I've got to hedge my bets here, and pick
the smaller and lower risk ones. If I had a
larger R&D budget, then I might tackle some
more venturesome projecis....”

Driver # 4—The wrong project selection criteria

The most popular project prioritization
methods by far are financial tools: payback
period, NPV and the productivity index.
Financial techniques work very well for
known projects where financial outcomes
are predicable. But for step-out projects or
early in the life of a project, applying such
tools is likely to do more damage
than good. Indeed an Industrial
Research Institute (IRI) study
revealed that for new product
projects, those businesses that
rigorously applied financial
models as the main selection
tool ended up with the worst
portfolios! ® An over-emphasis
on financial criteria for project
selection will necessarily drive
the portfolio to smaller, lower
risk projects, simply because
their returns at first glance appear better,
they are lower cost to do, and these projects
are much more predicable.

Possible solutions
Here’s some advice | offer managements
who face these portfolio balance problems.

Develop a product innovation and
techno|ogy strategy for your business.
And let that strategy dictate the breakdown
of your deve|opment portfo|io.

About half of all businesses do not have
a well articulated strategy to guide their
product development efforts.? Such a strat-
egy defines your business’s new product
goals; it delineates the areas of strategic fo-
cus—the markets, segments, product types
and technologies where you'll focus your
development efforts; and most important, it
defines resource deployment—where you'll
spend your funds and people resources.

Consider using and sticking to
“strategic buckets”

Strategic buckets simply define where
management desires the development dol-
lars to go, broken down by project type,
by market, by geography, or by product
area.” Strategic buckets is based on the no-
tion that strategy becomes real when you
start spending money, and thus translat-
ing strategy from theory to reality is about
making decisions on where the resources
should be spent strategic buckets. In the
example in kxhibit 5 on page 14, manage-
ment begins with the business’s strategy
and then makes strategic choices about

PDMA VISIONS APRIL 2005 VOL. XXIX NO. 2

resource allocation: how many resources
g0 to new products versus improvements,
modifications and extensions versus plat-
form developments? With resources alloca-
tion now firmly established and driven by
strategy, projects within each bucket are
then ranked against each other to estab-
lish priorities.

Note that projects in one buckets such
as “new products” do not compete against
those in another bucket, such as “improve-
ments and modifications.” If they did, in
the short term, simple and inexpensive

Businesses are not undertaking

the challenging, step-out and

significant innovations and new

products they once did.

projects would always win out, as they
do in many businesses. Instead, strategic
buckets build firewalls between buckets.
Thus, by earmarking specific amounts to
“new products” and to “platform develop-
ments,” the portfolio becomes much more
balanced.

Change your old metrics!

Recognize that an over-emphasis on
short-term financial performance will invari-
ably harm your new product efforts. While
short term financial results are important,
consider introducing other metrics as well to
gauge a business’s performance, for example
metrics that capture the longer term and the
potential for growth of the business.

An example: An important change the
former CEO of ITT Industries made was to

revamp the measurement system for Gen-
eral Managers of business units. Tradition-
ally, the key performance metrics had been
short term financial results: profits and costs
meeting targets. In order to encourage more
innovation, the CEO declared that “percent-
age of sales from new products” would be
tracked by business unit, and senior manag-
ers measured against this metric.
Ironically, in spite of its apparent im-
portance, this form of measurement is not
widespread: Only 34.3 percent of businesses
make new product metrics part of senior
management’s performance ob-
jectives, the weakest of all senior
management practices.?

Balance speed with profitability
and impact.

When speed begins to domi-
nate at the expense of everything
else, it’s time to rebalance and
rethink one’s development objec-
tives. Remember: The goal is a
steady stream of profitable new
products. And while speed and
cycle time reduction are factors in achieving
profitability, there are other drivers too.

An example: “Speed is dead at Procter &
Gamble,” declared the Manager of Corpo-
rate New Initiatives Delivery. He went on
the explain that many of the actions taken to
save time actually had a significantly nega-
tive impact on the company’s NPD results.
Today the emphasis is more on doing it right
rather than doing it fast; and the results are
evident, with P&G’s total new product effort
never more profitable.

Change your project selection criteria.

There is no universal criterion or project
selection tool to rate, rank and pick projects!
The right method and criteria depend on the
nature of the project, and where in the pipe-
line the project is.

in the article.

e Change your old metrics.

¢ Feed the pipeline.

How to remedy portfolio balance problems

Here are some strategies to remedy portfolio balance problems. Details are given

e Develop a product innovation and technology strategy for your business.
e Let that strategy dictate the breakdown of your development portfolio.

e (Consider using—and sticking to—*‘strategic buckets”

e Balance speed with profitability and impact.

e Change your project selection criteria.
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For smaller, low risk projects, such as
modifications, extensions, cost reduc-
tions, and tweaks, use a combination of a
financial model, such as payback or NPV,
along with a simple scoring model. The
scoring model includes criteria such as
“ease of implementation”, “availability
of production capacity” and “customer
importance.”

For genuine new products, where finan-
cial outcomes are less predicable, use a
multi-item scoring model, with criteria
such as strategic fit, competitive advan-
tage, leverage, market attractiveness and
financial return-versus-risk. (An example
is found in reference’.) As the project
progresses through the various gates,
increasingly shift to financial metrics and
quantitative success criteria for project
validation and justification.

For platform developments, technology
developments and radical breakthrough
projects, financial criteria are almost
useless, especially early in the life of
such projects when the key investment
decisions must be made. Thus, use a
scoring model but with criteria that are
more strategic in nature and emphasize
strategic importance, strategic leverage
and feasibility.

