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Overview

The Technology Innovation Management Review (TIM
Review) provides insights about the issues and emerging
trends relevant to launching and growing technology
businesses. The TIM Review focuses on the theories,
strategies, and tools that help small and large technology
companies succeed.

Our readers are looking for practical ideas they can apply
within their own organizations. The TIM Review brings
together diverse viewpoints — from academics, entrepren-
eurs, companies of all sizes, the public sector, the com-
munity sector, and others — to bridge the gap between
theory and practice. In particular, we focus on the topics
of technology and global entrepreneurship in small and
large companies.

We welcome input from readers into upcoming
themes. Please visit timreview.ca to suggest themes and
nominate authors and guest editors.

Contribute

Contribute to the TIM Review in the following ways:

¢ Read and comment on past articles and blog posts.

* Review the upcoming themes and tell us what topics
you would like to see covered.

e Write an article for a future issue; see the author
guidelines and editorial process for details.

* Recommend colleagues as authors or guest editors.

* Give feedback on the website or any other aspect of this
publication.

 Sponsor or advertise in the TIM Review.

* Tell a friend or colleague about the TIM Review.

Please contact the Editor if you have any questions or
comments: timreview.ca/contact
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Editorial
Chris McPhee, Editor-in-Chief

Welcome to the November 2012 issue of the Technology
Innovation Management Review. In this issue, our au-
thors present insights about green innovation, supply-
chain simulation, and process adaptability and align-
ment, along with lessons learned from globalization
and entrepreneurship.

Tommi Lampikoski, a visiting scholar at the Haas
School of Business, University of California Berkeley,
identifies the managerial capabilities that companies
require to gain competitive advantage through green in-
novations. The case of Interface Inc., a globally operat-
ing carpet manufacturer, illustrates how a strategy for
environmental responsibility is compatible with radical
innovation. This approach requires companies to in-
vest in the three "R's" of managerial capability to con-
tinously Research innovations, Recognize opportunities,
and Revolutionize the industry.

Giacomo Liotta, Assistant Professor in the Institute of
Technology and Innovation at the University of South-
ern Denmark, argues that supply-chain simulation is
not just for large companies. Although small and medi-
um-sized companies rarely use simulation tools to im-
prove their decision-making, this article shows how
simulation can help smaller companies cope with un-
certainty, increase their innovation capability, and gain
competitive advantage.

Paul Renaud, Chief Executive of The Lanigan Group,
and Sonia Bot, business and technology innovation
leader, contribute two articles that build upon previous
work on process ambidexterity for entrepreneurial
firms. Companies that are process ambidexterous find
a balance between the exploitation of existing oppor-
tunities for the firm and the exploration of new, entre-
preneurial opportunities. Process ambidexterity utilizes
both process alignment and process adaptability.
Renaud and Bot's first article presents a framework for
process alignment in IT; their second article examines
process adaptability in the IT supply chain.

Sara Rauchwerger, Founder and Director of the Cham-

ber of Commerce International Consortium for Entre-
preneurs, answers the question: "What does a global

www.timreview.ca

startup need to know to enter China?" The author
draws upon her experience helping American, Cana-
dian, and European startups develop and implement
their internationalization strategies. A seven-part inter-
nationalization strategy for startups is presented, in-
cluding discussion and insights aimed at the Chinese
market in particular.

This issue also includes a report on a recent TIM Lec-
ture by Wes Biggs, President and CEO of Triacta Power
Technologies, who shared the 29 key lessons he has
learned through his experiences with entrepreneurship
both within large technology companies and as part of
the senior management and founding teams of techno-
logy startups. The event was held at Carleton University
in Ottawa, Canada, on October 11th, 2012.

As always, we welcome your feedback, articles, and sug-
gestions for future themes. We hope you enjoy this is-
sue of the TIM Review and will share your comments
online. Please also feel free to contact us (timreview.ca/
contact) directly with feedback or article submissions.

Chris McPhee
Editor-in-Chief

About the Editor

Chris McPhee is Editor-in-Chief of the Technology
Innovation Management Review. Chris holds an
MASc degree in Technology Innovation Manage-
ment from Carleton University in Ottawa and BScH
and MSc degrees in Biology from Queen's University
in Kingston. He has over 15 years of management,
design, and content-development experience in
Canada and Scotland, primarily in the science,
health, and education sectors. As an advisor and ed-
itor, he helps entrepreneurs, executives, and re-
searchers develop and express their ideas.

Citation: McPhee, C. 2012. Editorial. Technology
Innovation Management Review. November 2012: 3.
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Green, Innovative, and Profitable: A Case Study
of Managerial Capabilities at Interface Inc.
Tommi Lampikoski

¢ Since 2003, we've sold over 83 million square yards of »
carpet with no net global warming effect. These climate-
neutral carpets, Cool Carpets, have been runaway
bestsellers. That's competitive advantage at its best —

doing well by doing good.

Ray Anderson (1934-2011)
Founder of Interface Inc.

This article describes the pioneering green-innovation management practices of a re-
source-intensive corporation, Interface Inc., which is a globally operating carpet manufac-
turer. Even during the current economic downturn, many companies remain committed
to advancing their green business agendas. However, recent research suggests that most of
these companies are far from reaching substantial competitive advantage from this
commitment because they lack the connection between their green agendas and core in-
novation-management activities. This study illustrates how Interface succeeded with rad-
ical green innovations by investing in managerial capabilities that allowed it to conduct
research, recognize opportunities, and revolutionize the carpeting industry. These capabil-
ities enabled Interface to continuously challenge and disrupt well-established manage-
ment recipes, existing knowledge, and proven industrial practices, and they enabled it to
create a sustainable competitive advantage through a winning portfolio of radical green in-

novations.

Introduction

Going green can be a magnificent business opportunity
and a potential source of competitive advantage, but it
also presents a managerial challenge for companies op-
erating in resource-intensive industries. Probably the
most significant managerial challenge is finding the bal-
ance between short-term economic realities and a long-
term vision of ceasing to pollute the environment. In ad-
dition, managers are under increasing pressure to
demonstrate what their companies are doing for the en-
vironment and what role green innovation is playing in
the solution (OECD, 2009; tinyurl.com/ana82xo).

This article examines the managerial capabilities of
Interface Inc. (interfaceglobal.com), a large, US-based com-
pany that has systematically leapfrogged standard mana-
gerial routines, practices, and knowledge, and that is
now recognized as a radical pioneer and green innovator.

www.timreview.ca

Interface is the world’s largest manufacturer of modu-
lar carpets, employing 3500 employees and selling
products in over 110 countries. In 2011, Interface’s net
sales exceeded $1 billion. The company operates in a re-
source-intensive business characterized by relatively
stable operations and predictability. Radical innovation
has been primarily associated with dynamic industries
such as ICT and biotechnology; it is rarely associated
with a traditional manufacturing industry such as car-
pet manufacturing. Due to the requirement for sub-
stantial start-up investments in building manufacturing
facilities, the carpeting industry has a high barrier to
entry and is characterized by stability, not radical
change.

The carpet industry makes an interesting target for the
study because it has a substantial impact on the envir-
onment. The industry disposes of five billion pounds of
old carpets annually in the US (Anderson and White,
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2009; tinyurl.com/an74uv4), and it is highly dependent on
petroleum-based fuels in production. Therefore, it can
be viewed as an unexpected suspect in contributing a
proactive innovator that excels in corporate sustainabil-
ity and radical green innovation. Not long ago, most
managers perceived "going green" as a threat to their
existing business, an isolated set of ecological activities,
or something that increases costs with little payoff.
Moreover, some managers associate greening as a clev-
er marketing trick to polish their corporate brands (Del-
mas and Burbano, 2011; tinyurl.com/akwukfe). This study
asks “what kind of managerial capabilities are required
to create and manage a systematic flow of truly radical
green innovations?” The capability perspective is
chosen because dynamic managerial capabilities are
needed to cope with and make sense of the rapidly
changing business environments and to create new in-
novations (Teece et al.,1997; tinyurl.com/ax9etfx).

This article is based on an analysis of transcribed inter-
views with the managers of Interface as well as on sec-
ondary data including content from websites, scientific
and practice-oriented journals, and company reports.
Interface’s experiences are widely documented in the
literature, yet prior studies remain silent on the types of
radical green innovations commercialized and which
managerial capabilities were needed in managing in-
novation. This article reviews relevant concepts and il-
lustrates Interface’s organization activities and
portfolio of radical green innovations. It concludes by
presenting three critical managerial capabilities re-
quired in managing radical green innovations and dis-
cusses the findings and their implications for
practitioners and academics of corporate sustainability.

Corporate Sustainability and Radical Green
Innovations

Corporate sustainability is a company’s environmental
action motivated by a variety of influences within a
company’s market and social domains, including con-
siderations of business performance. A review of the lit-
erature of corporate sustainability reveals that
considerable scholarly effort has been devoted to identi-
fying the drivers of corporate ecological responsiveness
and in debating whether businesses can gain competit-
ive advantage through improved environmental beha-
viour. An organization’s environmental competit-
iveness derives from a dynamic and innovative re-
sponse to environmental issues that is encouraged by a
supportive regulatory regime (Porter and van der Linde,
1995; tinyurl.com/c9ypj92). Hart (1995; tinyurl.com/c20pdr6)
argues that sustained competitive advantage is likely to
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be rooted in developing environmentally orientated re-
sources and capabilities that can simultaneously im-
prove a company’s economic performance.

Companies operating in resource-intensive businesses
have been recognized as engines of change in pursuing
and solving various climate change issues (Hawken et
al., 1999; tinyurl.com/cvx4qfl). These global harms include
the annual overuse of natural resources and increased
greenhouse gas emissions. The solution to climate
change is suggested to rely on companies’ capacity for
green technological development and innovation, and
reducing the current environmental burden in a quick
and sufficient way requires companies to redirect their
focus of innovation. Azzone and colleagues (1997;
tinyurl.com/angr2eh) suggest that companies may choose
either a passive lobbying-based green strategy or an in-
novation-based green strategy. The latter strategy views
the environmental variable as the most important com-
petitive priority and seeks to introduce new technolo-
gies that radically improve the environmental
performance of current technologies, and to create new
market opportunities as a consequence of environ-
mentally friendlier product innovations.

