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Objectives of this session

Understand the impact of IT on Business Model Innovation

Introduce 8 practical rules to extract business value out of
new technology

Discuss the relevance to your company



Multiple sources confirm the growing impact of IT on
Business Model Innovation...

“For more than a century,
business leaders have viewed
technology as a means to execute
their business strategies. Strategy
came first, and technology was
simply a means to implement it.
Unfortunately, given today’s
technology context, this mindset
leaves a large and expanding
blind spot when it comes to

strategy development”.
Source: IBM Insititute of Business Value, 2005

It's not just you. It really is
getting harder to outpace the
other guys. Since the mid-
1990s, competition in the U.S.
economy has accelerated to
unprecedented levels. The
engine behind this hyper
competition: IT ”.

Source: HBR, 2008

er— “Service-oriented architecture “AtIntel, we view IT as a

e M (SOA) is a high-potential technical competitive capability that
innovation worthy of business directly affects Intel's bottom
executives’ attention. Like the line . Our business value
Internet, SOA has the potential program analyzes IT’s
to fundamentally alter how contributions to the corporation,
businesses collaborate and helping us make better IT
compete. And ready or not, it will Investments”.

change your industry”.

Source: IBM Insititute of Business Value, 2005 Source: Intel, IT Performane Report, 2007




...Although we should be cautious not to oversell the
Importance of new IT developments

““By 2008, if you have not
deployed composite
applications on a SOA and
have built competence-
extending application
functionality through SOA
principles, you will be a
"dinosaur," and you will
lose overall competitive
advantage .”

Source: Gartner






To ‘crack the code’ of Value 2.0, we employed a variety of
research methods

Research
« Examined Over 100 start-ups

- Examined over 40 large enterprises
* Polled over 500 business experts

» Technology Analysts

* IBM business leaders

* Venture Capital Community
Results

* Innovative, large enterprises tend to
experiment with multiple new rules
of Value 2.0

« Technology Start-ups tend to focus
on one to two new rules



Value 2.0 opportunities exist in three key areas...

Capitalizing on Getting Closer to

Creating New

New Markets & Your Markets & 2
Capabilities

Business Models Customers




... With 8 new rules to consider
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RULE #1: Grab and monetize the Long Tail of demand

« Grabbing and monetizing the long
tail of demand — beyond the
traditional core 20% of demand
and sales revenue of a product — is
now a viable growth strategy

« Enabling technologies are helping
enterprises to:

Access customers at a lower cost

Offer a broader selection of products &
services

Better target customer expectations &
understand their purchasing behaviors



RULE #1 - Example: Niche markets thrive

* A 400,000 member community model where T-
shirts are essentially crowdsourced — designed
and rated by and sold to members

« Ultimate target marketing model — Threadless is
only selling the products its members want (that
IS, the winning T-shirt designs)

« Targets customer expectations — producing many

Source: www.cnnmoney.com small batches of unique product (the winning T-
shirt designs) expected to earn over $20m in
revenue in 2006 ($6.5m in revenue in 2005).

« Saltworks targets “foodies” offering over 100
different specialty salts at comparable prices

« Expanded line now includes high-quality and
exotic bath and spa sea salts

« Brick-and-mortar stores — traditional and high-end
boutique — can only offer a fraction of the products
available online.

Source: BusinessWeek



RULE #2: Get Ready — Your customers value digital
content

* Consumers have shown a clear
desire to consume/create and share
digital media across platforms and
devices

* Emerging technologies are enabling
new ways to create, share and
consume all forms of digital content

* Phones, laptops, video, mp3

* Enterprises can take advantage of
this opportunity by adjusting their
business models and business
design

* Music — Radiohead, Prince, Madonna
* Consumer Electronics — iPod ecosystem
* Publishing — What is the future of reading?



.RULE #3: Jump in — 3D Internet/Virtual worlds are real
business

1. Creating new markets for virtual products and servi ces — Virtual goods
and services paid for in real-world dollars (e.g., avatar clothing, virtual
houses, cars).

2. Opening a richer direct channel to customers — New opportunities to
advertise and deliver virtual and real-world products/services beyond that of
a simple web page or B2C/B2B site.

3. Enhancing collaboration and communication — In a global, hyper-

distributed, matrixed world, could meetings, learning and training be the
‘killer app’ for the 3D Internet/virtual worlds?



. RULE #3 - Example: Real-life company branding in virtual
worlds



RULE #3 - Example: Banking 2.0 Virtual Agents

 Virtual agents are digital people — realistic-looking,
3-D characters on screen — to help talk you
through complex processes.

* Royal Bank of Canada (Canada’s largest bank) is
using one of the basic virtual agents created by
CodeBaby. Her name is May, and she walks
customers through online banking.

« The RBC is focused on attracting new immigrants
as customers. The bank has already created a
Cantonese avatar for its Chinese language site.

