new “products” that companies create are actually services.
Airlines, for example, distinguish themselves on the services they offer. So do
hotels, restaurants, and companies that deliver your packages overnight to
anywhere in the world. The people in your company who design and market
services should take the lead in developing services.

However, when the product a company creates is a product, companies may
make the mistake of paying little attention to service. The individuals in your
company who are responsible for providing service should be integral parts

of the new product effort whenever a product entails aftermarket service.

Integrating service into the NPD process can alert product developers to new
opportunities and help them avoid costly mistakes. For example, an NPD
team that includes a member from the service function is less likely to design
a product that’s overly hard to service. Integrating service into development
also can help NPD teams think about installation and repairs — whether
these are the responsibility of the customer or of your company, and how
expensive they should be (the easier and cheaper, the better for everyone).

Packaging

Packaging impacts your new product’s attractiveness on a store shelf, a com-
puter screen, or in any other place customers are likely to find and buy it.
Your new product’s attractiveness — and often the size and shape of the

final package — sometimes impacts a store’s willingness to stock it. Here’s a
bottom-line way to perk up management: How much it costs to ship your new
product depends, in part, on its packaging. And the cost of shipping impacts
the final price, which impacts everything!
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Our point? Involve your packaging function early in the development process.
The members of the function can help the team understand the preferences
of retailers and wholesalers; they can help influence product design to sim-
plify packaging; and they can participate in consumer preference tests (see
Chapter 17). At the end of the process, the packaging of your product often is
the first impression your product makes. Use the resources of your packaging
department to make it a good one.

Distribution

The four Ps of marketing include product, pricing, promotion, and place. Your
new product won't sell unless you distribute it to places where customers can
buy it. A company’s distribution and channel strategy shapes the choices
that are open to the NPD team. Does your company sell through one of the
“big box” stores? Do you offer products through catalogues or on the Internet?
Is your distribution through dealers or distributors? Which of the existing
routes will the NPD team choose to get its product out? Or will it try to carve
out a new route? The distribution function should be involved in the product
development process to make sure your NPD team understands the distribu-
tion options so it can get the new product out in front of an eager audience.

Information technology

Your information technology (IT) department provides your NPD team (and
your whole company, really) with valuable tools for development and busi-
ness. For instance, through IT, you have the ability to

v Communicate internally: Many of us now send e-mails to the person in the
office next door instead of getting up and knocking on the door. Most NPD
teams are linked together via e-mail and instant messaging, and teams can
send and share documents and keep an assortment of others “in the loop.”

v~ Store data: Your NPD team can use an Intranet site to post documents
and progress reports to facilitate work, communication, and company
involvement. Your IT department can help with document formatting,
document control, and your ability to access and use data from other
parts of the company.

1+ Communicate with the outside world: Many development teams are
spread throughout the world (see Chapter 15), and many development
efforts require companies to outsource work to other locations (see
Chapter 16). IT provides the tools that help these teams communicate,
including Intranet sites where project information can be stored and
shared. Teams can access documents from a shared site, and team mem-
bers located in different places can work on projects simultaneously.

Go to Chapter 14 for more on the role of IT in NPD.
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Finance

You can’t assemble the data your NPD team needs to represent the value
proposition for your new product (which is what management and your cus-
tomers are interested in) without the expertise of your finance department.
Involve members of this function early in the process as you map the ocean
of opportunity, and keep them involved as you build your business case (see
Chapter 12).

Human resources

People develop new products. These people need rewards, career paths, and all
the other motivators that keep employees happy and productive. Your human
resource (HR) department needs to understand the special needs of employees
who develop new products. The performance goals and reviews that work for
functional employees may not be appropriate for product developers.

Your HR department may be the right function in your company to create

a cross-cutting set of practices that enable the functions to support your
product developers. HR can look across the functions and design employee
reward structures that balance functional and project work. And these struc-
tures can help the company in other ways by leveling the playing field among
the functions.

NPD teams should also not hesitate to turn to HR for its special expertise in
organizational development. For example, HR can help a team leader under-
stand how to lead and motivate her team (see Chapter 10), and help a team
identify the diversity that they need to come up with the best ideas (see
Chapter 5).

Regulatory, legal, and standards

New product development can present challenges to legal and standards
boundaries. Many companies have to work within clear boundaries — for exam-
ple, the pharmaceutical and medical device industries. For others, these issues
come up when they’re developing some products, but not all. Be sure your team
has explored the possibility that its work may need to clear regulatory hurdles
or that existing standards may limit what the team can do. Involve the legal
department if the intellectual property (IP) it’s developing needs protecting.

Your regulatory, legal, and standards functions have the responsibility of sup-
porting your new product teams — as well as executives, business leaders,
and functional heads — and helping them to understand regulations that may
advance or hinder their work. But they can do their jobs only if the new prod-
uct developers keep them informed of potential issues.

19



20 Part I: The Basics of New Product Development

Playing Your Part in Product Development

Executives, business and functional heads, members of functions and depart-
ments, and so on — all these people play a role in developing new products.
In this section, we speak directly to you by identifying the roles people play
in product development. Find your title and read away, or brush up on all the
titles for a more complete understanding.

Executives

Executives include CEOs, CTOs — can we say “CX0s”? — as well as heads
of business units, vice presidents, directors, functional heads, and so on.
These managers are responsible for charting the overall direction of the
business as a whole, and their top-down support provides the context for
product development.

The specific role of the executive depends a lot on the size of the company.
In a smaller company, executives may play a very hands-on role; in a larger
company, an executive is more likely to act as a context setter. In a company
of any size, executives often appoint a process owner to plan and execute the
tasks that build the company’s new product capabilities, such as strategic
planning and process development.

The executive role also varies depending on the role new products play in the
company’s strategy. In making the company’s new product strategy clear, exec-
utives set a frame for everyone else. In Chapter 3, you can read more about
the different parameters executives must consider in setting NPD strategy.

Functional heads

A functional head is someone who leads one of the company’s functional
departments, such as R&D or marketing. In this position, you play an impor-
tant role in building the expertise, the competency, and the capability your
company needs to excel in new product development. Your function is one of
the sources of NPD resources, in terms of manpower and expertise. You're also
a major source of the information and knowledge that your company needs
to chart its NPD course (see Chapter 3). Quite simply, without the functions
and your leadership, product development wouldn’t exist. (Read more about
the roles of the functions in Chapters 9 and 11.)

Your responsibilities as a functional head point in two directions:
+* You have to make sure that, as you build knowledge and expertise for

the product development effort, your function is working with the
rest of the company. Technology maps (Chapter 7) that no one outside
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of R&D can decipher are useless; market insights that no one else shares
do no good; and process advances that don’t contribute to the company’s
product strategy are a waste of time and money.

+ You have to make sure that your function is capable of providing the
necessary resources for developing new products (and is willing to
do so). Your function needs to resource the exploration that takes place
in the ocean of opportunity; you provide employees and infrastructure
for new product teams; and you support products in the market. (For
more on the politics of product development, see Chapters 9 and 10.)

Business leaders

Many companies have business units, or strategic business units (SBUs), that
focus on different business opportunities. These SBUs are headed by busi-
ness leaders who come up with strategies for the development of new prod-
ucts that advance the goals of the businesses — goals that should align with
the work of other businesses in the companies and in other functions. In a
smaller company, the top executives are responsible for NPD strategy creation.

As part of your strategy, you need to make sure that the portfolio of new

and existing products is well balanced and in line with your objectives (see
Chapter 3 for more on product portfolios). Is your business focused on exist-
ing markets and existing technologies? Then be sure your portfolio provides
adequate attention to all the markets under your care, and don’t be so
wedded to existing technology that you overlook new technologies that
might come with a “low-risk” price tag. Is your business focused on a volatile
market or technology? Then make sure that some of your new product pro-
jects explore future options, but don’t forget to balance the forward-looking
portfolio with support of existing product lines and platforms.

New product development team members

The members of the NPD team have the job of actually carrying the ball, so to
speak. You do the development work from front end to back end. You also
have to make sure that your company’s executives, business leaders, and
functional heads are aware of your value and of your resource needs (see
Chapter 9 for more on these relationships and for advice on dealing with
company politics, and Chapter 10 for more on the NPD team).

Some companies assign “product champions” to oversee important new
product development projects. The champion’s role is to advise the team
members, understand their needs — and the value of their project — and
influence the functions and executives in the company to provide the needed
support. A champion usually holds an executive position in the company and
has good powers of influence.
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Review committee members

Review committee members hold jobs in the executive, directorial, and man-
agerial levels of the company. As a reviewer, your primary job is to decide
whether products in the development process should go forward to the next
development phase, stay in the current phase for more work, be shelved or
sold, or cease to exist altogether.

Executing the job of reviewer means preparing for and attending all sched-
uled reviews, listening carefully to the product team’s presentation, and
discussing your thoughts openly and honestly with other reviewers and
the team members.

As a reviewer, you need to do your homework before reviews, which includes
reading the executive summary and the business case provided by the team.

Be sure to talk with team members if you have questions or concerns before

the review.

For more on phases and phase reviews, head to Chapter 9. For much more on
reviews, executive summaries, business cases, and the role of the reviewers,
check out Chapter 12.

Functional support people

The functional head — of, say, marketing — is responsible for making sure
that the product development process has the functional resources it needs
(see the earlier section “Functional heads™). The functional employee, how-
ever, has a different responsibility: You need to be sure that you understand
the product development process (see Chapter 9), and you need to know
how you can contribute.

For example, if you work in the service function and a new product team asks
you to join — either as a full-fledged member of the core team or as a resource
at points during the product development process — your task may be to
identify ways in which product design might influence service issues later on.
The team will depend on you for a variety of expertise: anticipating the impact
of different designs, modeling the financial implications of one service option
over another, and so on. The more you understand about the NPD process

as a whole, the more effectively you'll bring your experience to bear on the
team’s issues.



Chapter 2

What Are You Developing,
and Why?

In This Chapter

Choosing your company’s growth options

Deciding how important developing new products is to your company
Examining product development’s role in your organization
Understanding the many different things people call “new products”

Providing consumers with solutions and experiences

Fle term “new product” covers plenty of ground. A new product can be

a baseball bat or a toaster, a car or an airplane, a piece of software that
includes support and installation, a vacation package, a new type of checking
account, an in-home cleaning and babysitting service, and so on. Bank of
America, for example, won the Product Development and Management
Association’s Innovator of the Year Award for its innovative “products,”
which are actually services, like its “Keep the Change” program which allows
customers to round their credit-card payments up to the next dollar and put

the difference into savings accounts.

Many companies think of products as solutions that include the range of prod-
ucts and services that address a customer’s needs. For example, a company
might offer everything a customer needs related to computers, from wiring to
hardware to Internet connectivity to software to ongoing support — all bun-
dled into one product package and priced accordingly. Some “new” products
are actually the result of relatively minor changes to existing products. Other
new products are so radical — often called breakthrough products — that no

one has ever seen or thought of them before.
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No matter what form new products take, you can make money from them in
many different ways:

»* You can simply charge customers when they buy them (think clothing).
v You can rent or lease them (think cars and copy machines).

v You can practically give them away and charge for supporting services
and supplies (think razors, cameras, and printers).

In this chapter, we show you many different ways of defining and profiting
from new products. We help you figure out how you want to grow your com-
pany, and we look at whether developing new products is important to your
growth. If you decide that it isn’t, you can put this book down. But we bet
that after reading this chapter, you’ll be more convinced than ever that
developing new products is critical to the success of your business.

Growing Your Business: Market
Expansion, Acquisition, or Innovation?

A company’s ability to grow is essential to its long-term success. Business
growth is tied to shareholder equity growth and to the ability of the business
to fund new initiatives. Organizations that fail to grow over time usually find
themselves slipping behind their competitors and may end up out of busi-
ness altogether. So, how will you choose to grow your company?