Choosing and implementing an innovation-based
green strategy calls for understanding relevant con-
cepts such as green innovation. Managers may ask how
to define this concept and in what ways green innova-
tion differs from traditional innovation. In prior re-
search, green innovation refers to “new or modified
processes, techniques, practices, systems and products
to avoid or reduce environmental harms” (Beise and
Rennings, 2005; tinyurl.com/b4npep7). This broad defini-
tion includes all the changes in the product portfolio or
in the production processes that address sustainability
targets. Therefore, it refers to an innovation that ad-
dresses waste management, eco-efficiency, and any
other action implemented to reduce the company’s en-
vironmental footprint. This definition is based on the
effect of the innovation activities independent of the
initial intent and novelty of innovation. That is, it in-
cludes both incremental and radical improvements.

In addition, prior research suggests that green innova-
tion differs from traditional innovation and is a separ-
ate sub-group of innovation with a primary focus on
reducing or avoiding harm to the environment (Carrillo-
Hermosilla et al., 2010; tinyurl.com/aafz83d). First, green in-
novation is not an open-ended concept as it character-
izes innovation that explicitly stresses the reduction of
environmental footprints, whether intended or not
(OECD, 2009; tinyurl.com/ana82x0). Second, it creates pos-
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itive externalities by providing knowledge during the re-
search and innovation phases, and it then reduces en-
vironmental effects and generates externality in the
diffusion phase, which can also be socially desirable.
Green innovation can entail alteration of social norms,
cultural values, and institutional structures (Rennings,
2000; tinyurl.com/b71tg2n).

As previously suggested, green innovation should be
discussed in conjunction with the novelty of innova-
tion. O’Connor and Ayers (2005; tinyurl.com/anx72bo)
define radical innovation as “the commercialization of
products and technologies that have strong impact on
the market, in terms of offering wholly new benefits,
and the firm, in terms of its ability to create new busi-
nesses”. These impact levels are correlated with high
risk and high uncertainty in the firm, requiring it to de-
velop new, situation-specific competencies in techno-
logy, market, and organizational domains. Radical
innovations are different from incremental innovations
considered as step-by-step improvements. They re-
quire more time for research and development and in-
volve greater risk for market adoption; yet, they can
yield a considerable positive impact on a firm’s profit-
ability as well as to industry and economic dynamics.

Radical innovations can alter, redefine, or rejuvenate
existing industries by de-maturing declining technolo-
gies, or they can result in the emergence of new indus-
tries. The development of new businesses and product
lines based on radical innovations, which are essential
for the renewal of a company’s competitive position, re-
quire management practices that differ substantially
from those required for incremental innovation. There-
fore, radically new products and business models in-
volve the development or application of significantly
new technologies; require considerable behavioural
changes to existing markets; and require new skills, abil-
ities, and systems throughout the organization.
However, gaining support for radical initiatives can be
demanding in companies where internal cultures and
pressures favour low risk and immediate rewards from
step-by-step improvements (O’Connor and Ayers,
2005; tinyurl.com/anx72bo).

Organizing for Green Innovation at Interface

In 1994, Ray Anderson, CEO and founder of Interface
Inc., decided to embrace sustainability as a new
primary strategy for the company. According to Ander-
son’s vision, corporate sustainability would serve as a
source of competitive advantage that could provide the
firm with access to new markets, assist it in building
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new skills and competencies, and help the company pi-
oneer market-winning radical green innovations (An-
derson et al.,, 2010; tinyurl.com/abn2aab). However, the
vision received initial resistance from managers, be-
cause at the time there was a shortage of corporate sus-
tainability frameworks and prior success stories,
scarcity of economically viable green technologies, and
a lack of a "burning platform" for catalyzing a major
strategic change.

Since 1996, Interface chose to adopt an innovation-
based green strategy. Resource-intensive businesses,
such as Interface, which operates in the carpet in-
dustry, are not obvious radical, green product innovat-
ors, because they mainly focus on achieving cost
savings through operational efficiency. Prior research
has emphasized the importance of technological and
organizational capabilities in stimulating green innova-
tions in manufacturing firms (Horbach, 2008;
tinyurl.com/avta25m). However, Kesidou and Demirel
(2012; tinyurl.com/bjjpq63) argue that firms differ by their
capabilities and respective strategies for green innova-
tion. Less innovative companies adopt green innova-
tion to reduce production costs and comply with the
minimum environmental standards, while more innov-
ative companies adopt green innovation to enter new
markets.

How did Interface’s senior management cultivate the
initiation of radical green innovations? Initially, the en-
vironmental vision and strategy took form through the
development of a “7 Fronts of Sustainability” guideline.
This guideline was crafted by the CEO, a small group of
managers, and the Eco Dream Team, which was an ex-
ternal group of green business professionals. The initi-
ative was pursued and supplemented by two
supporting programs: QUEST and EcoSense. The
QUEST program focused on eliminating all forms of
waste from operations. Initially, top management set
an ambitious goal to gain a 50 percent cost reduction in
the first three years. The EcoSense program analyzed
manufacturing processes in terms of the impact of each
step on product quality, process efficiency, and their
environmental impact, and it covered as many as 400
initiatives by 1997.

Next, Interface merged QUEST and EcoSense by form-
ing 18 cross-functional teams with an assigned scope of
investigation and implementation ranging from waste
elimination to toxic material reduction. A Global Sus-
tainability Council stimulated cross-functional develop-
ment and rapid global scaling of ideas. In addition,
Regional Innovation Officers and the Chief Innovation
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Officer facilitated a systemic and global exchange of tal-
ent, ideas, and best practices across global manufactur-
ing locations. The guideline provided the firm with
interesting results, many of them considered as incre-
mental improvements forming a path towards industry-
level change. Nonetheless, progress through increment-
al innovations proved to be too slow to make a radical
environmental impact. In 2006, the Mission Zero pro-
gram replaced the 7 Fronts of Sustainability guideline,
with the goal of creating the first large-sized industrial
firm with zero environmental footprint by 2020.

For Interface, the growth of markets for environment-
ally friendlier products accelerated with a growing base
of loyal business customers who valued environment-
ally friendlier carpets. However, the green alternative
was adopted only if it offered a compelling price point,
equal-to-superior performance, and quality/durability.
The company’s sustainability strategy opened an ac-
cess to new green innovations and markets. For ex-
ample, Interface gained a differentiation advantage by
pioneering a carpet manufactured using only solar en-
ergy. To accomplish these achievements, Interface had
to construct radical innovation competencies, meaning
the ability of a firm to successfully commercialize radic-

Product and service innovations

al innovations repeatedly and across organizational set-
tings (O’Connor and Ayers, 2005; tinyurl.com/anx72bo).

Interface’s Portfolio of Radical Green
Innovations

Interface’s initial 7 Fronts of Sustainability and the new
Mission Zero program addressed breakthrough innova-
tions in multiple areas. These included: i) pioneering
systemic innovation enabling the recycling and reuse of
end-of-life carpets, and thus enabling the introduction
of sustainably sourced materials and carpets; ii) radical
elimination of toxic and petroleum-based fuels, chem-
icals, and materials; and iii) designing new radical
product innovations based on the principles of corpor-
ate sustainability. Figure 1 illustrates a sample of radic-
al, first-to-industry innovations pioneered by Interface
between 1996 and 2012. It highlights the company’s
commercialized product and service innovations as
well as its process and material innovations. These in-
novations were crafted and studied using the informa-
tion from interviews with the firm's managers and
secondary material consisting of publicized case stud-
ies and reports on Interface. For examples of these in-
novations, see the Interface website: tinyurl.com/b5909pq.

Tac;ll'Jlées Biosfera Fotosfera
(glue Product Line Product Line
elimination)

C

Climate-Neutral Cool Carpets

)G

( Dematerialization I Entropy Q 12 Product Category (with over 100 products) )
Process and material innovations
7 A Environmental Product
[ Product Life Cycle Analysis (LCA) I Declarations (EPDs) )

Solenium Portable

(floor Creels Flatworks Terratex Microtuft

covering (yarnwaste (yarnreduction) || 100% recycled material (50% less yarn use)

material) elimination)

Cool Blue

ReEntry —\ GlasBac RE

Recycling (recycled Program TﬁElgtnné 26)0 ;;zh::iit
Program / backing) (backing system) Y ’ yeling
1996 2000 2006 2012

Figure 1. Interface’s first-to-industry green innovations

www.timreview.ca


http://www.ingentaconnect.com/content/iri/rtm/2005/00000048/00000001/art00005
http://www.interfaceglobal.com/Sustainability/Our-Progress/Innovations.aspx

Technology Innovation Management Review

November 2012

Green, Innovative, and Profitable: A Case Study of Managerial Capabilities

Tommi Lampikoski

These pioneering, green innovations exemplify that
companies going green are constantly required to
launch a wide range of transformative innovations
across their business operations over a long period of
time. Interface’s innovations assisted the company in
its quest to introduce industry breakthroughs in stra-
tegically important areas and helped it to gain commer-
cial success. The key innovations are further discussed
in the following sections.

Product and Service Innovations

Entropy (tinyurl.com/amz79pz) is an innovative carpet
model inspired by the asymmetrical, random patterns
found in nature. After its launch in 2000, it rapidly be-
came a best-seller; faster than any other product in the
company’s history. Entropy inspired the creation of the
i2-product category, stimulating the commercialization
of over 100 sub-products and reaching sales of $130 mil-
lion by 2009. In 2003, Interface pioneered climate-neut-
ral Cool Carpet, zeroing out all greenhouse gas
emissions associated with the entire lifecycle of a manu-
factured carpet.