* RBC is exploring creating additional virtual agents
to appeal to 20-somethings and others to appeal
to the baby boomers The Toronto Star Ms. Dewey




. RULE #3 -Example: Advanced Audio, High-Def Video
Conferencing

Bridges the ‘being there’ gap with telepresence technologies

Provides an alternative to expensive, time-consuming face-to-face meetings
Creates a more personal, richer experience than a traditional conference call
Fosters greater social capital and collaboration through unique, in-person
experiences between people, places, and events



RULE #4: Trust the network — it really does know more
than you

* The Internet is a powerful source
of information on consumers, their
buying habits and preferences

* New analytical technologies emerging
to mine data

* Mining information for business
intelligence is only beginning
* Privacy, legal, & ethical issues
* Enterprises are seeking market
intelligence from the social web
that will help them learn more
about their customers

» Facebook, Friendster, MySpace - Right
to sell users' provided data?



RULE #5: Embrace your customers

« Ease of access reduces relationship
barrier and creates new opportunities to:
» change the way enterprises connect
 build customer relationships
* Build rich communities of participation
(crowdsourcing) by opening up the
dialogue and encouraging discussion
around your own products and services
* Improves the overall quality
« Creates better products and services
« Creates better brand experience
» Lowered costs to serve new customers



RULE #5 - Example: Intuit — Consumer product,
professional & early adopter community users helping
each other



RULE #5 - Example: Patientslikeme — Patients helping
each other & the medical community

For Patients:

* Provides a specialized social network
forum for patients that suffer from life
altering diseases

« Patients sharing their information,
knowledge and experience & offering
each other support

« Consolidates personal accounts and
tracks progress

For Doctors, Researchers, Pharma,
Medical companies:

* Provides Researchers insight &
access to patient communities

* Provides Doctors insight to how peers
are approaching a particular ailment
and medication (e.g., . distribution of
dosage range, side effect frequencies)

http://money.cnn.com/magazines/business2/business2_archive/2007/09/01/100169862/index.htm




Rule #6: Use social networks to create solutions

* |Innovative technologies are opening up an entirely new dimension to
integrating an ecosystem — a long establish solution strategy
» Solutions require better integration across business partners to meet client
needs.
« Social networks, enabled by innovative technologies, are critical components
for creating these web-based solutions driving value in key areas:
* Building loyalty, trust and camaraderie in an increasingly mobile and global marketplace

» Fostering innovative discussion and support among online communities with committed
participants, expert users and early adopters

* Creating advocates for the company in the increasingly transparent world of the social web,
where information and misinformation disperses instantaneously.



Rule #6 - Example: Apple iPod Ecosystem Solution
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Rule #7: Embed flexibility in business models and
Information systems

 Rethink overall business G()ugle
design making the enterprise
more modular
« Create business flexibility
derived from loosely coupled
technology components (vs ).
tight integration of business & plpes
technology components)
« Make hard decisions about
which activities belong inside
or outside the enterprise to
achieve competitive
advantage



Rule #8: Foster rapid, collaborative innovation in the
enterprise

* Viral, Grassroots (vs Siloed, Isolated)

« Collaboration can occur anywhere — among
organizations & their partners, customers,
employees

* No longer an exclusive R&D domain

» Social networking & collaborative technologies
facilitate driving innovation at a grassroots level

* Speed (vs Perfection)

» “Failing fast and failing cheap” or “launch and
adapt” are acceptable strategies

* New Metrics (vs Traditional ROI)
« Capture opportunity costs of missed innovation

* Network effects
« Tacit & Intangible value from communities



u Rule #8: Foster rapid, collaborative innovation in
the enterprise

Example: IBM Jams: Collaborative Innovation

* The United Nation’s (UN) World Urban Forum (WUF) and
government of Canada engaged IBM to sponsor HabitatJam to
help set the agenda for WUF3, the biannual conference on
urban sustainability.

« HabitatJam — the largest brainstorming ever on urban
sustainability

* 39,000 participants from 191 countries

« Delegates, Politicans, Academics, Aid Organizations, & Slum
Dwellers (whose lives would ultimately be impacted)

* On-the-ground events — Jam cafes — brought together thousands
of slum dwellers (people who had never seen a computer):

« Kibera, Kenya: Hundreds of slum dwellers lined up for hours to have
their messages typed into a computer

* Delhi, India: 10,000+ people gathered in slums to express their
views and discuss the problems of the world's cities.

« Similar events were held in Russia, the Congo, Colombia,
Cameroon, Brazil, Uruguay, Peru and Bangladesh.



In summary, Value 2.0 can be a significant source
of advantage for large enterprises

Capitalizing on Getting Closer to

New Markets & Your Markets & CIEEInG) NES

Business Models Customers

Capabilities

... And, expect it to evolve into a critical capability for global
entities



Discussion: How are YOU creating Value 2.07?
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