Companies can grow their businesses in three ways: Some put more empha-
sis on expanding into new markets with existing products, others grow by
acquisition, and some focus mainly on developing new products. Here are
closer looks at each of these ways of growing:

v Expanding into new markets with existing products: You may have
plenty of products in your traditional markets, but have you thought
about how to put your products into new markets? For example, a com-
pany could extend its products’ lifecycles by selling products developed
for more sophisticated markets in less sophisticated markets (see
Chapter 3 for more on product lifecycles). Last year’s computer may not
sell well in Tokyo or California, for example, but it may sell very well in
Venezuela or Senegal, where consumers will see it as brand new.

v Acquiring other businesses: Other businesses may have technologies,
products, markets, customers, or other assets that would complement
yours. Companies merge with other organizations or acquire them in
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order to gain access to new markets and sell more products. Mergers
and acquisitions also can significantly expand your company’s technol-
ogy and product development capacities (see Chapter 16).

@‘“\NG! Nearly everyone complains that the total value of two companies that
S have merged is almost always less than the value of the two companies
before the merger. Be prudent in your decision to merge, and expect that
M&As (mergers and acquisitions) may create at least as many problems
as they solve.

1 Developing new products: Because you’re knee-deep in this book, we
assume that you're very interested in this option. No surprise, it’s our
favorite, too. When your company’s growth strategy includes a healthy
measure of new product development (NPD), you focus on your internal
strengths in NPD and technology, encourage your development teams to
understand your customers very well (Chapter 4), and stay on the look-
out for markets and acquisitions that can support your NPD efforts.
Clateo Castelliani, former CEO of Becton-Dickinson, used to say that of
the three growth choices, new product development is the one that
spurs the organic growth of a company.

QWP We believe that the best growth recipe is to blend the ingredients from the
previous list in ways that allow them to enhance each other in order to meet
your growth goals. A new market can often be the key ingredient in a new
product’s success, and partnering brings in added technology and other
capacity. See Chapters 13 and 16 for more on the connections between new
markets, new partners, and NPD success.

Assessing the Importance of New
Products in Vour Growth Plans

Some companies pay lip service to their dedication to developing new prod-
ucts. Their executives put on their smiles and talk about the importance of
innovation and new products. You may even see the word “innovation” in
these companies’ core values. But when push comes to shove — and it does,
more and more, in resource-constrained companies — these companies often
put their new product projects on hold.

When investors are screaming for quick, high returns, companies find it hard
to provide resources for projects that won’t pay off for months or even years,
and developing new products doesn’t happen overnight. Many companies
that face these pressures focus their investments on improving the sales of
existing products. Other companies focus on cost reductions or incremental
improvements to existing products. Both of these strategies are low risk and
have quicker payoffs.
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But if you try to survive in the market with aging products, you’ll get passed
by competitors that are putting out brand-new, shiny products that lure
away your customers. Developing new products is an investment that will
sustain your company over the long haul. You need to determine the impor-
tance of developing new products in your growth plans and then take
appropriate actions.

Companies that truly value new product development tend to exhibit the fol-
lowing characteristics:

v They set targets and have metrics to predict and measure how many
new products they’ll develop each year, and they take them seriously
(see Chapter 18).

v They manage their products as portfolios by focusing on the aggregate of
products in development and in the market when they assess how well
their companies are meeting their strategic goals. For example, they
make sure that their portfolios include some radical and risky projects
as well as lower risk, incremental projects (see Chapters 6 and 11 for
more on product portfolios).

v They implement new product development processes and practices, and
they have individuals who are accountable for managing and improving
these processes and practices (see Chapter 9).

v Over the course of several years, they introduce a stream of successful
new products that range from incremental to radical (see the later sec-
tion “Defining the Types of New Products” for more on product types).

Are these traits evident in your company? If so, we hope that you’ll use this
book to assess the success of your company’s development efforts and to see
where you can improve when it comes to NPD. If not, or if you're not sure,
read on to find out what being successful at developing new products can

do for you.

Identifying the Role of NPD
for Vour Company

How your company approaches new product development depends on many
factors. Your company’s unique culture and personality shape your approach
to risk, the way you connect to your customers, and so on. The industry
you’re in also impacts how your company plays the NPD game. The oil indus-
try does NPD differently from the medical device industry. If you're in food or
fashion, the board on which you play the NPD game is different from the one
for trucking or hi-tech.
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Putting your hands into all their pockets

Many businesses gain revenue from hybrid
profit models. GE Medical, for example, loans
other companies money to purchase equipment
(financial product), sells other companies the

product), and sells services to customers (ser-
vice). Xerox almost didn’t survive its early years
when it was trying to make a profit by selling its
copy machines. Only when it learned to rent
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equipment (product), sells supplies for the com-
panies to use with the equipment (after-market

equipment and charge for supplies and services
did the company take off.

A\

Whatever industry you're in, take a look at other industries to see what
they’re doing. Can you learn from the way Harley-Davidson implements

Lean development, or the way P&G manages its product lines? Many of the
improvements in NPD over the past decades have come from cross-company
and cross-industry learning.

Take a look at some of the ways in which industries differ:

v If you work in the food industry, you probably come out with “new-and-
improved” versions frequently but radical innovations relatively rarely.

v The pharmaceutical industry tends to have long lead times (it often takes
ten or more years to develop a new product), but competition and advanc-
ing science and technology apply consistent pressure to innovate.

v Financial companies always are looking to differentiate through new
product development.

v Many of the large commodity businesses (including oil companies and
waste management companies) are beginning to use their vast wealth to
innovate and develop new products.

v In fad and fashion industries, you measure product development cycles in
months, not years. How different is NPD in these companies than it is in
the pharmaceutical industry, for example?

Other business elements that impact NPD are more company-specific. Here
are five elements to consider:

1 Where does your company fit in the “value chain”? The value chain
describes the process for turning raw materials into end products.
Are you on the front end of the value chain, where you sell raw materials
to others? Do you process raw materials to make them more useful to
others? Do you make parts and pieces for final products? Or do you pro-
duce products that are sold to end-users?



28 Part I: The Basics of New Product Development

You can find room for innovation and product development at every
point on the value chain. For example, TetraPak launched a revolution in
packaged food when it created the aseptic cartons that are now widely
used for packaging for juices and soups. (Take a look at Chapter 4 for
more information on the value chain.)

v Who are your customers? The answer depends on your company type:

¢ For some companies, the customer is the consumer or end-user;
these are the B-to-C (business-to-consumer) companies. B-to-C
companies have to be very focused on their customers. They need
to design, develop, and sell products that will fly off the shelves.
These companies have to understand the rest of the value chain
as well. How can they get parts and materials that will support
quality and keep the cost low? What are the requirements of retail-
ers and wholesalers, without whom the product will have no shelf
to fly off of?

¢ For many companies, other businesses are their customers; these
are the B-to-B (business-to-business) companies. B-to-B organiza-
tions have to understand their customers and their customers’
customers. TetraPak, for example, had to understand not only the
food producers to whom it would sell the cartons, but also the dis-
tributors, the supermarkets, and the end-users who would have to
learn to buy soups and juices in cartons rather than in cans or
other forms of packaging.

v What'’s your industry’s “clockspeed”? If rapid innovation and quick
turnover are characteristic of your industry, your company needs to
move fast, too. The market for hand-held personal devices has no room
for a manufacturer whose products take years to develop and commer-
cialize. On the other hand, if your industry is a slow mover — for exam-
ple, the chemical industry, where typical products last five or more
years — your company should implement product development
processes that are appropriate to this slower cycle. Knowing your com-
pany’s clockspeed and the clockspeeds of the suppliers and customers
you work with is critical to understanding the right pace for product
development and innovation in your company.

v What’s your source of profits/revenues? Some companies make profits
from selling products. Others profit from selling services, from leasing,
or from services and/or products that customers will need after they
purchase the original product (known as after-market sales). Many com-
panies bring in profits from a hybrid business model, which gets rev-
enue from many different sources (see the nearby sidebar). (You can
read more about this topic in Chapter 3.) Recognizing where your profits
come from is critical to the product’s business case (see Chapter 12). It
also helps product developers understand where they need to focus
their efforts.
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v How long does it take to go from idea to product? Companies that
are implementing a Lean or Six Sigma product development process
talk about the cycle time that a process is “entitled to.” That rather
odd way of speaking is how they communicate that there’s a certain
amount of time that it “ought” to take to develop a particular product.
In the real world, it often takes longer, but the notion of entitlement
implies that there’s some low number that you can’t do better than.
Cycle times tend to be characteristic of industries: The automotive
industry has longer cycle times, the clothing industry has shorter
cycle times, and so on. Note: Radical changes can and do alter the
expected cycle time in an industry. For example, the introduction of
high throughput screening changed the basic cycle times in the pharma-
ceutical industry.
P It’s a good idea to do some research to find out how much time your product
developers are entitled to by comparing your cycle times with others who
make similar products.

Defining the Types of New Products

What do we mean when we say “new product”? The term covers more ground
than you may think. Sometimes a new product is just that: the cars that hit
the dealers’ showrooms every year around Presidents’ Day, or the new drug
that does a better job of lowering your blood pressure. Some new products
introduce new lines of products and are often based on new technologies or
processes. These platforms may include a new line of furnaces, a new kind

of hotel, and so on. Still other new products are radical departures from exist-
ing products — think cellphones or online banking — while others are just
tweaks or slight alterations on existing products.

How mature is your company?

Usually the companies that make the mistake of into oblivion, some are acquired for their exist-
placing all their bets on radically new innovations  ing competencies, and some wander off into a
and products are young and headstrong. Many of  complacent old age. The right new product
them don't survive. The ones that make the mis-  strategy can help you survive to maturity and
take of betting solely on yesterday’s successes  stay there, healthy and vibrant, for a long time.
are usually on the older side. Some of these sink
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Breaking through the eye of the tiger (team)

Some companies separate breakthrough prod-
uct development projects from their ongoing
NPD work. Often, the teams for these projects
are called tiger teams, or heavyweight teams.
Members of management make sure the tiger
teams get the resources they need and protect
them from overt political battles with their indi-
vidual functions.

Advocates of separating such projects from the
daily grind feel that teams are more likely to
develop really radical ideas if they're not in daily
contact with the existing culture of the compa-
nies. It can be good to get away from the legacy
of “how it's done around here.” For more on the
tiger team approach, head to Chapter 10.

Most companies that succeed in NPD create products in all three of the fol-

lowing major categories:

v Breakthrough products (sometimes referred to as radical products)

v Platform products

v Derivative and support products (also called line extensions or

incremental products)

Understanding the differences among these types of products helps you
focus your company’s new product strategy on some projects that will pro-
vide short-term revenues and on others that will provide growth and revenue

in the future.

Breakthrough products

Breakthrough products bring new technologies to the marketplace and often
enable or require customers to do things in new ways. For example, in the late
1940s Edwin Land invented a film that developed as soon as it was exposed.

This technology breakthrough changed people’s expectations about photogra-

phy. Although its image quality never matched that of 35 mm film, the instant
camera allowed amateurs to snap photos and share the results on the spot.
The technology also provided the movie industry with a way to document sets
(a process that people in the industry still call “polaroiding,” even though the
technology is now digital), vastly simplified the process of making picture
IDs, and won contracts from industries and governments all over the world.

Corning, the same company that makes the nearly unbreakable cookware that
can go straight from your refrigerator to the oven, devoted huge resources to
develop the catalytic converter in the 1970s. It was a huge success and every
car and truck has one. However, a few decades later, Corning put a similar
effort toward developing photonics technology. The company ended up wast-
ing significant resources as the world went wireless.
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Breakthrough products sometimes allow companies to change the game. The
really good ones can send your competitors onto the rocks as you sail off to
new markets and new profits. But breakthrough ventures also entail risk:

Technology risk: Because we’re talking about a breakthrough — a radical
departure from what’s been done before — no one can guarantee that the
product will really end up working. Many pharmaceutical products are
breakthroughs — the first of their kind to introduce a whole new class of
drugs or a whole new approach to a disease into the market. Automobile
manufacturers are working on breakthrough engine designs, from electric
to hybrid to hydrogen fuel cell.

Market risk: Because radical new products often require new customer
behaviors and literally create new needs in the market, there’s always a
chance — sometimes a big chance — that customers won’t adopt the
new product. Many radical market entries fail to “cross the chasm”

from the small percent of the market that’s intrigued by the latest gadget
to the market majority who have to buy the gadget before it becomes a
money maker.