TacTiles, a carpet tile installation product, was intro-
duced in 2006 and its innovative design was inspired by
the sticky pads of a gecko. The toes of the lizard have a
special adaptation that allows them to adhere to most
surfaces without the use of liquids or surface tension. In
addition, the tiles are stuck to each other, not to the
floor, and their collective weight holds them down due
to gravity as nature would do. Therefore, TacTiles elim-
inated the use of glue in carpet hard floor installation,
enabled the full-recycling of end-of-life carpets and
opened access to new commercial and residential mar-
kets. Interface sold about 15 million TacTiles in 2008
alone. In 2011, the Sky-Tiles carpet product opened ac-
cess to a new market, commercial airplanes, through a
five-year development project with Boeing.

In 2011, the company introduced Biosfera, which is a
carpet made of 100% recycled yarn (tinyurl.com/aq6u3s6),
making it the most sustainably produced carpet
launched to date. Soon after, another carpet tile
product was launched: Fotosfera tiles (tinyurl.com/
bboz3td) are made from yarn with 63 percent bio-based
content, meaning that they use oil from the seeds of the
castor bean plants.

Process and Material Innovations

To decrease the need for petroleum-based raw materi-
als in manufacturing, the company introduced several
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process innovations. First, breakthroughs in process in-
novations include Flatworks, which reduces the need
for yarn material by about 50 percent and the Cool Blue
system, which eliminates the use of virgin vinyl in back-
ing produced by the manufacturing line. Material in-
novations include Terratex fabric, the industry’s first
post-consumer recycled polyester fabric, which is fully
recyclable and renewable. Moreover, Interface pion-
eered the Life Cycle Analysis (LCA) method, which ana-
lyzed the environmental footprint of products and
processes from raw materials to final disposal. As a fol-
low-up program of LCA, Interface recently introduced
Environmental Product Declarations (EPD), which are
based on ISO 14025 guidelines for transparency. EPDs
are similar to nutrition labels found on food products;
they display a carpet product’s ingredients as well as
the environmental impacts of the raw materials and
manufacturing processes (tinyurl.com/bkxp5np).

In 2007, after a decade’s worth of experimentation, In-
terface partnered with an Italian nylon recycler to pion-
eer the ReEntry 2.0 program, which enabled it to fully
recycle any manufacturer’s carpets. This was a major
improvement because the original ReEntry program in-
troduced in 1996 allowed for only partial recycling of
the end-of-life carpets. Moreover, the company
partnered with Aquafil to turn discarded fish nets into
new carpet tiles. Such green innovation necessitates
long development cycles, substantial financial invest-
ments, and risk-taking related to materials, business
models, and technologies. Nevertheless, Interface’s ex-
periences exemplify that not every radical innovation
result in commercial success. For example, the com-
pany had a letdown in launching a new business model
called Evergreen Lease, which was based on leasing car-
pets to customers with a service agreement. Then there
was Solenium, a lightweight, composite floor covering
containing no nylon; this material innovation lacked
long-term durability and was therefore a market failure.
Further, Interface made a failed multi-million dollar in-
vestment in a technology to recycle nylon 6.6 that never
succeeded.

On the other hand, Interface’s green product portfolio
highlights three company-perceived benefits. First, In-
terface earned intangible benefits in terms of goodwill
and corporate image in the marketplace. Second, Inter-
face created new product innovations such as Entropy,
revealing new revenue streams and differentiation op-
portunities. Third, new insights unlocked interconnec-
ted sources of savings. By reducing the weight of a
carpet by just an ounce per square yard, the company,
which sells millions of yards of carpet annually, consid-
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erably reduced its use of petroleum-based raw materi-
als and chemicals. Furthermore, through dematerializa-
tion, Interface received savings in energy and water
use, paid less for shipping, and reduced its greenhouse
gas emissions. Interface’s designer, David Oakey, said:
“Reducing the face weight of a US carpet tile by a one
ounce per square yard — about four percent — would
save half the amount of energy needed to operate an en-
tire American carpet tile factory” (Anderson 2009;
tinyurl.com/an74uv4). Since 1994, Interface has decreased
the average face weight of their carpet tile by more than
four ounces per square yard.

Through sustainability programs, including the Mission
Zero strategy, Interface has doubled its earnings, sold
146 million square metres of carpet that was manufac-
tured using climate neutral processes, cut 82 percent of
its greenhouse gas emissions (relative to sales), reduced
its landfill waste by 77 percent, and reduced fossil fuel
consumption by 60 percent. Interface’s cumulative
waste savings since 1995 equate to $433 million
(tinyurl.com/ayuoyfs). However, a new level of radical prob-
lem solving is needed to reach Mission Zero program’s
goals because Interface continued to release 162 tons of
regulated air pollution, 59 tons of acid-rain-producing
pollutants, and 142 tons of smog-generating photo-
chemical pollutants in 2009 (Anderson and White,
2009; tinyurl.com/an74uv4). The next breakthroughs in sus-
tainability may require a more open approach to ignite
innovation, thus opening avenues for further research
on how open-innovation networks for green innovation
are orchestrated in resource-intensive businesses.

Three Managerial Capabilities

To succeed in creating a steady stream of breakthrough
innovations, Interface needed to develop a set of new
managerial capabilities for radical innovation. Prior re-
search suggests that in order for companies to achieve
and sustain a competitive advantage, they need to estab-
lish and nurture dynamic capabilities to cope with rap-
idly changing environments (Teece et al., 1997; tinyurl
.com/ax9etfx). These managerial competencies include
sensing (the identification of opportunities and threats),
seizing (the mobilization of effective resources to deliver
value to shape markets and customers), and reconfigur-
ing capabilities for enabling continuous renewal.

This study contributes to innovation capability re-
search by illustrating three critical managerial capabilit-
ies specific for radical green innovations based on the
insights gained from the interviews with managers of
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Interface, company presentations, and an extensive lit-
erature review. Each capability reflects a unique pur-
pose, task, and set of skills, as well as outcomes. These
managerial capabilities are principally not consecutive,
separate capabilities; rather, they evolve together as a
combined set (Table 1).

The Research capability makes sense of the emerging
sustainability paradigm by helping the firm to gain a
holistic understanding of corporate greening. It assists
in seeking inspiration and understanding of how to ad-
opt and apply radically different corporate sustainabil-
ity frameworks and design principles into the
innovation development. The Research capability en-
courages managers to examine how other disruptive
green innovators have connected sustainability with
core innovation activities. It helps them in seeking out
ways to unlock revolutionary green thinking through
new frames and design rules, by exploring new paths to
discovery, and by identifying potential ways of man-
aging radical green innovations inside and outside their
companies.

Ultimately, this relentless search focuses on identifying
potential routes to connect green innovation to a man-
ager’s unique corporate context and industry setting,
by giving a holistic picture of the emerging business
paradigm, and by linking innovation to core strategy
and business operations. As Interface’s experiences in-
dicate, the Research capability supports a long-term,
persistent hunt for radically different, environmentally
friendlier raw materials, and the need to identify radical
ways to eliminate dependence on petroleum-based raw
materials. Managers typically ask and solve “why” ques-
tions to make sense of how radical ideas contribute to
solving the holistic, interrelated, and complex chal-
lenges of running an environmentally responsible busi-
ness. Interface’s renewed approach to its waste
management illustrates the usability of the research
capability. It allowed Interface’s management and staff
to rethink and research waste streams through novel
perspectives, as directed by the CEO Anderson, who re-
defined the waste as any cost that does not add value to
customers. The renewed thinking transformed the prior
“take-make-waste” approach to view carpet waste as a
valuable, renewable, and reusable raw material that has
substantial cost-saving potential.

The Recognize capability refers to recognizing oppor-
tunities by building on the insights gained in research
activities. It helps management to identify the missing
pieces of the puzzle by recognizing new business oppor-
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Table 1. Managerial capabilities for radical green innovation

Managerial Capabilities

1. Research 2. Recognize 3. Revolutionize

Purpose ¢ Make sense of the emerging Recognize the missing pieces. ¢ Connect and scale the
paradigm. emerging dots.

Tasks ¢ Facilitate investigative Identify partners, suppliers, ¢ Connect the strategy,
curiosity through experimental and stakeholders best entrepreneurial leadership,
re-engineering and reframing equipped to fill the identified and environmental vision
of challenges. gaps with complementary with a continuous flow of

¢ Borrow from nature’s design skills, brands, and talent. radical green innovations.
principles. Identify senior leaders with ¢ Seek answers to “what if”

¢ Observe and look inside and respected track records and questions and push the
outside the company for power to prioritize the radical boundaries of what is
sources of radical ideas. experiments. possible.

¢ Search and discover new and Discover emerging innovation ¢ Eliminate old-fashioned
unknown ways of doing things. opportunities and gaps across industrial recipes and

the emerging value system. practices.

Critical question + Are we able to make sense of Do we possess the capable ¢ Can we revolutionize the
the emerging green business talent to design, develop, and existing industrial system
paradigm? cultivate the next wave of through radical green

radical green innovations? innovation?

Outcome ¢ Holistic understanding of how Established foundation for a ¢ Culture of environmental

the environmental system
works and how it is connected
to strategy, leadership, and
heart of innovation activities.
Collection of novel principles,
values, and frameworks to
apply across business
functions.

strategic breakthrough
innovation program,
supported by senior leaders.

A talent and resource pool
supported by an open network
capable of making a difference.

leadership, experimentation,
and innovation.

Systematic flow of differing
radical innovations.
Competitive advantage
through new profits, and
access to new markets and
differentiation.

tunities and identifying potential gaps and weaknesses
within the existing industrial system. Managerial tasks
related to the Recognize capability include identifying
respected senior leaders to cultivate the green initiat-
ives, identifying potential market size for green
products, establishing business cases for radical innova-
tions, and pinpointing potential risks and internal
weaknesses. Further, managers seek the right partners
and stakeholders who are capable of making a differ-
ence and filling in the identified gaps. This capability
addresses a type of activity that can result in either fail-
ure or success depending on whether managers are
able to locate, motivate, and attract internal and extern-
al talent that is capable of radical innovation. This type
of talent is not afraid to put its face and reputation on
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the line, has a respected track record, and is capable of
making things happen.