Feed the pipeline

Having a well-oiled idea-to-launch pro-
cess is fine; and so is having a strategic
direction. But without blockbuster ideas
for new products, the exercise
is anemic: If the feed to the
pipeline is dry, don’t expect a
portfolio of big winners! Rec-
ognize that conceiving break-
through new product ideas
is hard work and requires a
variety of efforts. Some of
the methods that work well
include Voice of the Customer
(VOC) research, idea contests,
creativity techniques, scenario generation,
and strategic planning.

Proactive|y manage

If your NPD portfolio is weak, then your
business’s new product results are sure
to follow. Recognize that every develop-
ment project is an investment, and just
like your stock market portfolio, the mix
and balance of these new product project
investments must be carefully scrutinized.
A portfolio that is strategically driven, is
fed by a proactive idea generation process,
relies on the right selection criteria to pick
projects, and balances quality-of-execution
with speed to market is the solution that
many leading firms have elected to improve
their NPD performance. 4
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Exhibit 5: Strategic Buckets—Resources Are Strategically
Allocated by Project Type into Buckets

New Product
Projects

-._\_\_‘_._'_._,.o-"'
Others:

Extensions, Modifications,
Improvemnents, Fixes, Cost Reductions

The business's stralegy dictates the split of resources across buckels. Active and proposed
projects are next categorized into buckets, Then, projects are rank-orderaed within buckets, but
using different criteria within each bucket. The result is three lists or three portfolios of projects
and the right spiit in resources across project types.

Platform

Projects

{chamge the basis of
competition)
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The Stage-Gate Inc. Advantage
How we can help you win at product innovation

Results Reach
proven track record successful client
helping companies engagements

improve their
product innovation
capabilities

across numerous
industries, countries
and cultures

Experience
breadth and depth
via front line
experience with
5000+ clients

Research
comprehensive,
peer reviewed

Leadership
The world’s most
respected experts in

and longest NPD - Dr. Robert G.
running Cooper and Dr.

benchmark Scott J. Edgett
studies

Consistent, repeatable product innovation success is within your reach.

SG Navigator™

The complete guide to customizing, implementing
and using the authentic Stage-Gate® system. Pack-
aged into a professional, user friendly interface acces-
sible through your web browser, this expert guide
contains a collection of the best of the best - prac-
tices, proprietary methods, criteria, templates, work-
sheets and deliverables. Everything you need to
drive lean, rapid, and profitable product innovation in
your organization.

Benchmarker™

Compare your organization’s innovation perform-
ance and practices against the best. This cost-
effective, convenient and reliable assessment isolates
your strengths and weaknesses against proven per-
formance drivers. Fact-based information to help you
make critical decisions.

Inspiring Speakers

Invite internationally acclaimed product innovation
experts, Dr. Robert G. Cooper and Dr. Scott J. Edgett,
into your organization to motivate and inspire your
team to embrace the proven drivers of innovation
success.

Seminars and In-house Training

High impact, interactive and intense knowledge
transfer events where our expert speakers and train-
ers cut through the issues and focus on best practice
solutions to the most critical challenges faced by
product innovators.

+1-905-304-8797
o

Implementation Services

Highly focused engagements designed to accelerate
the successful implementation of proven innovation
practices. Based upon a collection of world class
techniques and methods and delivered by highly
skilled, experienced implementation specialists.

Consulting Services

Highly specialized engagements tailored specifically
to meet your company’s unique innovation chal-
lenges and needs. Our product innovation experts
draw on an impressive collection of tools, methods
and expertise to help you measure, analyze, design
and execute.

Books and Reports

Best selling books and research reports on the topics
critical to product innovation success. Cooper and
Edgett’s collective works are considered to have
achieved the most powerful impact on performance
in product innovation today.

Alliance Program

Connects innovators with enabling tools through a
central, easy-to-access, Solutions Directory and saves
time sourcing vendors to support Stage-Gate proc-
esses such as Idea Management, Idea-to-Launch
and Portfolio Management. The Stage-Gate Ready
Certification program validates software applica-
tions against some 200 innovation-related criteria to
reduce risks and costs incurred by would-be buyers
during the selection process.
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Stage-Gate
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Stage-Gate Inc.

The ultimate combination of front line
experience and proven, widely implemented
products and services.

Stage-Gate Inc. is the most widely recognized and
trusted name in Product Innovation. Our clients trust
and rely on our ideas, unparalleled research, world-
class solutions and outstanding service.

Whatever your needs or goals contact us.

We can help you win at product innovation.

+1-905-304-8797

Toronto  Atlanta
www.stage-gate.com
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Want to Learn More?

Executive Seminars

Dr. Robert G. Cooper and Dr. Scott J. Edgett invite you
to attend their Innovation Best Practices Seminars

Lean, Rapid and Profitable New Product Development - Improving your Productivity

Developing A Product Innovation Strategy and Deciding Your New Product Portfolio -
Making Strategic Choices and Picking the Winners

Generating Breakthrough New Product ldeas - Feeding the Innovation Funnel

Winning At New Products - Achieving New Product Success with Best Practices

Successfully Designing and Implementing the Stage-Gate® Process - A Best Practice Approach

Portfolio Management for New Products - The Blueprint for Effective Project Selection and

Prioritization

Technology Developments, Platforms & Fundamental Research - Managing for Profitable

Results

Best Selling Books

Authored by Dr. Robert G. Cooper and Dr. Scott J. Edgett these books address the complex issues
surrounding product innovation.
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Stage-Gate Knowledge Community

Receive Dr. Cooper and Dr. Edgett's latest research, information and tips to keep you current in
Product Innovation. Be the first to receive advance copies of new articles, research papers, books,
seminars and more. Join www.stage-gate.com/subscribe.php

+1-905-304-8797
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