What the company is risking is opportunity — the opportunity to devote
time and resources to other, surer bets. The risk entailed in developing
breakthrough products includes the following:

v They usually take a long time to develop. Typically, radical or break-
through products start as a vision of what the company could do in a
particular technology or market area. Unlike improvements to products
that already exist, the company must place its bets on a possibility that
requires research — maybe not basic scientific research, but research
into the technology feasibility and the potential market acceptance of its
new idea.

v At some point, developing a breakthrough product usually requires a
lot of resources. The company must invest significant amounts in R&D,
in infrastructure (such as manufacturing), and in market research and
development.

When Japanese car companies decided to develop and market the hybrid
auto, they had to invest significant manpower over significant periods of
time, and they were taking a market risk that none of the major U.S. compa-
nies were willing to take. In retrospect, as other automakers scramble to keep
up, it’s clear that the Japanese automakers’ decision was a smart one. But
when they took the step, they were taking a chance that very few of their
peers were willing to take.

To be successful at developing breakthrough products, a company needs
strong management support for the necessary risk taking and innovation. It
also helps to have a robust “bottom-up” culture where people regularly work
on projects that fall outside the normal routine.
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<® A product champion — a person in the organization who works with the NPD
team and is committed to the project — can make the difference between
“flash-in-the-pan” status and success for breakthrough projects (see Chapter 1
for more on product champions).

Platform products

Many companies develop platform products in order to make major changes
in existing product lines and to come up with new product lines. A platform is
a product that forms the base for a whole set of products. For example, a
blender manufacturer will design the basics of a new blender line — the motor,
the container, the base, the cover, and so on — and use that as the fundamen-
tal architecture or framework for a whole line of blenders. It’s an easy job to
add or subtract dials, to add a fancy cover, and to use other tweaks to differ-
entiate the top of the line from the bottom. This can be a very cost-effective
way to develop a whole range of new products. (For more on platforms, take
alook at Chapters 3 and 11.)

<® It’s too expensive to incur infrastructure costs or to make radical changes/
innovations every time a team comes up with a good idea. Therefore, many
companies wait until they have a handful of prospective changes and bundle
them together to design a new platform.

Companies in the automobile industry use a product development strategy
based on a clear, timed sequence of product platforms. Every five years or
so, automakers come out with new vehicle models. The models have differ-
ences, such as the engines, the styles, the interiors, the brakes, and so on.
The new autos that you see in between these platforms are based on rela-
tively simple changes that don’t require new manufacturing capacities or
changes to the vehicle platform.

When new safety regulations hit the power-tool industry, many companies
responded by making their power tools larger and more unwieldy. At Black &
Decker, product developers — led by platform guru Al Lehnerd — pondered
over what to do and came up with a brilliant solution: Instead of simply adding
more stuff to the company’s existing products in order to comply with the
regulations, why not redesign the whole platform?

The team developed a modularized motor that could be stacked to provide
different amounts of power for different tools. Using this and other “platform”
approaches, Black & Decker met the new regulations with tools that performed
even better than its previous models, and it nearly put the competition out of
business.

QQ,N\BE” The two previous examples — from the power-tool industry and the auto

~ industry — suggest two different ways of thinking about product platforms.
When you change one of your product lines, be sure you review the whole
product at the same time and create efficiencies of design, architecture, and



Chapter 2: What Are You Developing, and Why?

\NG/
vg&\

infrastructure. Even more important, try to bring platform thinking to the
way you develop new products. Instead of viewing every new product as an
opportunity for your product developers to be “creative,” try to regularize
and standardize how you develop products. Seek common architectures,
increase the modularity of your designs, and reward your engineers for how
much existing design they reuse. Be sure, however, that the specifications
you design for meet a wide range of clearly identified customer needs (see
Chapter 4).

Platform thinking requires management oversight, support, and encourage-
ment. Platform projects require more resources in the beginning for payoffs
later in the process. To succeed at platform design, NPD teams need to have
a very good understanding of customer requirements (see Chapter 4) and of
the state and future of technology (see Chapter 7). Bottom line: You shouldn’t
leap into platform development without planning and support.

Developing a platform takes a larger investment than developing a single
product — both in time and in people and other resources. The business
case for a platform project isn’t the same as the case for a single one.

The NPD team that creates the business case should show financials over a
spread of projects that the platform will spawn. (See Chapter 12 for more on
writing business cases.)

Derivative and support products

Derivative and support products include line extensions (for example, adding a
new faucet to an existing faucet line), incremental improvements (adding a
spray feature to a faucet that’s already in the market), cost reductions,

and other changes to products that a company already has in the market.
Derivative product changes are very important. They enable your company
to refresh existing product lines and to maintain its investment in those lines.

Customer needs cross platforms

Becton-Dickinson (BD) builds its blood analyz-
ers to serve two markets: the research market
and the clinical market. BD used to design dif-
ferent machines to sell to its two different sets
of customers. The company realized that plat-
form thinking could help them become more
efficient in designing its blood analyzers. They
brought co-author Beebe in to work with a team
that visited customers in both markets and

developed sets of requirements for them (see
Chapter 4 for more on customer visits). When
the team compared the two sets of require-
ments, it discovered that the company could
design one basic analyzer and differentiate it for
the two markets, which was much more effi-
cient than its old approach of developing two
totally different machines.

33
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The food industry is famous for its line extensions and product improve-
ments — you can’t walk through the supermarket aisles without “new and
improved” flashing from boxes of crackers or cans of soup. And no software
company ever hesitated to advertise the newest version of a game or word
processing program.

Planning for derivative and support products is part of the planning you do
when you design and launch a product platform (see the previous section).
For example, you may launch a platform into the market as a mid-priced
product aimed at familiar customers. The platform project includes plans to
create next-on, or derivative, products aimed at other markets and/or other
price points.

Good product line management requires that you stay abreast of changing cus-
tomer needs and technologies (see Chapters 4 and 7) so that your derivative
products will attract new customers, retain the old ones, and take advantage
of technology advances. Well-managed product lines can bring in handsome
returns, over time, on your company’s investments.

Balancing your product portfolio

You want to distinguish between the types of new products so that you can
assess how well your company’s new product portfolio is balanced. Do your
projects address both the long range and the short term? Are you taking the
kinds of risks that “breakthrough” implies? Do you pay enough attention to
your existing product lines and refresh them appropriately?

You have many other questions to answer about the balance of your product
portfolio. For instance, are you focusing on a strategic range of markets? Are
you distributing your resources across product lines? We talk about these
product portfolio questions in Chapter 11.

Making the Most of Products, Services,
Solutions, and Experiences

Some companies develop and market products, and some companies
develop and market services. In today’s business world, though, more and
more companies look first at the needs and wants of their customers and
then they develop solutions and experiences that combine products and ser-
vices to meet all those needs and wants. You shouldn’t limit your thinking
about products to just products, or your thinking about services to just ser-
vices. Expanding your horizons can expand your customer base, your profits,
and the lifecycles of your products.
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Connecting inside-out and outside-in

From the viewpoint of a company, the product
or service that it develops and sells to the cus-
tomer is what truly matters. This describes the
inside-out view. From the customers’ point of
view, the experiences they have with the prod-
uct or service and how well it solves their prob-
lems are the most important factors. This
describes the outside-in view.

We're sure that the broadband Internet features

live cop chases (if that's your thing) required
amazing technology to develop. We certainly
admire the very intelligent people who made it
possible. But co-author Beebe Nelson wants to
get this off her chest: It routinely takes her and
her hushand 15 minutes or more to figure out how
to get the broadband to work. She won't settle
for the conclusion that she and her husband are
just dumb, and even if they are, they represent a
big percent of the market. They'd gladly switch
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that allow us to watch thousands of movies, live

. " to whoever can solve their problem!
sporting events, late-breaking news, and even

GMBER Customers don’t really care how smart product developers are, how elegant
their technologies are, or how well they stick to their cost and schedule tar-
gets. Customers care about the products they buy solving their problems,

improving their processes, or making their lives a bit brighter and happier.

The following list presents some examples of “products” featuring extras that
customers pay for; some of the examples are more like “services that come
with extras”:

v The product includes the experience. When you buy your coffee at a
high-end coffee shop, you pay much more per cup of coffee than you
would if you bought the beans and made the coffee yourself at home.
You’re paying for what product developers call the experience. Maybe
you like calling the person behind the counter a “barista” and listening
to the soft jazz that permeates the establishment. The same experience
logic is at work when you pay big money for a birthday cake that comes
with a party or for food at a fancy restaurant.

1 The solution includes specialized knowledge. Product developers
know a lot about their industries, their technologies, and their products.
When product developers visit their customers (see Chapter 4), they often
find that their knowledge, as much as their products, can fill customers’
needs. For example, a company that provides a chemical ingredient to
small businesses discovered that its customers needed consulting ser-
vices to help them optimize their manufacturing processes and their use
of the chemical. Combining the commodity ingredient with the knowledge
of how to use it meant the company could attract more customers and
charge a higher price.
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v The product developer takes over some of your work. Johnson Controls,
for example, doesn’t sell air-handling equipment. They come to your
building, ask you lots of questions, look around, and figure out the best
system for you. The company then delivers the system, manages it for
you, and keeps your air at the temperature and humidity that you want.
Because Johnson Controls does its job well, the process doesn’t cost as
much as it would if you did it yourself, so part of what the company
makes money on is those savings.

v Other great things support the product or service. Automakers and
dealerships are waking up to the fact that part of what can make cars
attractive includes providing excellent service. Toyota, for example,
makes sure that its customers are aware that after they fall in love with
a new Lexus, they have the chance to fall in love with the company’s
luxurious service offerings. Airlines used to add give-away products
(dinners and such) to complement their services. Today, airlines try to
substitute funny flight attendants and the latest in peanuts or pretzels.
The airline industry is an example of a cash-strapped industry that, for
now, is competing pretty much only on price.

+” You get the service plus more. Enterprise offers nice rental vehicles at
okay prices. But the company wins a customer’s heart by picking her up
at home so she doesn’t have to pay for a cab or get a ride from a friend,
and adds little benefits like remembering to give her a bottle of water
before she drives away.

v The brand/cause influences the purchase. Sometimes, a customer just
wants to be able to identify himself as the cool person on the block.
Young women buy Coach handbags and middle-aged guys buy Harley
motorcycles, for example. Today, brands often try to associate with
causes in an effort to attract new customers. For example, many compa-
nies are “going green” by becoming more environmentally sensitive in
their manufacturing and packaging processes. Other companies con-
tribute portions of their profits to AIDS research or hunger relief.

This list gives you a sampling of how products and services endear them-
selves to customers by being wrapped up with extra features. It certainly
isn’t an exhaustive list; product developers add to the list every day. Always
be on the lookout for what could make your camera (photography lessons?),
your adhesive tape (graffiti?), or your dry-cleaning service (a home delivery
service or environmentally friendly fluids?) more attractive to customers.
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Defining Your Product Strategy

In This Chapter

Making market assessments

Mapping your product lines
Reviewing the product lifecycle
Identifying ways for your products to make money

Syncing your products with your brand

A company’s product strategy guides its decisions and actions with
respect to developing new products, entering new markets, improving
or retiring existing products or product lines, taking risks, and so on. A prod-
uct strategy also defines how a company’s products will make money — in
other words, its business model or profit model. All companies have product
strategies, but some have never taken the time and trouble to make their
strategies explicit.

Your company’s product strategy must consider your markets and your
brand. Your organization will have great contacts and good customer rela-
tions in some markets; in some, you may not be so well thought of; and in
other markets, no one has even heard of you. Your company is part of an
industry in which you play a role: a supplier to some and a manufacturer to
others. Your brand shapes your approach to products as well, opening some
doors and closing others.

As you can see, you have many things to consider when defining your prod-
uct strategy. In this chapter, we lead you through the thorny underbrush of
your company’s existing landscape. We show you when you should “go with
the flow” with how you relate to customers, products, markets, and your
brand. We also show you how to map your opportunities and the risks and
benefits of pursuing the conservative and the adventurous options.
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Understanding the Market

The best new product idea in the world won’t succeed without a market in
which to find customers. Duh! So, why do we mention this? You want the
market for your product to be accessible, full of potential customers, and
devoid of competition. Okay, even we can’t tell you how to get that situation.
But in the sections that follow, we tell you what to look for in real-world mar-
kets so you can improve your chances of selling your new products.