The combined outcomes of the Research and Recognize
capabilities are likely to result in establishing a founda-
tion and a platform consisting of continuous learning,
guiding values, and principles for the design and realiz-
ation of radical green innovations with capable internal
and external networks. Managers typically ask ques-
tions such as “who can make a difference?” For Inter-
face, initial research and analysis of its corporate-level
waste footprint indicated a shocking result: 10 percent
of sales, (70 million dollars) were going down the drain
as by-product waste (Anderson and White, 2009;
tinyurl.com/an74uv4). This insight led to the strategic ur-
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gency of eliminating waste from all operations by
means of recognizing the right external expertise to
educate and assist Interface staff in waste elimination.
Furthermore, Interface proceeded to recognize the
most critical sources and bottlenecks of waste streams
and ideated how the waste streams could be reused, re-
cycled, repurposed, and eliminated.

The Revolutionize capability enables managers to con-
nect all of the pieces of the emerging green-business
paradigm and set radical ideas as a corporate priority.
With the help of this capability, radical green innova-
tions are integrated deeply into the heart of the vision,
strategy, culture, and entrepreneurial leadership. Man-
agers and “intrapreneurs” (tinyurl.com/nvsswb) aim to
commercialize a holistic flow of radical initiatives that
fill in the identified gaps and solve the problems, as the
perspective of “how to do things around here” is radic-
ally altered. This capability supports a phase of evolu-
tion in which managers seek radical answers to
questions about how to revolutionize the existing in-
dustrial system via particular radical green ideas. These
questions typically lead to dialogue, debate, new in-
sights, innovative partnerships, and renewal through
constant learning.

Respected senior leaders set ambitious development
targets and provide “permission to pursue”, thus giving
freedom to push beyond existing boundaries, to experi-
ment and have permission to fail, as well as learn and
build on momentum for successful cases. By asking
“what if?” and “how can our products and services help
in healing the environment?”, managers unlock new re-
volutionary ideas that potentially make the prior know-
how, technologies, and ways of operating obsolete. The
Revolutionize capability leads to a realization and flow
of different types of radical green innovation, offers
competitive advantage and differentiation opportunit-
ies, and opens access to new markets and revenues. Ul-
timately, it results in the emergence of companies
capable of conducting business with zero environment-
al footprint. That is, even large global firms can pro-
duce zero waste and emissions, be powered by 100
percent renewable energy, develop climate-neutral to
climate-positive products, and operate via a closed
loop manufacturing system. For Interface, the com-
pany’s success in waste elimination started to result in
radically different ways to design, manufacture, and in-
novate new products. Through the Revolutionize cap-
ability, Interface is currently progressing towards a zero
waste goal, enabled by a closed loop manufacturing sys-
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tem (“borrow-make-return”) and a series of increment-
al and radical innovations.

Is zero environmental footprint just an ideological vis-
ion or a de facto view of how all companies will operate
in the near future? The interviewed managers and other
research material uniformly suggest that most large-
sized firms are beginning to apply one or two of the ma-
nagerial capabilities identified in this study, but only a
few companies, such as Interface, excel in advancing all
three. These differentiating and hard-to-imitate mana-
gerial capabilities helped Interface to shape the entire
industry and gain a winning position through radical
green innovation. Furthermore, this study illustrates
that managers capable of navigating successfully
between the identified capabilities can potentially
make better sense of the emerging green business
paradigm, can contribute to solving some of the world’s
environmental challenges by seizing emerging business
opportunities, can disrupt deeply rooted knowledge
and industrial practices, can and consequently succeed
in “doing well by doing good”.

Conclusion

One way companies integrate environmental concerns
into their strategies while consolidating their competit-
ive advantage is through green innovations. Interface’s
17 years of progress in corporate greening illustrate that
even an incumbent operating in a traditional manufac-
turing industry can reach substantial competitive ad-
vantage through green innovation. Radical green
innovation in terms of launching first-to-the-industry
green products and sustainable process breakthroughs
provided the company with cost savings, access to new
markets, and increased sales and revenues. Interface’s
experiences suggest that firms can maximize the bene-
fit of corporate sustainability by focusing on radical
green innovation. However, this approach necessitates
the establishment of three managerial capabilities that
allow the company to continuously research, recognize
opportunities, and revolutionize the industry. Top man-
agement and sustainability managers lead the building
and nurturing of these capabilities, yet all managers
across the company must focus on the constant naviga-
tion between these capabilities, and a lack of experi-
ence in one capability domain can prohibit success in
others. In sum, these capabilities enable managers to
better cultivate, manage, and realize radical green in-
novations in their quest to become more sustainable
companies.
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Simulation of Supply-Chain Networks: A Source
of Innovation and Competitive Advantage
for Small and Medium-Sized Enterprises
Giacomo Liotta

¢ Simulation provides cheap insurance and a cost ”
effective decision-making tool for managers. It allows
us to minimize risks by letting us discover the right
decisions before we make the wrong ones.

Robert E. Shannon
Professor of Industrial Engineering
(tinyurl.com/cgqjp74)

On a daily basis, enterprises of all sizes cope with the turbulence and volatility of market
demands, cost variability, and severe pressure from globally distributed competitors. Man-
aging uncertainty about future demand requirements and volumes in supply-chain net-
works has become a priority. One of the ways to deal with uncertainty is the utilization of
simulation techniques and tools, which provide greater predictability of decision-making
outcomes. For example, simulation has been widely applied in decision-making processes
related to global logistics and production networks at the strategic, tactical, and operation-
al levels, where it is used to predict the impact of decisions before their implementation in
complex and uncertain environments. Large enterprises are inclined to use simulation
tools whereas small and medium-sized enterprises seem to underestimate its advantages.
The objective of this article is to emphasize the relevance of simulation for the design and
management of supply-chain networks from the perspective of small and medium-sized
firms.

Introduction The widespread use of simulation tools in large enter-

prises as well as in research institutions confirms its rel-

Simulation is a method for tackling a problem by con-
structing a model of the related system. It starts with an
abstraction process, from which a dynamic model of
the system and its logic is built. Simulation software
provides the development environment in which the
model is implemented, verified, validated, and experi-
mented with to evaluate different scenarios of interest,
which depend on the goals of the simulation. Research-
ers and companies may create their own “in house”
simulation tools, although commercial software is also
available and is widely used in industry. Prices vary ac-
cording to feature availability, software updates, main-
tenance, customer service, add-on capabilities, and
user friendliness.
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evance and practical utility. However, this article
emphasizes the increasing relevance of simulation in
supply-chain network design and management and,
more importantly, its relevance to small and medium-
sized enterprises (SMEs) as a source of competitive ad-
vantage and predictive power in their decision making.

Imagine that you are the manager responsible for the
logistics of a small manufacturing company that re-
ceives orders from its main customer, a large enter-
prise. Every single order from the large enterprise must
adhere to specific quality standards and may have a dif-
ferent level of complexity and value. Your globally dis-
tributed (sub-)suppliers are specialized in the
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production of the critical sub-components you need in
order to build and complete your deliveries. The pro-
curement lead-times can strongly vary depending on
market conditions, transportation, material availability,
and prices. Your competitive advantage is based on the
flexibility and reliability of your deliveries and on the
quality of the items you provide due to your expertise in
managing your suppliers, production operations, and
customer-order cycle times. However, new competitors
are accessing the market, and the demand for your
components fluctuates due to changes in the demand
of your main customer’s customers. Some of your sup-
pliers are encountering difficulties in meeting your re-
quests due to the financial crisis. Your labour and
energy costs are increasing. The value and levels of your
inventory are dramatically increasing but you must be
responsive in satisfying the demand.

How will you manage this complex situation in terms of
supply chain configuration, capacity planning, busi-
ness process improvements, and innovation needs?
How will you predict the impacts of demand and lead-
time uncertainty on your logistics-production perform-
ances and cash-flows throughout a reasonable time-ho-
rizon? How will you estimate the effects of introducing
a new warehousing technology in your operations?
Which are the interrelationships among the decision
variables and their sensitivity to demand and paramet-
er variations? How will you nourish the trust of your
main customer (the large enterprise) in a way that you
could maintain your reliability and competitive posi-
tion within its value network? Your main customer also
copes with the turbulence and volatility of market de-
mands, cost variability, and severe pressure from glob-
ally distributed competitors. The challenge is to
proactively manage the uncertainty about future de-
mand requirements and volumes while being able to
adjust or even re-engineer internal processes as well as
the relationships with customers and supply-chain
partners in response to sudden, unexpected changes or
supply-chain disruptions.

Many firms facing these challenges use simulation in
the decision-making processes related to their global lo-
gistics and production networks. It is becoming increas-
ingly imperative for smaller firms to be able to fit the
dynamic supply of their resources to the decision-mak-
ing processes of their key large customers. The decision
support can be performed from the strategic, tactical,
or operational standpoints via the execution of "what
if" analyses based on purposively designed experi-
ments.
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A number of simulation and optimization software
tools for designing and managing supply-chain net-
works are available on the market, as illustrated in sur-
veys by Swain (2011a; tinyurl.com/afgbbco) and Funaki
(2009; tinyurl.com/axhqcecw). These tools can be general-
purpose modelling environments or specific tools that
are dedicated to supply-chain issues. By looking at the
websites of the major vendors (as listed in the two sur-
veys cited above), one can see that the most important
customers are mainly large enterprises. SMEs can be
part of extended supply-chain networks while being
suppliers of both large enterprises and other SMEs, or
they can autonomously compete in the market arena.
However, SMEs seem to underestimate the benefits of
using these software tools. One of the key messages of
this article is to point out that simulation capabilities
are becoming a key competitive advantage and that
SMEs need to consider the potential value of simula-
tion tools for both the efficiency of their internal opera-
tions and their ability to facilitate the decision-making
processes of their key customers.

The article is organized as follows. The next section in-
troduces the role of simulation in supply-chain net-
works and its usage. Thereafter, simulation techniques
for logistics and production networks are presented.
Next, the relevance of simulation to SMEs as an enabler
for gaining competitive advantages in networked logist-
ics-production systems and in internal processes is
highlighted. The second last section addresses the po-
tential benefits of simulation for SMEs and accessibility
issues. Conclusions follow.

