‘Low-end customers can fuel innovation’ 

At six feet eight inches, Clayton Christensen, the Robert and Jane Cizik Professor of Business Administration at Harvard Business School, stands head and shoulders above the rest. His ideas on innovation have helped the likes of Intel dominate the market. Christensen’s first book ‘The Innovator’s Dilemma’ talked of how new technology can cause companies to fail. In ‘The Innovator’s Solution’, he said that through disruptive innovations, companies can outpace their rivals. His latest book ‘Seeing What’s Next’ shows how even successful firms could discover new sources of growth. In Mumbai recently, Christensen took time off to catch up with ToI’s Neelima Mahajan. Excerpts: 

Q. Many cutting-edge firms tend to turn to lead users, or those who demand high performance, for inspiration for ideas to drive innovation. Yet you seem to advocate that watching the low end of the market and identifying new contexts makes more sense. Why? How easy is it to make that mental shift? 
A. Well, it’s not instinctive for managers. Because the principle involved here is that customers will never lead you to an innovation they cannot use. So, if you blindly listen to the leading customers, you won’t see innovations that will take root among the other set. So generally the innovations that create big new ways of growth actually occur at the beginning of the low end of the market. If somebody makes a product that is simple and affordable then a whole new population can own and use that product. They will almost never be your (lead) customers who lead you to innovations. So you as the management will have to go out and watch the people who are down there and look at what they are trying to do and then take out a product that they can use. Nobody has done it repeatedly well. Sony did this for quite a while. Between 1955 and 1980, they did it 12 times. They started new growth businesses at the low end in various markets; the transistor radio that made the radios very simple and affordable, value-for-money television, the video recorder, the video player, the Walkman. But a good number of companies have gotten the idea and started new growth businesses as a result of that and have been quite successful at it. 
Q. Very often, the top management in a firm has a different idea of what the consumer wants. How can companies correct this? 
A. That’s true. Almost always when a company tries to keep serving the core customers at the high end of the mainstream business, that organisation cannot, nor should it, go after customers at the low end. So that company needs to set up a separate organisation, give it a very different cost structure and allow it to go after customers at the low end. Then they can succeed. 
Q. Again, any examples of such companies? 
A. Hewlett-Packard has done this several times. They were serving high-end computer customers. And then they set up a separate business to go after PC customers. In printers they have a high-end laser jet printer business. They set up a separate company for the low-end inkjet printer business which are much less expensive. They have been very successful at that. 
   In India, Hindustan Lever should have done that. They had a very dominant position in the detergent market and they thought about trying to come down to the low end, but they didn’t set up a separate organisation. Because of that, when push came to shove they always would give priority to the highend product because it generates higher profit margins. Nirma came in at the low end of the market. They keep expanding and moving upmarket. That is a more sensible strategy. 
Q. What impact does government regulation have on the innovation process? 
A. Almost always, government regulation makes disruptive innovation a lot 
more difficult. And almost never do you break that regulation by direct attack. Instead you create a different economic network that is outside the government regulation. To give an example, IBM in the 1960s and the 1970s occupied a monopoly position in computers. And because of its monopoly status, the US government tried to attack IBM and break it up into different companies. But the litigation took years. And while the government was working on them there was a disruptive innovation. This was the personal computer. And it didn’t start with the customers of the mainframe businesses. It started with new customers who from now on said they could afford to use a computer and had the simple skills required to use it. And as it took root at the low end and grew up little by little it substituted for the big mainframe computers and there is a whole new set of companies out here. And little by little as it substituted the mainframe the government realized IBM was broken and the government didn’t have to break it up. 
Q. Why do some firms end up exceeding customer expectations? 
A. Overshooting what your customers can use is a critical problem because it occurs when you give them more than they can use. They will then say thank you for a better product, but they wont give you a higher price for a better product. Almost every company is guilty of it. Intel, Microsoft and EMC, a data storage company, have done it. Intel started out making micro chips. Let’s start with the time when they made microprocessors, which is really the brains of a personal computer. 
   In early years, these microprocessors weren’t even fast enough to do typing. When we did word processing, we had to keep stopping our fingers to let the Intel 286 chip catch up with us. But little by little they kept making faster and faster chips. So today a 3 GHz Pentium 4 processor is much much faster than what customers of mainstream business applications can use. So they overshot mainstream. Even though at the high end of the market they are still undershot. What I mean is that there will still be people who will need faster chips. But if you pass up the 
mainstream and go up to the high end of the market the volumes up there are very limited. So the company will begin to see a volume decline. What Intel did was set up a separate business unit in Israel down at the low end. They have a product called the Celeron chip which is much cheaper and came in at the low end of the market. So it will still get the growth at the high end and also at the low end. You will always make money if you are pursuing undershot customers. 
Q. Can firms afford to focus on just one segment of customers? 
A. If a company hopes to stay prosperous over the long term, you have to have businesses which focus on all three segments. Because it is going after non-consumers that will give you the next wave of growth. Focusing on undershot customers provides the profit that you need. And then realising that you have overshot them provides the opportunity to create new disruption to take root at the low end of the market. So, you really have to be aware of all three. 