Assessing markets

The most successful companies focus their new product strategies on portfo-
lios of markets where their products — existing and new — have the best
chance to succeed. Your marketing executives often have the responsibility
of assessing markets, but your cross-functional NPD team should carry out
the process we describe here to make sure that you include relevant informa-
tion from plenty of differing viewpoints.

Your organization should answer the following three questions to help you
decide which markets to enter, which to stay in, and which to leave:

1 How attractive is the market? Look at the size of the market, your com-
pany’s existing share of the market, and your ability to get to customers
in that market:

* How many customers do you have in that market, and how many
could you have? These numbers show the potential of the market.
If your company already has a large market share, you can’t count
on that market for a lot of growth. It may provide you with good
revenues, but it may not be a good candidate for new products.
The exception is a market where your company could lose cus-
tomers because your tried-and-true products won’t continue to
please customers in the future.

¢ Can you get to customers in the market? Maybe you have channels
of distribution that work really well to get products to customers
in this market. On the other hand, maybe you don’t know how to
get your product to the customer. If you don’t already have good
distribution in a market, don’t despair; a good channel partner
may solve your problems.

Channel partners can get your products to customers who will buy
them. For example, a medical device company might pair up with a
company that sells a variety of medical equipment, and companies
that manufacture pens might choose distributors of stationery
supplies. For many products, a big-box store such as Home Depot or
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Wal-Mart can make or break the deal. And don’t forget the Internet!
Many products reach customers through a variety of Web sites.

e Can the customers in the market afford your product(s)? You
have to be sure that customers in your targeted markets want your
product, that you can get it to them, and that they can pay for it.
U.S. pharmaceutical companies, for example, continue to struggle
with the dilemma of how to get drugs to the customers and mar-
kets that really need them but can’t afford to pay for them. In these
markets, distribution is usually a problem as well.

v Where is the market headed? If the market doesn’t have room to grow,
it may not be an attractive option for your new products. Look for a
growing market where the kinds of products you want to introduce may
be just taking off. What are the “aging boomers” going to want in a couple
of years, for example? What opportunities will awareness of healthy foods
open up? In a growing market, your product sales have a chance to meet
your expectations and goals.

When you identify growth rates and trends, you're predicting the future,
which means you can’t be certain of your conclusions. Examine the
market, gather data, review it, and check your assumptions to see whether
they’re accurate. Just because you can’t be certain of your conclusions
doesn’t mean you can’t make educated guesses.

v Who are your competitors in the market, and what threats do they pose
to you and your product(s)? You need to understand who your competi-
tors are, how many of them exist in the market, and exactly how they’ll
compete with you and your product. You should assess their offerings,
determine the pricing structure for these offerings, and identify which
customers the competitors appeal to. Also, take a look at the technical
capabilities (see Chapter 7) and the launch strategies (see Chapter 13)
of your competitors. You may be able to compete with them on those
parameters and win away some of the market.

Don’t forget that some competitors can help you — think of how fast-food
joints often turn up on the same corners, or how automobile dealers tend
to herd to one strip of road in what we’ve started to call “AutoMiles.”

Comparing markets with a market portfolio

Your company’s decision makers can use the market information you gather
when researching existing and potential markets (see the previous section)
to build a picture of how potential markets compare. This picture is called a
market portfolio. A market portfolio also enables your company to update
market information so that you can build a corporate knowledge base that
improves your company’s decision-making process over time.
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Figure 3-1:
A market
portfolio
view allows
decision
makers to
compare
different
markets at

a glance.
|
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The market portfolio in Figure 3-1 shows how potential markets stack up
against the criteria of market attractiveness and competitive threat. This
portfolio view also includes several other variables that are important to
strategic decision-making.
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In Figure 3-1, each circle represents a potential market. The white portion of
each circle shows the company’s share of that market. The shading shows
the overall growth rate of the market, from fast (light) to shrinking (dark).

The following list explains some of the things you can figure out by looking at
the portfolio in Figure 3-1:

v Markets A and B are the largest. In A, the company has a large share
of the market, which is shrinking. Not a good bet for new product
introductions!

v Markets B and C are holding steady. A company could still gain sizeable
market share, so it should take a look to see whether a new introduction
could take share from competitors.

Be aware that taking share in an established market often is harder than
gaining share in a growing market.
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v Market D is experiencing moderate growth, and the company’s share
is relatively small (less than 25 percent). In this market, the competi-
tion will greatly affect the company’s probability of success. Are the
other companies large and aggressive, with good channel and technol-
ogy assets? If so, Market D may be a tough market for new products.
However, if the competition is more fragmented, Market D may be a
good bet for new product introductions.

v Market E seems almost too good to be true. The market appears to be
highly attractive, and the company’s competitive position is strong.
The company has only a small share of this rapidly growing market.
Research your assumptions; if they check out, you may want to put sev-
eral of your chips on this space.ldentifying

Opportunities in Existing Product Lines

The new products that a company develops and commercializes arrive in the
market alongside existing products and product lines. Many “new” products
are tweaks to products that already exist in a market — incremental improve-
ments or even cost reductions, for example. Some companies introduce
major changes and improvements to products that consumers are familiar
with — for example, automobile companies make major changes to their car
lines every four to five years. The cars still have the same names, such as
Camry or Wrangler, but the companies have updated them, restyled them,
made them more efficient, and so on.

Some new products launch whole new product lines — sometimes called
product platforms or product families. New product lines can take a
company into a new business, or they may offer additional products within
an existing business. For example, a pharmaceutical company could reformu-
late the drugs it developed for humans and offer them in the veterinary
market. Or, a company may find that the process it developed to form glass
for test tubes and other lab equipment also works for producing specialty
glass products.

Sometimes, a company develops a radical, or breakthrough, technology or
product. A company may find itself entering a market so new that it has

to figure out new ways to bring its product to market. Even at this stage,
though, a company has to take into account its existing products and
existing brand. The fit may be as neat as an iPod into an Apple. Sometimes, a
breakthrough cannibalizes an existing product and shifts a company’s brand
image — like when Harley-Davidson decided to introduce the much racier
Buell motorcycle.
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In this section, you find out how to chart your products and the lifecycles of
your existing product lines so that you can go after opportunities strategically.
(Check out Chapter 11 for more about how companies diversify their new
products across portfolios of incremental, new, and breakthrough projects,
and head to the final section of this chapter for more on introducing new
products to your brand.)

Mapping product lines

A product line map shows your products and product lines against a timeline
so you can see what your company has in the market, what you're develop-
ing, and what you’re planning. But, hey, your company is in the thick of it.
You don’t have enough time or resources to do everything you want to do.
Everyone is busy. You're developing products that meet your customers’
needs. Wall Street and your investors seem pretty happy. What will making a
map of your product lines do for you?

Companies that work from inside the “thick of it” run into trouble in
several ways:

+ They tend to focus their efforts on “me too,” incremental products.
Companies without explicit product strategies tend to choose the safe
and familiar over the risky and unfamiliar. They stop being innovative
and find their competitive edge slipping away.

v They focus almost exclusively on the needs of their most important
customers. “What’s wrong with that?” you ask. This is why it’s a prob-
lem. When companies focus too much on the needs of only a few of their
larger customers, they forget that one of their most important responsi-
bilities isn’t to say “how high” when customers say “jump.” Companies
need to innovate: to understand future trends, to develop resources to
meet those trends, and to coordinate their capabilities so that products
they develop for one customer help satisfy the needs of another.
Innovation is what keeps companies competitive.

v Their product development efforts have no rationale or strategy. The
work they do isn’t leveraged. They don’t plan for the future. And they
operate in an opportunistic or responsive mode. Every new opportunity
seems to require a “back to the drawing board” development effort. If the
companies get lucky, things work out; if not, their development efforts
fail. For sure, they don’t sit in the driver’s seat.

To find your way through the “thick of it,” you literally need a map. The fol-
lowing sections show you how to make the map you need.
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|
Figure 3-2:
You can use
this template
to map your
company's
products
and product
lines.
|

Matking a template to map your product lines

The first step in mapping your product lines is setting up a mapping tem-
plate. Figure 3-2 shows a straightforward template for your mapping tasks.
You can tailor this template to fit the needs of your company and your prod-
uct lines. We recommend that you add dates to the map to show, for example,
when your company plans to introduce or retire different products.

Product Current/ In develop- Future/
Line PIMs ment/ PIDs PICs
Redwood | X

[ Rw1 H—>{ Rwia |

—1>

Oak 1

7 Oak2 || Oak2a |

|—>{ Maple 1 | |—>{ Maple 2

Oak I

Maple

You can use the following labels for easy identification:

v PIMs: For “products in the market”
v PIDs: For “products in development”

v PICs: For “product innovation charters”

PICs are projects that are in the ocean of opportunity; PIDs are in the river of
development; and PIMs are in the market, earning money. Take a look at the
Cheat Sheet in the front of the book for more on these stages.

“Redwood,” “Oak,” and “Maple” are the names of the three major product
lines for the fictitious business shown in Figure 3-2. Redwood has two prod-
ucts in the market; Oak has three. Each of the product lines has one PID.
Maple’s PID will launch that product line. The company also has two product
innovation charters.
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When you come up with an acceptable template, keep using the same format
over and over. This way, you can compare the information you map between
different product lines and periods of time. Also, when you use the same tem-
plate, people involved in product development efforts can concentrate on the
information instead of being confused by the format.

Starting the mapping process

The process of mapping your company’s product lines is a business level
strategic process. The people who do the mapping are the planners and
decision-makers at the corporate or business unit level. Like all strategic ini-
tiatives, you won’t map your product lines in a sitting. In the list that follows,
we sketch the basic do’s and don’ts for getting the process right:

1. Assign someone to be the process owner. The mapping process needs a
shepherd — preferably someone with a strategic mindset and good facil-
itation skills. The process owner should report directly to the business
unit executives.

2. Decide on the scope of your product line map. Corporations, like chick-
ens, have joints. Sometimes, the right way to “divide” the chicken is to
serve it whole. You can include all the company’s or business unit’s
product lines in a single map if your company is fairly small or if your
product lines are similar (based on the same technology and/or focused
on the same markets).

If your company is divided into business units, you may want to carry
out a mapping process for each business unit. If your company is large
and diverse — think 3M, GE, or J&J — you may implement several map-
ping processes within a single business unit.

3. Gather the business’s key planners and decision makers to discuss the
process. Mapping product lines is an iterative process. Often, the best
ways to map product lines emerge after several discussions.

4. Set up a series of meetings to kick off the process. For instance, you
can set up four 2-hour meetings — one each week for a month.

5. Hold the first meeting. At this meeting, you identify the company’s or the
business unit’s product lines. What are the product lines? How many are
there? How will you divide the products in a useful and rational manner?

Make sure that what’s said at the meeting is documented — preferably on
large wall charts so that everyone can follow the conversations. We find
that it works to use sticky notes to post ideas; this way, everyone can nom-
inate candidates, and you can easily move and change the nominations.

Don’t expect to come up with easy answers to the question “What are
our product lines?” The reason you hold several meetings to kick off the
mapping process is because you can’t finish right away. The first meet-
ing gets everyone’s ideas out on the table (or up on the wall). Instead of
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continuing to slog it out, you call a break so people can come back sev-
eral days later with a fresh outlook.

. Do work between meetings. At the end of the first meeting, the group

should agree on assignments for group members to finish between
meetings. Two pieces of work, in particular, need to be completed:

¢ Document the discussion at the first meeting. It’s best to distrib-
ute the documentation soon after the meeting, so the person han-
dling this task should save some time that afternoon or the next
morning for documentation.

¢ Answer questions that come up during the meeting. These ques-
tions may include: When did that product line first enter the
market? What are the financials/P&L for that product line? Which
markets do these products currently serve? The process owner
should assign people to bring these answers to the next meeting.

. Hold the next meetings. As people in the group think more about the

product lines and gather more information, they’ll start to make deci-
sions about how they want to map the products and product lines.