Simulation Techniques for Logistics and
Production Networks

A supply-chain network consists of suppliers, manufac-
turers, distributors, and retailers linked by material and
information, as well as financial flows aimed at satisfy-
ing customers’ demand at the lowest cost by means of
diverse business strategies, cooperation mechanisms,
and network configuration models. Simulation in pro-
duction and logistics can be devoted to different system
levels: from the evaluation of single nodes of a network
(e.g., production cell, factory, warehouse, container ter-
minal) to an entire network of interacting nodes (e.g., a
production network with the related different tiers and
logistics flows). The logistics-production system under
investigation is modelled and reproduced in a software
environment where input, parameters, variables, and
stochastic elements can mimic scenarios defined by the
model developers and users.
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The interest in simulation usage in supply-chain man-
agement has been demonstrated in a literature review
by Terzi and Cavalieri (2004; tinyurl.com/aemsojo), who
noted the high number of works cited in more than 80
papers on the subject. Four basic simulation types for
supply-chain management can be identified: spread-
sheet simulation, system dynamics, discrete event dy-
namic systems simulation, and business games
(Kleijnen, 2005; tinyurl.com/anzhnpp). Several simulation
techniques can be used in the design and management
of logistics and production processes within supply-
chain networks. An extended classification of simula-
tion approaches adopted for modelling logistics and
production networks simultaneously takes into account
several categories, as shown in Table 1.

One of the most popular simulation techniques for
modelling logistics and production networks is discrete-
event simulation (DES; tinyurl.com/yzr6g2h). DES is often
adopted for studying logistics, supply chains, and trans-
portation systems (Swain, 2011b; tinyurl.com/chrgdj4),
and it is particularly useful for simulating supply-chain
environments (Terzi and Cavalieri, 2004; tinyurl.com/
aemsojo). Several research works include more advanced
approaches that combine simulation and optimization.

November 2012

Current research emphasizes the need to focus on sev-
eral open issues (Liotta, 2012; tinyurl.com/d4lfuj7), includ-
ing: i) the wuse of complex adaptive systems
(tinyurl.com/4sy942) to investigate the dynamicity and self-
adaptation of network structures and collaboration
mechanisms in supply-chain network evolution; ii) the
effectiveness and good performance of control
strategies in production networks at single-plant scale
using approaches inspired by biology; and iii) the con-
sideration of bankruptcy and failures from an econom-
ics and finance viewpoint using study approaches
derived from physics. However, research to date has
not included aspects concerning environmental, eco-
nomic, and social sustainability with comprehensive
approaches - in other words including, in parallel, the
simulation of transport, emissions, land use and social
impacts in supply chain and production networks (Li-
otta, 2012).

Concerning simulation in manufacturing and business,
DES is a popular technique, but it does not entail the
same level of stakeholder engagement as other tech-
niques such as system dynamics and simulation gam-
ing (Jahangirian et al., 2010; tinyurl.com/b7znoga). DES can
entail time-consuming and difficult data-gathering

Table 1. Classification of simulation approaches for logistics and production networks*

Category Description
Simulation technique ¢ Discrete-event simulation (DES)
e System dynamics
e Monte Carlo simulation
e Agent-based simulation
e Business simulation games
e Hybrid/integrated approaches (intended as a combination
of different simulation techniques or as an integration of
optimization/mathematical modelling and simulation)
Simulation paradigm e Local vs. distributed simulation
Network type e Production network or supply-chain network
Scale o Single site (single plant/facility)
e Multiple site (network of plants, multiple tiers, or actors
involved in a network)
Usage of interdisciplinary e Modelling approaches simultaneously involving several
approaches disciplines (e.g., engineering, biology, economics, physics)

*Adapted from Liotta (2012; tinyurl.com/d4lfu;j7).
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phases, whereas system dynamics makes use of stand-
ardized conceptual modelling techniques and does not
need the same level of hard data as DES (Jahangirian et
al., 2010). On the other hand, simulation gaming is
widely applied for education and training purposes as
well as for research. A promising evolutionary trend re-
lies on the combined use of either DES and analytical
models (e.g., optimization models) or discrete simula-
tion and continuous models. This aspect can be ex-
tremely helpful to: i) optimize the number of
experiments to be performed in order to achieve the
desired system performance in the virtual environ-
ment; ii) embody intelligence in a simulation control
logic; iii) perform comparisons between solutions stat-
ically and dynamically obtained for verification and val-
idation purposes; and iv) include into discrete systems
the effects of several phenomena described by continu-
ous functions in the reality (Liotta, 2012; tinyurl.com/
d4lfuj7).

In terms of the simulation paradigm, distributed and
parallel simulation represent a challenge because they
can be suitable for simulating networked logistics and
production systems with several actors/modellers in-
volved in distributed scenarios controlled by a single
company, or in scenarios with the engagement of mul-
tiple autonomous companies using different simula-
tion tools (Liotta, 2012; tinyurl.com/d4lfuj7). Architectures
such as "high-level architecture” (HLA; tinyurl.com/
b92pyfe) are fundamental enablers for this purpose.
However, there is still the need to overcome some defi-
ciencies in the technology, which hinder wide and cost-
effective adoption of distributed and parallel simula-
tion in industrial practice. For simulation to be an ef-
fective decision-making aid for industrial users,
cost-effective tools that produce valid models in a user-
friendly manner are required. Suitable simulation tech-
nologies and architectures that enable interoperability
are badly needed as well as solutions for the combined
use of optimization and simulation techniques, thus fa-
cilitating the integration and interoperability of optim-
ization and simulation engines (Liotta, 2012). Indeed,
the current elaboration speed of commercial com-
puters often does not allow rapid tests of complex op-
timization models in combination with simulation,
although notable improvements have been made for
the combination of optimization and simulation such
as in the case of simulation optimization.

Simulation can help companies gain competitive ad-
vantages because it allows them to dynamically observe
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and rapidly predict the effects of external phenomena,
stochastic events, as well as (and more importantly) sys-
tem/process changes in a compressed time horizon
defined by the user, without any perturbation of the ex-
isting system. For instance, by simulating the procure-
ment of materials throughout a given time horizon in
response to demand patterns that are statistically gener-
ated according to historical data, a dramatic reduction
in inventory and production costs can be allowed
through the prediction of the most likely sourcing
needs. In time, a realistic estimate of the levels of in-
bound and outbound material flow can have a positive
impact on cashflow, work-in-progress, stock obsoles-
cence risks and resource usage. Again, the simulation of
a new manufacturing technology or additional produc-
tion resources supports the rightsizing of plants and the
identification of potential resource conflicts, and it
provides insights for improving the responsiveness cap-
ability to unstable market demands. Consider a further
example: by simulating the vehicle routing of a freight-
distribution fleet, the real capability of providing cus-
tomers with on-time deliveries can be estimated togeth-
er with continuous service-level improvements. In the
same scenario, simulation can also allow managers to
estimate the potential savings resulting from the imple-
mentation of routing optimization systems that may
lead to a reduction in the distances covered and better
usage of vehicle capacity. These are only a few brief ex-
amples of the simulation potential in terms of cost ad-
vantage and customer value.

Companies wishing to take advantage of the benefits of
simulation must carefully choose between the various
tools and techniques available. There are more than 50
simulation software tools currently available in the mar-
ket (see Swain, 2011a; tinyurl.com/afgbbco); to choose
between them, companies should consider the prob-
lem(s) to be tackled, data availability, software price,
and effort required for data gathering as well as for sys-
tem modelling. However, several additional criteria can
be used with respect to the project goals. Simulation
software can be evaluated on the basis of, for example:
its typical applications, the markets to which the soft-
ware is applied, model building features, statistical ana-
lysis tools for input distribution, output analysis tools,
support/training services, user interface, and anima-
tion features. For details of these aspects, see the survey
by Swain (2011a), which also includes the observation
that logistics and supply chains are often included in
both typical applications of software and primary mar-
kets of application.
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Relevance of Simulation to SMEs

SMEs are remarkable contributors to the economy
worldwide. For instance, SMEs account for approxim-
ately 99% of European enterprises, 92% of which are mi-
cro-enterprises (European  Commission,  2011:
tinyurl.com/8hfg2bw; and 2012: tinyurl.com/2dlx5x9); the per-
centage of SMEs in the economy is comparable in
China (Xinhua, 2012; tinyurl.com/awjnagv) and India (Gov-
ernment of India, 2012; tinyurl.com/c7tmfj5).

There is already some interest in the application of sup-
ply-chain network simulation tools within the context
of SMEs, including interesting research insights (e.g., Al-
bino et al., 2007: tinyurl.com/cgtzyej; Jain and Leong, 2005:
tinyurl.com/blvb6tw; Byrne and Heavey, 2004: tinyurl.com/
c23y3db; Swarnkar and Harding, 2009: tinyurl.com/c9juuqf).
However, the number of studies is quite limited com-
pared to the amount of literature dedicated to supply-
chain network modelling scenarios for large enterprises
(i.e., global companies). In many cases, these studies
seem to represent research-oriented applications that
may not have any practical implications from a SME
manager’s standpoint. Conversely, the relevance of sim-
ulation for large enterprises is evident as a tool for both
designing and managing complex supply-chain net-
works or production systems.

The use of the various simulation techniques in SMEs
can be analyzed in two different contexts: i) when SMEs
are single users, for the analysis and evaluation of their
internal processes, and ii) when SMEs are part of sup-
ply-chain networks that consist of other SMEs as well as
large enterprises. In the first context, the use of simula-
tion is relevant to, for example: total quality manage-
ment; accelerating business process re-engineering
projects (see O'Kane et al., 2007; tinyurl.com/cdad3l5); sup-
plier, inventory, and demand management (thus for
maintaining the competitive advantage in terms of flex-
ibility); and rapidity and effectiveness of adaptation to
changes. Simulation can be then devoted to the analys-
is of demand patterns and logistics/production pro-
cesses with respect to key performance indicators.

In the second context, the simulation usage can be an
unavoidable option due to the need for an SME to rap-
idly evaluate the feasibility of fulfilling orders coming
from large enterprises or other partners in a supply-
chain network. The process performances of SMEs
should be aligned to predefined levels imposed or nego-
tiated in a large supply-chain network depending on
the cooperation mechanisms or strategic alliances im-
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plemented (e.g., continuous replenishment, vendor-
managed inventory, quick response). In these contexts,
simulation represents a useful enabler for analyzing
"what if" scenarios.

Existing research highlights the fact that SMEs are often
unable to fully gain the advantages deriving from the
implementation of supply-chain management methods
and tools based on information and communication
technologies (ICT) (e.g., Vaaland and Heide, 2007;
tinyurl.com/c6sa5ks). The potential of ICT for supply-chain
management — including analytics and advanced soft-
ware tools such as simulation — is generally overlooked
due to the lack of specialized skills, reduced firm size,
high acquisition and implementation cost, and SME
managers’ confidence of the practical impact on the
company performances related to their usage.
However, in strongly dynamic environments character-
ized by a high degree of uncertainty and risk, such as
networked logistics and production systems, simula-
tion is the most suitable method for predicting system
performance, resource usage, and change impact
throughout time.

Unfortunately, simulation modelling and the related
tool usage require specific skills and substantial effort
dedicated to: problem and system definition; data col-
lection and analysis; model implementation; verifica-
tion; validation; and experiment execution. Large
enterprises are quite sensitive and inclined to use simu-
lation tools in supply-chain management. Existing liter-
ature highlights that SMEs tend to give less attention to
simulation and scenario analysis tools, among other
planning and control ICT tools, with respect to large en-
terprises (e.g., Vaaland and Heide, 2007; tinyurl.com/
c6sasks). Thus, a technology gap might arise, which will
lead to a competitive advantage for large enterprises
due to their ICT-enabled capability to plan their re-
sponse to the market at lower costs and with higher ser-
vice levels. It then appears that SMEs do not perceive
the need to use this method as well as other techniques
and software tools for supply-chain management.

O'Kane and colleagues (2007; tinyurl.com/cdad3l5) have
demonstrated the relevance of simulation for SMEs
through the relevant contribution of simulation to qual-
ity management and business process re-engineering
focusing on production operations. Other studies (e.g.,
Ding et al., 2006; tinyurl.com/d6z71jj) have discussed the
potential role of SMEs in supply-chain networks while
simulating business environments that may include
also large enterprises .
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Kohn and Hiisig (2006; tinyurl.com/ap49nw6) present the
case of German SMEs by discussing the modest use of
computer-aided innovation tools (i.e., software techno-
logies for supporting the creative phase of designers
and process developers). In this case, the software
products were previously unknown to the potential
users, to whom the benefits were not clear and for
whom the cost was a barrier. Virtual reality simulation
was mentioned among other innovation software tools.
An interesting aspect of this work is that the applicable
fields for the identified innovation software categories
encompass scenario management (i.e., specialized
tools for generating methodical forecasts for the future)
as well as holistic solutions/process engineering (i.e.,
solutions for facilitating the entire new product devel-
opment process or, for example, dedicated portfolio/re-
source management). Simulation could be then
included in tool categories for innovation management
since it is also a support mechanism for change man-
agement; it may be an enabler for evaluating the feasib-
ility and impacts of product and process innovations.

Although simulation can strongly contribute to the
competitive advantage of large enterprises in the con-
tinuous improvement and innovation of their business
processes, it seems that their potential benefits from
the standpoints of SMEs are not sufficiently explored.
However, they will significantly enhance their competit-
iveness by adding more resilience to their flexibility
through the use of appropriate supporting tools for
managing uncertainty. For example, in the event of a
sudden, high-priority increase in order quantities and
variety from a customer that will boost future sale op-
portunities, the prediction of the impacts of the delayed
fulfillment of the orders in progress (e.g., potential pen-
alties, material inventory on-hand), and of the addition-
al costs for the new orders (e.g., materials to be
procured, set-up costs, additional workforce needs) can
help the manager of an SME to estimate and compare
the costs in the new scenario. More importantly, it can
allow the manager to forecast the related benefits in the
medium-to-long term as well as the potential resource
needs for maintaining the existing customers while fos-
tering the company growth. Moreover, data gathering
and elaboration concerning the company’s internal per-
formance can help to govern high variability levels of
production and service times. In addition to the practic-
al resource optimization supported by ICT, this man-
ager's predictive power can be a decisive
competitiveness driver. In the current, turbulent mar-
ket scenarios, missing a market opportunity or failing
to respect an agreed, or even expected, performance
level can determine success or failure in business.
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As Prahalad and Krishnan (2008; tinyurl.com/4yowma?2) ar-
gue, business processes and analytics represent the me-
diation layers among innovation, business models, and
day-to-day operations. Business processes are dynamic
while analytics provide insights by elaborating data. Fo-
cused analytics can represent a unique opportunity for
the identification of trends and intervention of man-
agers. Moreover, in a ICT architecture, the two layers
consisting of, respectively, proprietary and standard
analytics, and ICT applications, can provide a source of
competitive advantage (Prahalad and Krishnan, 2008).
Therefore, since business processes and analytics can
be sources of competitive advantages, simulation, as a
method for modelling processes and obtaining data for
complex elaborations and analyses, represents an ena-
bler for boosting continuous improvement and innova-
tion.

The Potential Benefits of Simulation for
SMEs

An emblematic case study by Jain and Leong (2005;
tinyurl.com/blvb6tw) shows how a simulation has contrib-
uted to an SME’s success by contributing to its selec-
tion as supplier to a defence contractor. The readiness
of the SME's simulated supply chain and of its capabil-
ity to meet requirements and goals convinced the
primary customers and large defence manufacturers,
which then supported the contract award to the SME.
Consider another case of an SME operating as supplier
to a large enterprise. The SME proposed a new configur-
ation of the procurement processes, which also in-
volved other sub-suppliers of the large enterprise in the
supply-chain network. Simulation experiments high-
lighted a remarkable increase in the system’s stability
and lower lead times while supporting the new supply-
chain network configuration scenario.

The accessibility of simulation modelling and related
tools to SMEs is mainly affected by two factors: i) the
knowledge gap related to the lack of skills and aware-
ness of simulation advantages, and ii) the acquisition
and implementation cost. The SMEs’ knowledge gap re-
lated to analytics and therefore to simulation in their
operations can be bridged by training and competency
development. Investing in such activities can represent
a fundamental step in a roadmap towards the reinforce-
ment of a competitive advantage in the medium-to-
long term. This knowledge gap can be bridged, for in-
stance, by forms of cooperation with other SMEs that
are willing to share the competency development in
this field or with research institutions and educational
institutions.
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The cost barrier can be overcome by considering new
business models that can be implemented by simula-
tion software developers, vendors and experts. As illus-
trated by Heikkilda and  Kuivaniemi 2012;
timreview.ca/article/564), among others, business ecosys-
tems are becoming more and more knowledge-intens-
ive, therefore the selling of systems of products and
technology-enabled services will become increasingly
relevant in the near future. Thus, the provision of simu-
lation as a service could increase the accessibility of
simulation tools to SMEs by reducing ownership cost
(e.g., license fees) and the amount of learning, training,
and skills required in the usage start-up phase. In the
survey by Swain (2011a; tinyurl.com/afgbbco), the prices of
simulation software ranged between $700 USD to more
than $15,000 USD). However, the total cost of owner-
ship throughout a certain time horizon can be relevant
considering also the effort necessary for data gathering
and analysis, system modelling, and experimental cam-
paigns in the simulation environment. SMEs should
evaluate this cost and strive to compare it with the cost
of their traditional decision-making processes and the
opportunity costs associated to the lack of these tools
(e.g., in terms of time-to-market, response time to unex-
pected events, efficiency and effectiveness of change
management processes in response to product/process
innovations).

A simulation project requires both experts of the sys-
tem to be studied (i.e., essential members of the organ-
ization for which the project is conducted) and experts
of simulation techniques and tools. Should the organiz-
ation lack the latter category, the simulation study can
be developed internally by hiring a specialist or training
an inside resource, or an external consultancy can be
contracted (Shannon, 1998; tinyurl.com/cgqjp74). More
specifically, the training of internal people may require
several months and may depend on the tool selected.
The company’s implementation effort and time can
vary widely depending on several factors such as the
problem complexity, level of detail of the model, data
gathering and analysis, programming needs, number of
experimental campaigns, output analyses, and tool fea-
tures and user-friendliness. For instance, a skilled per-
son can implement a DES project in a matter of weeks
or months, depending on the mentioned factors.
Moreover, input data gathering and evaluation may re-
quire up to one third of the total time necessary for the
study (Shannon, 1998). Finally, it must be underlined
that economies of scale and scope can be gained if the
simulation model design is oriented to the reusability,
flexibility, modularity, and scalability with an efficient
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use of parameters and variables. Thus, relevant savings
of time and effort can be obtained in further experi-
mental campaigns and new studies.

More generally, concerning the technology-based plan-
ning and control methods in supply-chain manage-
ment (including simulation and scenario analysis
systems), the adoption of SMEs lacking the necessary
financial, human, and other resources can be based on
horizontal cooperation with other SMEs, development
of vertical partnerships in the supply chain, and exten-
sion of IT providers’ product ranges by including sup-
port aimed at delivering turn-key solutions for SMEs
(Vaaland and Heide, 2007; tinyurl.com/c6sa5ks). On the
other hand, Funaki (2009; tinyurl.com/axhqccw) discusses
the business models for supply-chain design software
while proposing, for example, alliances between supply-
chain-management consulting firms and vendors of
supply-chain management software and design plat-
forms, thereby providing an infrastructure on which
companies can carry out supply-chain design and re-
view processes as well as receive consultancy on de-
mand.