. The facilitator or process owner should pick a format for drawing the

map. The example we provide in Figure 3-2 is a good beginning. Be sure
to include a timeline, and keep in mind that timelines vary from industry
to industry. Take a look at the technology maps in Chapter 7 for exam-
ples of some maps that include specific timelines.

We recommend that the facilitator draw the first draft of the map on a
large wall chart so that everyone can contribute. After the meeting the
facilitator can create an electronic version. PowerPoint works, but a
more updatable medium like Microsoft Excel or Visio works better.

Many companies now make software that can produce, update, and share
product line maps. You may want to look into what’s available. Just be
sure that the software helps you do what you want to do; some software
packages can lead you down an endless path of process redesign.

. At the last meeting, if not before, set up the process by which you’ll use

the map to guide your strategic decision making. Maps don’t do you
any good unless you use them! You need to think of the following things:

¢ Who should you include in the reviews?

e How often will you update the information, and who will you allow
to add or change information?

¢ How will you share the information, and who will have access to it?
¢ How will you communicate decisions?

¢ How will this process relate to the product development process,
the technology development process, and so on?

b5
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Defining product lines

What defines your product lines? Is it the razor 1 What's your base technology, and how does
or the razor blade? The camera or the film? The it relate to your products?

software or the service? The motorcycle or the
owners’ groups? You need to spend some time
puzzling over this question because the answer
isn't always crystal clear. You want to consider
such things as the following:

In one photography company, for example, film
drove profits, technology, and even customer
perceptions. lts cameras were important, no
doubt, but their importance was to support
media sales and media use. The company
v What generates your profits? mapped its film product lines and integrated

+* How do your customers identify you? BUELIINE @R B it

Making strategic decisions based on your maps

Now comes the point where your decision makers get to use the information
from your product line map to identify the good, the bad, and the ugly in
your existing and planned product lines.

Consider the example from Figure 3-2 once again in order to see this process
in action. The organization’s map shows the following characteristics:
It currently has two product lines and a total of five products in the market.
It has two upgrades (Rwla and Oak2a) in the development pipeline.

Redwood’s timeline ends with an “X,” indicating that the company will
phase it out in the near future.

The company is planning a new product line, Maple; the first product is in
development, and the second is in the planning stage.

So, what do you think? With this scant amount of information, how would you
judge the company’s product line, and what changes would you make?

Here’s our take on it. For the company’s small number of existing products
(from which we assume we’re looking at a small company or business unit),
it seems to have good balance. We believe the company has made good deci-
sions about how to use its resources to generate a steady stream of new
products that complement its existing product lines. Why do we believe this?

v The organization devotes some resources to upgrading existing products.

v~ It plans to add an entirely new product to one of the lines (Oak).
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v~ It made the decision to phase out one product family and replace it with
a new line.

v It plans to grow by adding a whole new product line.

If the product map you create looks this good, congratulations! If not, you
now have the tools to conduct the discussions, gather the information, make
the decisions, and take the actions to rationalize your product line map.

The fictitious company in the product line map based some of its decisions
on the lifecycles of its products and product lines. Take a look at the next
section to find out how understanding the product lifecycle helps you make
product decisions. And take a look at Chapter 7 to see how to connect product
line maps with technology maps andfor more on understanding the role of
maps in product planning.

Understanding the product lifecycle

Most products have fairly predictable lifecycles:

1. They enter the market and their sales grow (hopefully!).

2. If all goes well, they plateau into a period of healthy maturity. If not, they
may fall off early and generate disappointing returns. On the other hand,
some products seem to go on forever.

3. Toward the end of their maturity, the products either die off or continue
in a kind of limbo existence.

Innovative companies track and manage their products’ lifecycles. They find
ways to improve their products and extend their lives, and they retire prod-
ucts with dignity when they’ve served their purposes. However, too many
companies aren’t very savvy when it comes to understanding product lifecy-
cles. (We're very much indebted to Steven Haines and Sequent Learning
Networks for gathering information on how some successful companies
manage their product lifecycles. Without Steven’s work, we’d still be in

the dark!)

When you draft the business case for a new product (see Chapter 12), you
should plan on the product taking some time to achieve maturity (how long it
takes depends largely on the industry). You often can figure on robust profits
and margins for several years. Again, how many depends on the industry;
typically, the lifecycle is longer for drugs and trucks and shorter for software
and services, for example. Too many companies make the bad assumption
that after they launch their products, they can go on enjoying profits forever.

b7
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|
Figure 3-3:
You can use
this typical
product
lifecycle
curve asa
baseline.
|

See Figure 3-3 for a picture of a “normal” lifecycle curve. We say “normal”
because the different products you develop and market may have variations
on normal, so you need to check their progress by looking at key indicators,
which include the following:

v~ Sales

v Customer acceptance

v Market penetration

v Key financial metrics

Introduction Growth Maturity Decline

T

Time

Always be aware that you can influence the shape of the lifecycle curve by the
market tactics you employ and by the timing of new product introductions.

In the following sections, we introduce the stages of the product lifecycle.
We also include some information on the lifecycles of product platforms,
which are somewhat different from the lifecycles of products. Understanding
the difference will help you manage your existing platforms. (For more on
managing product lifecycles, we recommend that you read “Overview and
Context for Life-Cycle Management,” by Bill Ausura, Bob Gill, and Steven
Haines. You can find it in The PDMA Handbook for New Product Development,
2nd Edition, by Kenneth Kahn [Wiley].)
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Many companies appoint product managers to be the mini-business owners
for products and product lines in the market. Their job is to work with the
product development teams — they often lead these teams — to make sure
that the products are successful in the market.

Introduction

In the introduction phase of a product’s lifecycle, you can expect relatively
small sales and low initial revenue. The most important tasks in the first
part of the lifecycle are to promote the product and build awareness in the
marketplace.

Many newly introduced products have to “cross the chasm” during the first
stage of the lifecycle. When a product hits the market, it often starts by
appealing to a small group of customers who don’t represent the larger target
market. You want to promote and distribute your product so you’ll get to not
only the early enthusiasts, but also the much larger market you must reach
to make your product successful.

Growth

The second phase of the product lifecycle — the growth phase — is vital to
the product’s success. In Figure 3-3, you can see that profits are directly
linked to how fast and how high the curve rises during this early phase.

The most important tasks in the growth stage include the following:

v Promote the product.

v Make sure the product is available by managing the channels and the
supply chain.

v Keep close to the market and your customers.
What do your customers adore about the product? What doesn’t please them?

And what can you do to improve the product? You can use the answers to all
these questions to support your product in its growth phase.

When your product is in its growth phase, you need to start thinking ahead
to new products and product improvements:
» You begin to plan improvements and cost reductions.

v You try to identify opportunities for enhanced margins through product
add-ons or services.

»* Your understanding of customers provides insight about what new prod-
uct you may want to develop next.
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For example, you may find that your product sells well to your more
sophisticated customers. However, a defeatured, easier-to-use, and perhaps
less-expensive product may work well for another niche. You can use your
work in managing the growth phase to build your product lines and pursue
an effective and comprehensive product strategy. See previous sections in
this chapter for more on product lines.

Maturity

As your product moves into the maturity stage of the lifecycle, you should
expect to see competitors moving in to take some of your market share. This
competition is likely to drive down margins. In addition, the technology or
innovation on which your product is based may be beginning to mature.

At this point in the lifecycle, your job is to optimize your product “mix” by
exploring one of the following options:

1 Prune your offerings to provide better focus. If your dealers are having
trouble selling five different furnace options, for example, you may want
to cut back to the most popular two.

v Add “new and improved” products to attract new customers. This trick
works especially well with many consumer products. Cracker companies,
for example, keep us coming back for the next new flavor, size, texture,
package size, shape, and so on.

v+~ Fill in your product line to extend the offerings. If your standard prod-
uct has done well, maybe you’ll want to add features. For example,
make a cell phone that can take pictures or a blender that can whip up
exotic drinks.

The maturity phase is a good time to rethink your pricing, explore new
markets, and perhaps investigate options like private labeling — allowing a
distributor like Wal-Mart or Target to put its brand on your product and sell
it as if it were its own — to extend the viability of your product.

Decline and retirement

In the decline phase, product revenues slow down. Customers wander off to
greener pastures and newer products. You need to be willing to recognize the
signs and make plans that are appropriate to the decline. Don’t make the mis-
take of blindly supporting a product that has pretty much outlived its useful
life. Be sure to take good care of your remaining customers; keep your focus
on any revenues or gains you can make by selling the product you have; and
only produce what you need to keep going during this phase.
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Before you make the decision that your mature product is on a decline,

take another look. Some products and product lines can maintain excellent
sales, consumer loyalty, and good to great margins for a very long time.
Coke Classic is an example of this. Coca-Cola’s near-fatal error to try to
improve Coke Classic is a good warning to leave good enough alone —

as long as that good enough is building brand loyalty and bringing in the

profits.

Some of the things you should do when a product or product line hits

decline include the following:

v Cut back on inventory.

\

v~ Cut back on advertising, or even stop advertising altogether.
v Consider selling intellectual property if you won’t reuse it in another
product (see Chapter 15 for more on IP).

When one product or product line is in decline, it may be the perfect time to
introduce a whole new product line. If you go this route, see whether you can

lure existing customers to your new products, perhaps by offering them an
incentive such as a percent price reduction.

During the decline phase of the lifecycle, you also need to make plans for
product retirement. Your decision makers should specify the conditions

under which your product will exit the market. For instance, you may cut ties

when existing inventory runs out or when a new product is introduced.

A platform on platforms. ..

Different companies have different definitions
for the term “platform.” Some use it to describe
a technology that can produce many different
products or parts of products. For example,
think of the braking system that GM puts into all
its cars. Others use it to describe a basic prod-
uct that can be varied so that one product
development effort can produce many products.
Most customers don’t notice or care that the
products they buy are built from the same base.

An example is the ink jet printer. You can buy
one with plenty of bells and whistles, no bells
and whistles, or just a few. The printer's devel-
oper saves a ton of time and money by not
having to invent many different products. Some
low-cost and low-function products even con-
tain the added functionality of the high-priced
products; consumers just can’t access the addi-
tional features. If they want them, they need to
pay the higher price.
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Whirlpool’s global refrigerator platform

A series of product introductions leverages the  and from each other. Whirlpool designed a
investment you make when you develop a plat-  refrigerator platform around the product core
form. Several years ago, Whirlpool introduced  (the refrigeration unit, the insulation, and so on)
a refrigerator to markets in Asia, India, and and tailored products for the different markets
Africa. The customer needs in these places by differentiating features like the size of the
were different from Whirlpool's usual markets  freezer compartments.
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Platforms

You know that products and product lines have lifecycles. What you may not
know is that the engines that support those products and product lines —
product and technology platforms — also go through lifecycles (see Chapter 2
for more information about what product platforms are and how product
developers use them).

When companies develop platforms, they look across a spectrum of cus-
tomer needs and technologies to see how they can best leverage their new
product development investments. Platforms are like the soup stock you
made from last year’s Thanksgiving turkey. You don’t put the turkey stock on
the table; you use it as a base for sauces, soups, stews, and so on. In the
same way, you don’t sell a platform to a customer; you use it and reuse it to
build many attractive and competitive products.

When a platform approaches the end of its lifecycle, you should consider
developing a new platform. Here are two situations in which developing a
new platform would be a good idea:

+* You have an idea for a new product or service that you don’t currently
offer. The project will require technology, design, and development in
order to make it to market. All this development will cost quite a bit —
maybe so much that the business case for a single product doesn’t make
sense. However, if you can plan a sequence of products, the business
case may look a whole lot better (see Figure 3-4).

When you write the business case for the product platform, remember
that the first product may not look like a financial winner. You have to
base your business case on the platform or product family, not on a
single introduction (see Chapter 12 and the Appendix for more on writ-
ing a business case).
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Figure 3-4:
Planning a
series of
product
introduc-
tions can
offset the
high cost

of a new
product.
|

+ You’ve been making minor changes to improve a product line, but
recently the changes have been less minor. Every few months, it seems
like you have to fix something just to keep up with quality issues and com-
petitor pressures. You also may see that new technology opportunities
are hitting the market or that customer requirements are changing (see
Chapter 4). You need to sell that car and get a new one! Wait a minute,
that’s not what we meant to say! You need to launch a whole new plat-
form effort to bring your product lines up to snuff. There, that’s better.

Northeast Central Western
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End Product F Product E

f
|

{ﬁt:rzl} Product A—<——> Product B ————> ProductC
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Low
End Product D

Constructing Your Profit Model

Your product strategy has to include how your new products will make
money. Your newest new products — the ones you may call “radical” or
“breakthrough” — often have to make a profit in new, perhaps unusual ways.
These products also often ask customers to behave differently, and they may
require different channels of distribution. For example, with technologies like
the Internet or digital film, companies within the music industry, the photo-
graphy industry, the newspaper industry, and many others must figure out
how to use their ability to create value for customers in ways that create
profits for them.

But it isn’t only radical products and technology changes that require new
ways of making money. A shift in a profit model can make all the difference to
many kinds of product introductions. For example, think of what a difference
it made to the copier industry when companies decided to lease copiers to
customers and charge for supplies.
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Many organizations are overly committed to their existing business/profit
models. Their ways have been successful in the past, and the business lead-
ers can’t imagine any other way of making money. When companies remain
stuck on past models, they can overlook ways of making money; worse, they
can get locked into ways that used to work but don’t work anymore. In his
book Open Innovation (Harvard Business School Press), Henry Chesbrough
makes the point that serious innovations often demand innovative business
models. How and where your products make a return on your company’s
investments are crucial parts of your new product strategy. In this section,
you get the lowdown on some important profit model issues. What aspects of
your product are customers willing to pay for? And which part of your indus-
try can you earn profits from?

Deciding what your customers will pay for

Of course, as a business, you have to cover your costs and make a profit
when you develop new products (those shareholders are very demanding!).
This sets the lowest threshold for what your customers have to pay. But you
can charge your customers for the value they get from your products, and
fortunately the value your customers receive often is considerably more than
the costs you must cover. When you take advantage of that, you're using a
technique called value pricing. (See Chapter 13 to read more about pricing
new products.)

Many companies have a pricing strategy that informs the way they design,
develop, and market their products. You can use the following list to deter-
mine how you’ll charge your customers for the value you give them.

New product pricing strategy isn’t the same as pricing tactics, which may
vary over the lifecycle of a product and respond to situational variations:
opportunities for discounting, seasonal demand, and so on.

v Single-product pricing: In single-product (or service) pricing, a com-
pany doesn’t expect additional sales or revenues that may accrue from
the sale of its product. With this pricing, you hope that your satisfied
customers will buy from you again and spread the word about how
much value you provide. However, your profit model doesn’t count
on these things happening. Most of the products consumers buy every
day are single-product priced: clothing, food, books, and so on.

v Product-plus pricing: This pricing strategy includes the expectation that
a customer’s initial purchase will generate further spending. This spend-
ing can include warrantees, extended service contracts, and ongoing
product/service repair (when you buy a car from a dealer that also
provides service options, for example). The bigger the uptick from
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additional spending, and the more certain you are that these sales will
come your way, the further you can lower the cost of your product to
attract the initial purchase.

v Product plus-plus pricing (also known as “razor/razor blade”): You can
“sell” some products more as carriers of media than as products in their
own right. Polaroid, for example, sold cameras for close to cost in order
to maintain the flow of film media, on which it made enormous margins.
Gillette invented this pricing model with its cheap razors and expensive
razor blades. The list goes on. Printers, fax machines, and copiers — have
you noticed that companies practically give them away only to catch
you later when you go back to buy ink? Do you think that American car
manufacturers are in cahoots with the oil companies? Why, maybe they
sell those SUVs just so Exxon can sell more gas!

v Percent pricing: Companies price some products — usually services
and software — in relation to what they’ll save the customers. For exam-
ple, Johnson Controls manages air quality (heating, cooling, and so on)
for business-to-business customers. The customers don’t buy an actual
product from the company. Johnson Controls manages the customers’
air quality, saves them money, and makes a tidy profit based on their
savings. (This pricing model is similar to renting and leasing.)

1 Renting and leasing: Another way to realize profits from a new product
is to lease or rent it to customers instead of selling it. When Xerox (way
back when it was known as Haloid) changed its profit model from selling
copiers to leasing them, its sales and profits took off. (You can read
more about this in the book Open Innovation by Henry Chesbrough
[Harvard Business School Press].)

Making yourself at home in
your industry value chain

Few companies in today’s business market span the whole value chain from
raw materials to finished product. Even a neighborhood roadside stand that
sells organic vegetables during the summer probably gets material from a
supplier: mulch, seeds, or perhaps organic fertilizer. Even if the farmer pro-
duces everything herself, she’s almost certainly connected to electricity and
other energy sources and buys tools from the local hardware store.

Most companies have far more complex value chains. Some buy much of
what goes into the finished products that they sell to end-users. Others pro-
vide materials, parts, or services to other companies that produce products
for end-user markets (see Chapters 15 and 16 for more on supplier/partner
relationships).
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Understanding your organization’s place in the value chain is critical to
making good strategic decisions. Sometimes, that understanding can help
you capture more of the value in your value chain. Here’s how to get a good
view of the value chain and your place in it:

1. Make a map of your value chain. Draw a horizontal line, and put raw
materials at the left end and the customer (the end-user) at the right
end. Fill in the spaces. Who turns the raw materials into the pieces and
parts used by the product developer? Who actually builds the product?
Who distributes and sells it? (For a sample value chain map, take a look
at the motorcycle market example in Chapter 4.)

2. Locate your company in the value chain. Most companies fill one of
the spaces, but some companies play a role in several. For example, oil
companies explore for oil, pump it, refine it, and then sell it through
retail outlets.

3. Estimate the total value of the value chain and how much of that value
is gained in each of the spaces. Typically, the raw materials have much
less of the total value, and the final product has the most.

4. Look to see if you can capture more of the value in the value chain.
The most likely places are in the steps adjacent to your current place.
Although much of its R&D centered in raw materials and formulation,
Hercules Chemical, for example, discovered plenty of opportunities in
the next step of the value chain: manufacturing.

The companies in your value chain are your suppliers and your customers, so if
you change your role, you have to worry about disrupting your existing rela-
tionships. For example, when 3M decided to capture value further down the
value chain by installing the graphics it manufactures, the company had to take
care of its former customers — the companies that used to do the installation!

Fitting Vour New Product Lines
with Vour Brand

Every new product you introduce has an impact on your organization’s
brand — what identifies, and what customers expect from, your company’s
products and services. If the product is consistent with your brand, it will
give your customers a comfortable feeling — that is, if they like your brand.
If it’s inconsistent with your brand, it may give your customers the impres-
sion that your organization is daring and forward-thinking, and they may like
you even more. Or, they may feel that you're drifting away from their comfort
zone. In the sections that follow, you discover some of the ways in which
brand influences product strategy.



Chapter 3: Defining Your Product Strategy

Every brand has an image —
what's yours?

How do your customers relate to your brand? In other words, how do they
view the products and product lines you’ve introduced in the past? Are you a
youth-oriented, counter-culture brand, like Apple? Do you appeal to the suc-
cessful professional, like BMW? Are you what co-author Beebe’s kids used to
call “earthy-crunchy,” like Trader Joe’s?

If you aren’t sure how consumers tag your brand, do some market research
to find out. Following the customer visit process we introduce in Chapter 4
will give you a chance to understand, at very basic levels, what you mean to
your customers.

Do your product concepts
build your brand?

When you have a good sense of how your customers view your brand, you
can assess your new product offerings to make sure they’ll contribute to
your customers’ appreciation of and loyalty to your brand. If your brand just
shouts “quality and value,” for example, don’t succumb to the temptation of
introducing a low-quality product to make some fast profits. If your brand
says “cheap — I can afford it,” don’t bother with a fancy product that belongs
in a high-end store.

The fastest growing segment in the U.S. motorcycle market is women who
buy and ride their own motorcycles. This segment posed a challenge for
motorcycle giant Harley-Davidson. The company didn’t want to ignore the
market, but executives were having a hard time figuring out how to serve the
new market with the company’s tough-guy brand image. “Whaddya want us
to do? Paint 'em pink?” one Harley executive asked co-author Beebe when
she inquired about the segment.

In the end, Harley solved its problem and preserved its brand. In fact, the
problem turned out to be not such a big deal as the company discovered
more and more about the women who were buying and riding Harleys.

They didn’t want pink, and they didn’t want girly. They wanted what Harley
has to offer. As Beebe’s product development class concluded after interview-
ing many women riders, the Harley woman rider’s slogan is, “I am woman,
hear me roar!”
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Harley hit the nail on the head with a subsequent advertisement. In the ad, a
guy is bragging to a girl about a motorcycle parked on the street. He acts
macho and claims the bike is his, saying that he’s really into Harleys. A few
minutes into the conversation, just as the girl’s eyes start to widen with admi-
ration, another woman walks up, jumps on the bike, and rides away, leaving
the macho man embarrassed.

Can you connect your brand and
your new product strateqy?

Your brand opens some development doors and closes others. The following
list presents some advice on how to leverage your brand and how to know
when the time has come to modify it:

v+ Find out what your brand means to your customers. When you know
what effect your brand has on customers, you can direct your product
strategy to take advantage of that. During a customer visit process (see
Chapter 4), invite your customers to share what your brand means to
them. A brand means more than the sum of its parts. Brands include
myths and stories. Brands respond to our values and to how we want
to live. (For more fascinating stuff on how customers perceive brands,
look at Gerald Zaltman’s book How Customers Think [Harvard Business
School Press].)

1~ Assess the strength of your brand. Does your brand help sell products?
Or does your brand tend to turn customers off? If your brand is strong,
be sure your product strategy takes advantage of its strength. If it isn’t,
plan to devote some of your resources to brand improvement (check out
Branding For Dummies, by Bill Chiaravalle and Barbara Findlay Schenck
[Wiley]).

v Get clear about where your brand is leading you and what paths it’s
closing off. Direct your product strategy to build on a strong brand, but
don’t let your brand close doors. When Toyota wanted to come out with
a car that could compete with the Beamers, it didn’t call the car a Toyota.
The company created a brand-new brand called Lexus.
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In this part . . .

C ompanies can get stuck on their own views of the
world and on their opinions about what’s good and
exciting. Putting customers first, and really understanding
them, gives companies a “higher power” that can shake
them loose of their stuck-in-the-mud ways. When “cus-
tomer intimacy” fuels a company, the organization won’t
have any trouble coming up with plenty of ideas for new
products. The problem becomes choosing the best ideas.
For that, a company needs discipline and focus.

The chapters in Part Il take you into your customers’ wide
world and introduce proven ways of using the knowledge
of your customers to create great solutions for them. The
chapters in this part also help your company focus its
efforts, both in developing products and in developing or
acquiring the necessary technology. Finally, we show you
how to put everyone on the same page to work together
for NPD success.




Chapter 4

What Do Your Customers
Really Want?

In This Chapter

Looking over the customer visit process

Laying the groundwork for your customer visit project
Boning up on interview skills before you go live
Visiting with customers to gather information
Organizing the information you gather

Putting your results into useable form

ou don’t have to be a dummy to fail at new product development. In fact,
around 50 percent of new products fail in the marketplace. And the
biggest reason for failure is that the products don't fill the needs of customers.

In this chapter, we walk you through the customer visit process. This process
gets you right into your customers’ worlds — past, present, and future. We
begin with preparing for the visits, move on to how you’ll gather customer
information, and end with the all-iimportant topic of how you can use the
information to jump-start and sustain your product development efforts.

Through the customer visit process, new product development teams
acquire a gut-level understanding of customers that enables them to come up
with great and often unexpected solutions to customers’ problems. It is this
understanding that can put distance between you and your competitors.

Dissecting the Customer Uisit Process

The customer visit process is a qualitative market research program that
companies have used to develop thousands of products and services in every
industry imaginable — from blood analyzers to insurances policies; from soft-
ware products to custom homes; from air conditioners to semi-conductor
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chips to chocolate-chip cookies. The following list presents the customer
visit process in a nutshell:

1.

Focus the development team on an opportunity.