Such business models could increase the accessibility
of simulation to SMEs and the supply-chain networks
intertwined in their business ecosystems would there-
fore benefit from improved responsiveness, reliability,
and resiliency of partners. Public bodies, research insti-
tutions, associations, banking system, as well as in-
vestors can positively interact with SMEs and large
enterprises in this environment that is increasingly ori-
ented to technology-enabled business processes and in-
novation. The business ecosystem would be the arena
where the supply-chain network becomes a real value
network and where co-opetition takes place. The value
co-creation based on the provision and use of simula-
tion software tools could be then realized from two
standpoints: i) users (i.e., SMEs) and ii) simulation
vendors and consultants.

For users, value co-creation could be realized from op-
portunities to:

1. Autonomously create their own experiments and
modelling customizations in the simulation environ-
ment. These opportunities occur in the context of in-
ternally performed model implementation and
simulation-environment customization.

2. Exchange and co-elaborate information with supply-
chain network partners, for example, while testing para-
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meters and variables of common use, or the output and
parameters of the partners’ models, through, for ex-
ample, the distributed-simulation paradigm. These op-
portunies occur in the context of internally performed
model implementation and selected data sharing
through interfaces and architectures for running dis-
tributed models developed by different companies.

For simulation vendors and consultants, value co-cre-
ation could be realized from opportunities to:

1. Customize the SME simulation environment on the
basis of the user requirements

2. Develop new features for tools, inspired by new user
requirements

3. Operate as simulation service provider for the SME

4. Outline and transfer change-management and innov-
ation patterns to the simulation user on the basis of
past experiences or expertise in supply-chain design or
re-design projects

In this way, simulation may represent a “user toolkit for
innovation” (see von Hippel 2001; tinyurl.com/3dwqxlw): in
the event of simulation provided as a service, the soft-
ware vendor would be, in practice, the simulation user,
while the SME would be the actor exploiting the output
of the simulation service. In this scenario, an SME hav-
ing unclear ideas about its real innovation needs could
obtain insights and focused indications for driving its
innovation processes. At the same time, the simulation
service provider could innovate the tools offered on the
basis of new customer requirements that emerged in
this interaction and are relevant to the market.

Conclusion

SMEs are remarkable contributors to the gross domest-
ic product of both advanced and emergent economies
worldwide. They may operate independently in small-
scale supply chains or in larger supply-chain networks
including large enterprises. Simulation can be used by
SMEs at the individual level for estimating their own
performance capabilities. SMEs can also make use of
simulation at the supply-chain network level for com-
paring their own performance estimates to network-in-
tegration requirements when cooperating with large
enterprises. Finally, simulation can be exploited by
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SMEs for supporting their innovation-management
processes. Indeed, simulation modelling relies on cre-
ativity, which is one capability for innovating.

Nonetheless, beyond the specific utility of simulation,
ICT systems already represent a predisposition to the
virtual test of scenario alternatives through the availab-
ility of information infrastructure and large amounts of
data coming from the execution of business processes.
ICT and analytics for supply-chain management and
change management are enablers for the evaluation of
complex decisions at strategic, tactical, and operational
levels. Access to these technologies by SMEs can be
hampered by knowledge and cost barriers. These
hindrances may be overcome by means of cooperation
and different business models involving the software in-
dustry and users in value co-creation processes within
the business ecosystem. Large enterprises already bene-
fit from the use of these tools, but SMEs should not lose
this opportunity for gaining and maintaining their com-
petitive advantages as well as for boosting their innova-
tion capability.
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for IT Entrepreneurship
Paul E. Renaud and Sonia D. Bot

¢« Fish discover water last.”’

Chinese Proverb

All firms use information technology (IT). Larger firms have IT organizations whose busi-
ness function is to supply and manage IT infrastructure and applications to support the
firm’s business objectives. Regardless of whether the IT function has been outsourced or is
resident within a firm, the objectives of the IT organization must be aligned to the strategic
needs of the business.

It is often a challenge to balance the demand for IT against the available supply within the
firm. Most IT organizations have little capacity to carry out activities that go beyond the in-
cremental ones that are needed to run the immediate needs of the business. A process-am-
bidexterity framework for IT improves the IT organization’s entrepreneurial ability, which
in turn, better aligns the IT function with the business functions in the firm.

Process ambidexterity utilizes both process alignment and process adaptability. This art-
icle presents a framework for process alignment in IT. This is useful for understanding
how the processes in Business Demand Management, a core component of the process-
ambidexterity framework for IT, relate to those in IT Governance and IT Supply Chain
Management. The framework is presented through three lenses (governance, business,
and technology) along with real-world examples from major firms in the USA. Enabling
process alignment in the IT function, and process ambidexterity overall, benefits those
who govern IT, the executives who lead IT, as well as their peers in the business functions
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that depend on IT.

Introduction

This article presents a process-alignment framework
based on the concepts of process ambidexterity. Then,
it applies this framework to identify major processes
and relationships that need to be aligned to enable an
IT function to behave in an entrepreneurial manner.

Bot (2012; timreview.ca/article/547) described a process-
based perspective for balancing mainstream exploita-
tion and new-stream exploration in the management of
innovation-based technology firms. The resulting cap-
ability is known as process ambidexterity and it re-
quires disciplined, agile, and lean business
management. Process ambidexterity is a capability that
utilizes both process alignment and process adaptabil-
ity. Process alignment deals with intent, rigour, discip-
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line, consistency, and maturity of the processes. Pro-
cess adaptability deals with agility, responsiveness, flex-
ibility, and customization of the processes (Bot, 2012).
Bot and Renaud (2012a, timreview.ca/article/596) sub-
sequently examined how the concepts of process ambi-
dexterity can be applied to the IT function within a firm
whose mandate is to enable their firm’s business
strategy and execution.

Most IT organizations are primarily focused on the sup-
ply chain of technology (IT Supply Chain) and often are
unaware of the differences in need for technology
across the firm’s business value chains (Business De-
mand). This article identifies the Business Demand
Management component of the process-ambidexterity
framework for entrepreneurial IT (Bot and Renaud,
2012a; timreview.ca/article/596) as the pivot-point for en-
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abling process alignment. Inward- and outward-facing
process alignment is presented. This is followed by an
introduction to the process-alignment framework for
IT, along with a description of exploratory and exploit-
ative process relationships through the lenses of gov-
ernance, business, and technology.

Aligning Exploratory and Exploitative
Processes in IT

In an IT context, mainstream exploitation refers to the
evolution of the existing infrastructure and applications
that service the current needs of the firm, while new-
stream exploration refers to the entrepreneurial practice

of new-technology adoption intended to enable new
business activities or to transform the delivery of exist-
ing activities beyond the limitations of currently de-
ployed IT solutions (Bot and Renaud, 2012a;
timreview.ca/article/596).

As shown in Figure 1, Business Demand Management
is the pivot-point for process alignment in order to en-
able entrepreneurial IT. Business Demand Manage-
ment must address both the outward-facing alignment
of processes to the firm’s needs or business require-
ments (requiring rigour, discipline, and consistency) as
well as the inward-facing process alignment between
exploratory and exploitative process intent.

The Firm

Business
Function

Business
Function

Business
Function
.

A\

7":Outward-facing Alignment

1 , ,
:Focus: Business needs, requirements

[
ilnward—facing Alignment

¥

|Focus: Explore / exploit process intent

IT Supply Chain
Management

IT Function

IT Capability &
Process Maturity
Management

NS

Entrepreneurship framework for IT

*Adapted from Bot and Renaud (2012a; timreview.ca/article/596).

Figure 1. Inward- and outward-facing alignment in the context of the process-ambidexterity framework for

entrepreneurial IT*
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Outward-facing process alignment

From a practical perspective, aligning processes against
business requirements involves identifying patterns in
business requirements so that IT can be best employed
to fulfill them. Ideally, a different IT solution would be
used for each business pattern, however, this may be
cost-prohibitive for many IT organizations. In practice,
understanding business requirements is also difficult in
large firms where no single person has a complete view
of business requirements, let alone comprehends how
they vary across several thousand applications. Many
IT organizations struggle to obtain accurate business re-
quirements because they fail to appreciate the differ-
ence between accuracy and precision.

It is often the case that an imprecise view of a business
requirement is as accurate as a seemingly more precise
version, yet an imprecise view is far easier to elicit from
business users. For example, one business activity
might require “high availability” for its applications
while another might have a less stringent requirement.
It is unlikely that their business users could express the
requirement more accurately and any attempt to elicit
greater specificity in terms of hours of downtime, fre-
quency of failures, or other seemingly more precise
quantification of that requirement are both unneces-
sary and irrelevant for the purposes of understanding
how demand varies by business function. It is sufficient
simply to categorize each requirement in broad terms
because the purpose in gathering the requirement is to
rapidly and accurately identify patterns in demand.

This phenomenon occurs whenever the perception of
greater precision is illusory, for example, when busi-
ness users simply cannot quantify their requirements
past an undefinable limit. In practice, this is the natural
state of affairs as most users have a hazy, yet definite
view of their requirements. In such cases, a categorical
instead of quantitative approach to elucidating require-
ments is best. Counting “trees” when trying to "see the
forest" may be more precise but is unlikely to be more
accurate.

Inward-facing process alignment

The objective of inward-facing process alignment is to
align process intent, which ensures that exploratory
and exploitative processes remain distinct with well-
defined process interactions between them. Since the
intentions of exploratory and exploitative processes are
distinct, they should not be confounded by mixing both
intents within the same process.

www.timreview.ca

IT Process-Alignment Framework

Process ambidexterity requires an alignment frame-
work that can be used to ensure disciplined IT process
improvement. This is illustrated in Figure 2 and de-
scribed in the following sections. Note that process am-
bidexterity utilizes both process alignment and process
adaptability. This article covers the process-alignment
aspect; a companion article (Renaud and Bot, 2012b;
timreview.ca/article/627) presents a process adaptability
framework for IT.

This framework has two dimensions:

1. An entrepreneurship aspect, which delineates the do-
mains of Business Demand Managment, IT Supply
Chain Management, and IT Capability & Process Matur-
ity Management.

2. An orientation or focal aspect, which provides three
foci (Governance, Business, and Technology) through
which the processes in IT can be organized. Each of the
three is useful for understanding process intent.