Select a good market or technology opportunity to research, assemble a
customer visit team, and choose and schedule your customer visits.

. Prepare for the customer visits.

Before you set off to visit your customers, you need to take the time to
write a visit guide and practice your interview skills.

. Execute the process.

Now it’s time for the teams to get in cars or on planes to go visit the
customers. You should travel in teams of two and bring back loads of
information — notes, tape recordings, photos, videos, and memories!

. Distill the results.

What do you do with all your notes, tapes, and photos? We’ll show you a
disciplined way to map the essential elements of your customers’ worlds
and to figure out their requirements.

. Quantify the results.

Before you develop that great new product, check with a wider sample
of customers to make sure what you've identified are the factors your
customers consider the most important.

After your customer visit team completes these steps, you’ll be ready to gen-
erate ideas for products that address the customer needs you’ve identified
(see Chapter 5 for more on coming up with winning ideas).

Building the Foundation for the
Customer Ulisit Program

You're about to take a dip in the “ocean of opportunity” (see the Cheat Sheet
in the front of this book). The ocean of opportunity is vast; it includes every-
thing you might do to please your customers, all the technologies you could
use, and all the information you could gather about markets and competitors.
One of the most important things you can learn as you swim about in the
ocean is what your customers really want.

In this first step of the customer visit process, we walk you through how to
choose an opportunity, how to assemble a visit team, and how to select a
small group of customers to visit.
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Identifying an opportunity

A customer visit program allows your company to explore NPD opportunities
and come up with plenty of ideas for new and different products or services.
Before launching a customer visit project, however, you need to identify a
valid and important opportunity on which to focus. The following list pre-
sents some different opportunities to look for, along with examples that show
how several different companies chose a focus for their projects:

* Technology opportunity: Successful customer visit programs are often
based on technology opportunities. Changes in technology can be large
(the digital revolution and nanotechnology, for instance) or small.

Can your new product pump gas faster? Can you reduce the amount of
packaging needed for your cookies? Can you increase the amount of
memory on a hard drive? Can your fertilizer work for every plant in
your customers’ gardens?

If you can do something new and different, you need to go out to cus-
tomers to see just how this ability may affect their lives. If cookies need
less packaging, how might that affect the cookie manufacturer? The distrib-
utor? The customer who wants to put cookies in his kids’ lunchboxes?

Be on the lookout for changes in your industry or your company that
may lead to changes in your customers’ behavior, needs, expectations,
and so forth. These kinds of changes can provide good focus for cus-
tomer visits. For example, say a small manufacturer of respiratory
devices is planning to acquire a new oxygen-delivery system. The com-
pany commissions a team to interview doctors and therapists and to
visit hospitals. Along the way, the team discovers that the company’s
new system could make a radical change in patient care.

v Market opportunity: Changes in the market also can provide direction for
a customer visit project. Try to identify new behaviors from customers
in your existing markets. Be on the lookout for trends that influence
customers’ preference — for example, the impact of a diet fad on what
kinds of foods customers want, or the impact of heightened environmen-
tal awareness on customers’ buying choices.

Also take a look at potential new markets. Your company may be quite
comfortable selling its products to existing customers, but you may have
great market potential in areas you haven’t yet focused on. For example,
around the time of this writing, the motorcycle industry woke up to the
fact that more and more women were entering the market as buyers and
riders. That type of demographic change is fertile ground for a customer
visit program.

1 Regulation change opportunity: Regulations — which can be local,
state, or federal government regulations; legal statutes; or industry
codes and agreements — have a huge impact on customer needs and
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provide interesting opportunities for new products or services. Be on
the lookout for regulatory changes that affect your industry, and figure
out a way to turn them to your organization’s advantage.

Many companies simply try to comply with regulations. However, the
smart ones take the time to discover how the regulations impact their
customers. For example, an educational publishing company might
commission an NPD team to research how new federal regulations on
educational testing impact teachers’ needs and preferences in text-
books. The team might visit teachers, administrators, and students
around the country in order to help the company redesign its textbooks
so that teachers can do a better job of complying with the regulations.

Assembling your customer visit team

In order to get a project off the ground, you need to have a customer visit
team. The team should consist of 8 to 12 members from different business
functions. (We talk more about why you need functional diversity on your
teams in Chapter 10.) The team needs a sponsor and a team leader. If your
company has carried out customer visits before, it’s a good idea for the team
leader, and also several of the team members, to have experience working on
customer visit projects.

The team’s responsibility is to gather customer information and to shape it
so that the members or others can use it to generate new product ideas (see
Chapter 5), to develop new products, and to make improvements to existing
ones. (See Chapter 9 for more on how understanding customers helps focus
the product development process.)

First things first: Getting a spousor and charter

Customer visit programs take time and money, and customer visit teams
require resources, which fall under the control of many different people: the
head of R&D, the head of marketing, the head of manufacturing, and so on.
Every customer visit project should have a sponsor who can negotiate with
the different department heads to acquire the needed resources. The spon-
sor might be a director, an executive, or the head of a business unit or func-
tional department.

Whoever the sponsor is, make sure she or he has enough political capital to
secure the resources you need.

At the beginning of the customer visit project, you should draw up a project
charter that acts as a contract between the visit team and management.
We emphasize this because customer visits are often “out of the ordinary”
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projects. Unless members of management have signed on the dotted line,
they may think that it’s okay to cancel or under-resource the projects.

In addition, a project charter helps to spell out, for the team members,
exactly what they’re responsible for.

The project charter should include the following information:

v The number of customers the team plans to visit: Research and experi-
ence establish that between 10 and 20 customers is a good number.

If your team can visit customers in a place that offers opportunities for
several visits, by all means take advantage of that. You’ve made the trip,
so absorb as much information as you can.

v The opportunity the team is exploring: For example, the opportunity
may be to discover what draws women to motorcycle riding so that a
motorcycle company can design products for them.

v The planned project outcomes and time frame: A project should take
between three and six months, depending on the amount of travel
involved, the number of team members available, and the number of
customers the team plans to visit.

Formal chartering assures that a customer visit team will have adequate sup-
port and resources, clear goals, and defined deliverables.

Deciding who should make up the team

A customer visit team should have 8 to 12 members who come from different
business functions. The team sponsor and the team leader should select
team members with an eye to experience and diversity; however, the final
say about who will make up the team is usually up to the functional heads.

It’s important to include people with different experiences and perspectives.
For example, a marketing member and a manufacturing member will each
come away from a customer visit with very different experiences and obser-
vations, and they’ll interpret the information the team gathers differently.
Different perspectives are essential to creating a 360-degree view of the
customer’s world.

A customer visit team should have a strong team leader who can help the
team align on the goals and the tasks and make sure that the project sponsor
stays informed and on board with the program. Ideally, the team leader has
led or participated in such a program before. If not, choose someone with
experience in leading teams and projects — someone who, if possible, has
led projects that may go in unpredictable directions. The sponsor, working
with the business and functional leaders, should make the decision about
who will lead the team.
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Creating and choosing from a customer pool

You can’t visit all your customers for a customer visit project, and you cer-
tainly don’t need to. In the following sections, we help you create a list of the
customers you may want to visit and construct a matrix to narrow down your
choices.

You may meet with and interview several customers on a single visit. For exam-
ple, on a visit to a hospital, you could meet with a doctor, a nurse, a therapist,
a patient, and a purchasing agent. That’s five interviews, which could count
as one-third of your whole program. You don’t want to limit your customer
sample to just three hospitals, however. A good compromise may be to visit
five hospitals, for a total of 25 interviews.

Tagging the most desirable customers

The following steps show you how to identify the many different customers
who may be relevant to your opportunity (the section after this one shows
you how to narrow the field to a manageable number):

1. Brainstorm a list of the people and organizations that together would
provide the product, service, or solution that the end-user would buy.

For example, if your company produces motorcycles, your list should
include the manufacturer, the dealer or distributor, and the places that
service motorcycles. You can include organizations and businesses that
make cycling attractive to consumers, like owners groups and apparel
shops. You also can list infrastructures that support or get in the way of
people who ride: highways, traffic laws, insurance agencies, and so on.

One graduate student group explored the market opportunity of women
who ride motorcycles. In Figure 4-1, you can see a value chain diagram
that shows how the students represented their list; the bubbles show
some of the other stakeholders the students included.

Using a value-chain diagram for your list of stakeholders can help your
team remember all the parties you want to include.

Owners’
groups

Apparel,
collectibles, etc.

Manufacturer Dealer/distributor Service/repa Rider/owner

Police,
highway,
safety...
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2. List any other segments of the customer population that you may con-
sider important.

Include the typical demographics that marketers use: age, gender, geogra-
phy, socioeconomic grouping, and so on. In the motorcycle example, the
students focused on women, but they divided the population by age, from
the 20s to the 60s. If you're focused on a business-to-business opportunity,
where the customer is another business, the demographics could include
large and small businesses, urban/rural/suburban businesses, and so on.

We recommend that you list these segments or demographics on sticky
notes so that the team can move them around when you’re selecting the
most important segments.

Now your team has two lists: stakeholders (or the value chain) and customer
segments. In order to keep your whole team focused, write up these lists on big
flip chart pages, and tape the pages to a conference room wall. If the team has
written segments on sticky notes, paste the notes to the wall chart. (We find
that putting the lists into digital format too quickly tends to limit discussions.)

Creating a customer Visit matrix to focus your efforts

But wait! Your team now has lists that highlight everyone you can think of
who may relate to your development opportunity, and we say earlier you
should visit 10 to 20 customers. Exactly right. Your team must now decide
where to focus its efforts. This can be kind of like making sausage: a messy
process. One expert calls it “part art, part science.”

Setting up the matrix

You start by making a customer visit matrix by drawing rows and columns on
a large sheet of paper. The headings for the columns should list the stake-
holders you’ve brainstormed, and the headings for the rows should list the
important customer segments you’ve identified.

Where the rows and the columns cross is where you find the intersection of the
stakeholders and the segments. Within the matrix, the team will identify some
intersections as more important than others. For example, the opportunity
you're researching may be more relevant for older customers who live in cities
(imagine a new product for coloring gray hair) or for large hospitals located in
urban areas (imagine big, expensive medical testing equipment). Your team
should highlight the intersections in the matrix that you identify as the most
important for your project — the groups you’ll select customers from to visit.

You should do your best to keep the customer visit matrix simple — in other
words, limit it to two or three dimensions. Human beings can’t think in four or
five dimensions very welll However, your team may want to include other cus-
tomers that aren’t part of the two-dimensional matrix. We suggest that you list
groups of customers whose needs may be different from the needs of the cus-
tomers and segments you've selected. Teaching hospitals, for example, have
different needs than other hospitals. As you select your customers to visit,
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you can make sure you've included some of these different groups, but make
them your second or third priority.

Selecting your customers

Each box you highlight on the matrix includes many customers — possibly
even hundreds. For example, your team could locate hundreds of motorcycle
dealers, repair shops, and owners groups. You also could contact thousands
of riders. With the matrix, you’ve decided which categories are most impor-
tant to your project; now you have to identify one or several customers in
each box that you’ll actually visit. The following list presents a way to go
about selecting who you'll visit from your many options:

1. Decide which geographic areas you want to visit. If your list includes
different parts of the United States, for example, each visit team can
choose one location for all its visits. This saves on travel costs and wear
and tear on your team.

2. Within each geographic area, identify which kinds of customers each
team will visit. In the motorcycle example, each team could visit riders,
dealers, owners’ groups, and so on in each designated area. In order to
spread the visits among the customer segments, the team that goes to
Indianapolis, for example, may decide to visit customers in their 20s,
and the team that goes to Massachusetts may visit customers in their 40s.

3. Identify customers in each area who represent the segments each
team will visit. Cold-calling, searching the Internet, and perusing phone
books can help you identify customers and schedule visits (see the fol-
lowing section). Your sales and marketing folks can also help.

Here’s where a list of other “dimensions” can come in handy. If the
Massachusetts team sets up a visit with a 40-year-old woman who uses her
motorcycle for transportation, the team that goes to Indianapolis could visit
a 20-year-old woman who rides as part of a couple or group.

If your customers are business customers, you probably won’t have as many
customers to choose from, and someone on your team may personally know
customers the team should visit. When visiting business customers, be sure
to set up visits with different functions within the businesses. Customer
needs differ widely depending on whether an employee uses the product,
pays for it, or oversees the function in which it’s used.

If your team can’t pinpoint appropriate customers from the multitude of
options, you should call in resources from sales, market research, or other
functions that may be willing and able to help.

See Figure 4-2 for an example of a completed matrix for a customer visit pro-
ject. You can adapt this matrix to your own project and write the actual cus-
tomer names in the boxes.
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Your lists and matrix show your team exactly what you did when targeting
customers — and, just as important, exactly what you didn’t do. You won’t
make the mistake of thinking that the information you collected for customers
in North America automatically applies to customers in Japan, or that what
you learned about small rural hospitals applies to large urban hospitals. And
later on, if you want to find out more about other segments, you'll be able to
focus your efforts and streamline your process.

Scheduling the customer visits

As soon as you decide which customers to visit (see the previous section),
you should start scheduling the visits. We recommend that you visit cus-
tomers in pairs (you can read more about the roles team members play in the
section “Setting up a practice interview”). Your team members may know
some customers or know someone who does, which makes contacting them
much easier. If you don’t have many connections, consider doing some
cold-calling — calling current customers and potential customers you find

on the Internet or in the phone book — to set up some of the visits.

No matter which contact method you use, we recommend that you schedule
the visits as early in the project as you can. Your project can stall if a cus-
tomer you want to visit is unexpectedly unavailable. If you schedule early,
you can make alternate plans.
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The following list presents some tips to keep in mind when you begin sched-
uling customer visits:

1 Schedule a 1.5 to 2.0 hour interview with each customer. It can be

interesting to meet with several customers, perhaps over lunch, in
addition to your “two-on-one” interview. Ordinarily, however, you get
the best information from a single customer reflecting on his or her
experiences.

+* Don’t schedule more than two visits in one day. If a team is traveling,

you want to take advantage of their time on the road and pack in a
couple visits. But don’t overload them. The visit team should be able to
conduct one or more interviews, observe the work that people at the
organization do, perhaps visit with one or two other people in the orga-
nization, and still have time to debrief together afterward. If the visit is
local, and travel time isn’t an issue, one visit in a day is quite enough.
(See the following sections of this chapter for more on the interview and
review processes.)

v Don’t underestimate the difficulty of getting visits scheduled. In our

experience, customers usually are glad to talk with you if you can clearly
explain the purpose of the visits. However, you have to reach them at
good times, the customers have to find time on their calendars, and the
proposed times have to fit the times your team has available.

v~ After you schedule a visit, send a letter thanking the customer and

briefly explaining the purpose of the upcoming visit. If you asked for
a tour or other opportunity to observe the customer’s site during your
visit, confirm this. Also, you should offer an honorarium for an end-user
customer or a token gift for a business customer to express your appre-
ciation. If one of your products makes a nice gift, use that.

When scheduling your visits, make sure you include your company’s current
customers as well as customers your company may have lost. You can learn
plenty by talking with someone who decided not to use your products anymore!
Also include people or businesses who are your competitors’ customers.
Who knows, maybe what you discover will entice them to become your
customers in the future.

Dipping Your Toes into
the Uisiting Process

Before your teams of two actually go out to visit your customers, you need to do
some preparatory work. You don’t go into a job interview without a résumé and
some prepared answers, do you? For starters, your team should prepare a visit

guide. When you have the guide drafted, you can start practice interviewing. For
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most people, really listening and asking good questions are new skills. You also
practice collecting information. With all this prep work under your teams’ belts,
you can unleash them into the world of interviewing — allowing a bit of time to
make necessary adjustments along the way.

The following sections address these topics and start you down the road to
successful customer interviews.

Preparing a visit guide

A visit guide includes a list of themes and topics that each visit pair should
cover with each customer. Although each customer visit has a flavor and a
character all its own, you want your teams to cover the important points
with every customer. A visit guide ensures that this happens.

Your team should follow these steps to create a useful visit guide:

1. Brainstorm a list of all the information you want to gather during the
customer visit.

Maybe you want to know what your customers’ typical work processes
are, what frustrations they encounter, and how they ideally like to get
their work done. If you're researching a consumer product, you may
want to know about typical situations customers encounter when they
use the product and what their frustrations are.

You should write the items you come up with on sticky notes so you can
post them on big wall charts.

A real treasure that comes from customer visits is discovering “what you
didn’t know you didn’t know.” During this process, you may come up
with a whole new set of questions that allow you to understand your
customers better. Be open to the unexpected, and be willing to alter
your visit guide to include research into new insights.

2. Group the items into categories, and give each category a title.

If the team members have written their learning objectives on sticky
notes, they can paste the notes on a large wall chart and begin to sort
them into categories. Each category will be a theme in your visit guide.
Categories might include different situations in which customers could
use the product — for example, at children’s parties, Super Bowl parties,
and so on. Categories also can include the customer’s work processes
that may involve your product: drilling, refining, processing, shipping,
and so on.

3. Choose the most important categories.

You don’t want to have more than six or eight categories. Usually, when
each team member puts check marks on the categories she feels are
important, using a simple voting method, you end up with the right
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number. If you still have too many, we recommend that you discuss the
project focus with the team, because maybe your focus is too large. In
that case, now’s the time to narrow the focus.

If the customer visit team changes the focus, that change will influence
the project charter. Be sure that the people who are providing the
resources for the project are on board with the changes. Don’t force
functional leaders to cancel the project because you don’t meet their pet
objective (see the earlier section “First things first: Getting a sponsor
and charter™).

4. Use the items in each selected category to develop probe questions.

Within each theme (category), the team needs to develop probe ques-
tions that will encourage the customers to elaborate. For example, if the
theme is taking pictures at children’s parties, probe questions could
include the following:

¢ “Could you describe a time when taking pictures went really well?”
¢ “What was it about that time that made you really happy?”

e “What else can you imagine that you’d like to be able to do when
taking pictures at children’s parties?”

Consider the motorcycle team example introduced in earlier sections.
The team thought of a number of probe questions that would help its
customers discuss their experiences. Some of the questions the mem-
bers asked included the following:

¢ “Do you go on trips with others?”

e “Could you describe a recent trip? Where did you go? What did
you do?”

¢ “Describe any clubs or groups you ride with. (If they don’t ride
with groups, ask, “Do you wish you did? Why?”)

5. Put the important categories (themes) and the probe questions into a
logical flow on a visit guide (see Figure 4-3).

Putting the categories in a logical flow helps the interviewers and the
customer to feel more comfortable with the interview’s progress.

The categories could go in order of time — for example, “How patients
contact their doctors” followed by “Visiting the doctor.” They could go
in order of importance — for example, “Visiting the doctor for routine
check-ups” followed by “Visiting the doctor for serious illnesses.”

Another “logical” order for an interview is when you can start by asking a cus-
tomer to describe a typical day, a typical process, or a typical event. You can
discover plenty by listening to what really happens in your customer’s world.
Next, you may want to ask about the really great and really bad experiences
the customer has had. You also can ask what would improve the customer’s
life and work. Customers often have great suggestions, and even if they don't,
you can find out what’s bothering them and what they want changed.
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Customer Visit Guide:
Understanding How Customers Live in Their Homes

Theme

Observations and Probes

Living in/Using Your Home

Would you to tell us a bit about how
you use your home? You might
describe a typical day...

Living in the Community

How does the community you live in
affect you? Can you describe a time
when you particularly valued your
community? A time when you wished
there wasn't one?

Your Investment

How do you feel about your home as
an investment?

Where do you spend most of
your time when you're home?
[If they have kids] How does
the house work for kids? (Ask
for example of good/bad...)
What is your favorite room?
Why?

Are you involved in the
Homeowners' Association? Do
you value it?

How do you use the greenspace
or other amenities?

How important is it to your
overall financial picture?
Are you making sacrifices to
own your own home?
Describe...

Conducting practice interviews

An interview with a customer isn’t just an ordinary conversation. In fact, it
may be quite unlike any conversation you've had before. The visit team has a

complex task to perform. The pair has to

v Make the customer feel comfortable and encourage her to talk frankly

about her work, her life, her experiences, and so on.

v Follow the outline of the visit guide (see the previous section) so that

they cover the points your team has agreed on.

v Listen for what’s important to the project in what the customer says,
and ask questions or give responses that encourage her to say more

about the important things.

v Document the interview by using a tape recorder, hand-written notes,

and perhaps photographs.

Learning to juggle this many balls takes practice. In this section, we provide
guidelines you can use to practice before your teams go out into the field.
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Setting up a practice interview

For the practice sessions, we recommend that you divide your team into
groups of three. In each practice group, you have the following members:

v A lead interviewer: This member of the practice team is responsible for
initiating the different themes or topics of the interview and for doing
most of the follow-up or “probe” questioning.

v A notetaker/observer: This member is primarily responsible for collect-
ing information. The notetaker may get the chance to ask an insightful
probe question or to steer the interview in an interesting direction, but
he or she should never cause the customer to wonder if there’s any con-
flict over who’s running the show. When in doubt, the notetaker should
keep his or her mouth firmly shut. (See the upcoming section “Practicing
your information collection” for more advice on notetaking.)

v The customer: This member should “introduce” him- or herself as
the customer — “I'm a respiratory therapist in a large urban teaching
hospital,” for example.

Make the roles in the interview very clear before you start. Set a time — five
minutes works well — for the “interview.” Advise your team members to
pretend that the session is real, to listen, and to be fascinated by what the
customer is saying. Chances are your team members will choose customer
roles that they’re somewhat familiar with, so everyone can learn something.

\‘&N\Bfﬁ Three rounds of interview practice gives everyone on the team a chance to
& play all three roles and a much better sense of how the interview process
works. Start each round of interviews in a different place in the visit guide to
give the team a sense of how a longer interview would flow.

Interviewing the “customer”

Your lead interviewer can start the practice interview with an overarching
question. For example, the lead interviewer might ask, “Could you describe
a typical day in your job? Maybe start with what happens when you first
arrive . ..” Now comes the tricky part: The interviewers have to listen. Their
body language should signal that they’re interested — leaning a bit forward,
nodding, and not looking around the room or at their notes. The lead inter-
viewer can use verbal cues, such as “hmmm” and “ahhh.” Remind your inter-
viewers to ask questions or say things that show their interest: “Tell me
more!” “How exactly did you do that?” And so on.

Q‘&N\BER A good interviewer recognizes the moment for a “probe.” He or she knows

> when to ask, “Can you tell me more about that?” Or, “Can you describe a
time when that happened?” Another kind of probe is a simple reflection
back to the customer of what the interviewer is discovering. The interviewer
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might say, for example, “So, I take it that this step is very important to you.”
An interviewer wants to lead his or her customer from generalities and
abstractions to specifics and from solutions to needs (“If you had that, what
would it do for you?”). The practice interview is a great place to practice pro-
viding an atmosphere in which a customer can talk, reflect, and explain how
things are from his or her point of view.

The group of three should spend about five minutes conducting the practice
interview, with each group member playing his or her role.

Debriefing the interview

After the practice interview, the three-person practice team should take
another five minutes to debrief the interview:

1. Assess the lead interviewer’s performance.

Did the customer feel comfortable, and was she able to talk? Were the
questions open-ended? What improvements can the lead interviewer
make?

2. Debrief the visit guide.

Was the guide helpful? Were the probe questions open-ended? How
could you change them? The team won’t have time to get through the
whole guide, but they can learn enough about how it works to know
whether it needs to be revised.

3. Debrief the notetaker role and assess what the interview pair learned.

How well did the notetaker record the customer’s words? Did the notetaker
record images? What other images or insights can the team reconstruct?

To help your pairs draw out the customer’s unspoken needs, you should
ask your visit teams to focus on images. The images your teams bring
back help them share their understanding of customers with others.
Images also spur the whole team to think creatively about solutions to
your customers’ problems. Right after an interview is a good time to
look back over the notes and record images that you may forget after a
day or two. (See the section “Organizing the image information” later in
this chapter.)

Sharing insights with the whole team

When all the three-person teams have completed their practice interviews,
the team leader should call the whole group together so the team