Business and Technology Focus

Exploratory practices support entrepreneurship when
they are customer facing and value seeking. Entrepren-
eurship in IT requires processes for managing Business
Demand by aligning to the firm’s priorities and for ex-
ploring new ways of satisfying that demand. Process
ambidexterity results in a balanced application of both
exploitative and exploratory processes for managing IT
and enables the IT function to behave as an entrepren-
eurial entity regardless of whether the firm as a whole
might be characterized as mainstream or entrepreneur-
ial.

The IT function’s major challenge is to balance the de-
mand for IT expressed by the firm with the supply of IT
that the firm can afford. From an exploratory practices
perspective, this means that the IT function should
have exploratory processes for business-focused entre-
preneurship as well as for technology-focused entre-
preneurship.

The exploratory processes for business-focused entre-
preneurship reside exclusively in Business Demand
Management and the exploratory processes for techno-
logy-focused entrepreneurship reside exclusively in IT
Supply Chain Management. In this context, “techno-
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Figure 2. Process-alignment framework for IT entrepreneurship

logy-focused” encompasses innovation involving both
applications as well as IT infrastructure.

From an exploitative process perspective, the vast ma-
jority of exploitative processes in the IT function reside
in IT Supply Chain Management. Because many of
these exploitative processes are well-known and are
part of established process frameworks such as ITIL
(itil-officialsite.com), the authors will not discuss them fur-
ther other than to note that they are mostly concerned
with the operational management of IT infrastructure
or the implementation of applications.

Governance Focus

There are also a few exploitative processes that reside
in Business Demand Management and they are the pro-
cesses that pertain to the governance and management
of the IT function itself — as opposed to the manage-
ment of IT infrastructure or applications. Bot and
Renaud (2012a; timreview.ca/article/596) previously determ-
ined that, since the purpose of IT Governance is to en-
sure that the IT function is aligned to the strategic
objectives of the firm, the processes of Business De-
mand Management can significantly enhance IT Gov-
ernance.
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Lack of dynamic alignment to business objectives is the
root cause of misalignment in which the IT function is
so focused on operations that they do not realize that
unmet needs are becoming more important than doing
a better job of meeting existing needs. Business-fo-
cused processes are required to prevent lack of align-
ment and for ensuring that business needs are
understood and prioritized, investment trade-offs are
evaluated and weighed against existing initiatives, ser-
vice-level objectives are established, and transition
roadmaps are aligned to respond in time to support
strategic business initiatives.

As the processes for Business Demand Management be-
come formalized, the impact on IT Governance is pro-
found because the processes in Business Demand
Management assure dynamic and continuous align-
ment between the strategic priorities of the firm and IT
decision making. Bot and Renaud (2012a; timreview.ca/
article/596) identified that, as long as the differing needs
of each business function are incorporated into these
processes, a dynamic approach to business alignment
can be integrated into how IT is governed.

Since the IT priorities of a firm will vary greatly by busi-
ness function, IT alignment can be measured and max-
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imized by using a profile of Business Demand for IT by
business function. Some business functions (such as ac-
counting) may require very tight control and a low-risk
computing environment characterized by high-availab-
ility computing clusters, while others (such as sales)
may require more flexibility in using new technologies
for messaging, collaboration, and mobility. IT Gov-
ernance that allows for variation by business function
can transcend these differences while maintaining a
common governance framework and ensuring that the
consumption of IT resources is aligned to investment
priorities for each business function.

Interactions exist between the exploratory and exploit-
ative processes. The relationships between the explorat-
ory and exploitative processes, and their fit within the
IT process-alignment framework, are summarized in
Table 1. The following sections describe the interac-
tions in further detail, as seen through the governance,
business, and technology foci.

Process Alignment as Seen Through the
Governance Lens

This section uses the governance lens to identify both
the exploratory and exploitative processes that reside in
Business Demand Management.

Demand Profiling and IT Capacity Management
Demand Profiling is an exploratory process for man-
aging IT requirements by business activity using a com-
mon profiling method across all business activities.
Demand Profiling allows for patterns of differences and
similarities between business activities to be revealed.
This process is illustrated conceptually in Figure 3,
which shows that Business Activity M has the same de-
mand pattern as Business Activity 2.

In practice, a range of 20-50 business requirements is
sufficient to characterize demand. For example, a de-
mand profile for over 160 business activities was cre-
ated for a firm-wide set of 50 IT requirements at a
major investment bank. This demand profile, as subset
of which is shown in Figure 4, was used to group pat-
terns in demand that were subsequently matched to
the capabilities of different types of IT data centres.
This identified the optimal placement of business-activ-
ity-related processing to the data centres that best satis-
fied their needs. Demand Profiling also revealed that
processing for lower-priority business activities could
be relocated to lower-cost regional data centres without
impacting business needs.

Demand Profiling is related to, but distinct from, the ex-
ploitative process of IT Capacity Management. The pur-

Table 1. Relationships between exploratory and exploitative processes

Focus Exploratory Process Aspect Related Exploitative Processes
Demand Profiling Business Demand Capacity Management
Management
Governance
Resource Balance Analysis Business Demand IT Chargeback
Management
Application Portfolio Business Demand Application Portfolio
Alignment Management Rationalization
Business
Business Solution Business Demand IT Service-Level Management
Management Management
IT Solution Management IT Supply Chain IT Product Management, TCO
Management Analysis
Technology
New Technology Assessment 1T Supply Chain New Product Introduction,
Management IT Standards Management
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Figure 3. Conceptual demand profile of business activities
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*Excerpted from The Lanigan Group’s Demand Profile for Investment Banking (lanigangroup.ca). All rights reserved. Used with permission.

Figure 4. Example: Subset of a demand profile in investment banking*
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pose of IT Capacity Management as defined in ITIL (tiny
url.com/mukhg) is to monitor and trend the change in
growth in consumption of different IT resources so that
sufficient capacity for future increases in consumption
of these resources can be planned in advance.

The focus of IT Capacity Management is to avoid re-
source exhaustion in the IT Supply Chain, whereas De-
mand Profiling is focused on understanding patterns in
demand that ultimately lead to the consumption of
those resources. IT Capacity Management is also re-
lated to the various IT management, planning and
budgeting processes defined by the COntrol OBjectives
for IT (COBIT) framework (See wikipedia.org/wiki/Cobit and
isaca.org/COBIT/Pages/.)

COBIT defines a process framework based on a firm’s
internal control system for the IT function. Within this
framework, a set of 34 high-level control objectives are
defined, each with a corresponding process, and
grouped into four domains: planning and organization,
acquisition and implementation, delivery and support,
and control monitoring, as illustrated in Figure 5.

The processes in the COBIT Monitoring domain are ex-
ploitative governance processes that reside in Business
Demand Management, as are most of the processes in
the Planning and Organization domain (the exceptions
being PO3, PO7, and PO10 that belong in the IT Supply
Chain Management and Process and Capability Man-
agement parts of the framework shown in Figure 2).

Business Objectives

Governance Objectives

A

A

COBIT

ME1 Monitor and evaluate IT performance
ME2 Monitor and evaluate internal control Y

PO1 Define a strategic IT plan

PO2 Define the information architecture
PO3 Determine technological direction
PO4 Define IT processes, organisation and
\ relationships

MES3 Ensure regulatory compliance

PO5 Manage the IT investment

ME4 Provide IT governance

Information

A| - Effectiveness
- Efficiency

- Confidentially
- Integrity

- Availability

Monitor and Evaluate

- Compliance
- Reliabilit

PO6 Communicate management aims and
direction
PO7 Manage IT human resources
PO8 Manage quality
PO9 Assess and manage IT risks
\PO10 Manage projects

Plan and Organise

Y
IT Resources

- Applications
- Information

- Infrastructure
- People

Deliver and Support

DS1 Define and manage service levels
DS2 Manage third-party services

DS3 Manage performance and capacity
DS4 Ensure continuous service

DS5 Ensure systems security

DS6 Identify and allocate costs

DS7 Educate and train users

DS8 Manage service desk and incidents
DS9 Manage the configuration

DS10 Manage problems

DS11 Manage data

DS12 Manage the physical enviroment
DS13 Manage operations

Aquire and Implement

‘\_/

Al1 Identify automated solutions

Al2 Acquire and maintain application software

Al3 Acquire and maintain technology infrastructure
Al4 Enable operation and use

Al5 Procure IT resources

Al6 Manage changes

Al7 Install and accredit solutions and changes

*Executive Summary for COBIT 4.1 (2007; tinyurl.com/5te50eh). ©ITGI. All rights reserved. Used with permission.

Figure 5. COBIT defined processes*
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The remaining COBIT processes are exploitative pro-
cesses that reside in IT Supply Chain Management.

COBIT does not define any exploratory processes and
since COBIT is well-defined, we will not discuss these
processes further.

Resource Balance Analysis and IT
Chargeback

Resource Balance Analysis is an exploratory process that
ensures that the allocation of IT resources is commen-
surate with business priorities. This process examines
how the inventory of IT resources rolls up by the busi-
ness function that it supports and then examines the
proportional allocation of resources by business func-
tion in relation to business investment priorities for
each business function. A typical rollup hierarchy is il-
lustrated in Figure 6.

For example, an investment bank might view both its
Accounting and Trading business functions as stra-
tegic, but it might be more interested in investing in IT
to enable the Trading function to drive more revenue
while controlling the cost of IT to support the Account-
ing function. Being able to roll-up a view of the extent
of the IT Supply Chain devoted to serving each business

activity within Trading and Accounting can provide
valuable insights into where resource allocation may be
viewed as out-of-proportion compared to the firm’s
business priorities.

The related IT Governance process is IT Chargeback,
which is an exploitative process that accounts for con-
sumption of IT resources so that cost allocations can be
charged back to the business functions that employ
them (Drury, 1997; tinyurl.com/cn92prb). Even though Re-
source Consumption Analysis may be able to use the
data produced by an IT Chargeback process, it is a dis-
tinct process because it explores the extent to which
chargebacks reflect desired levels of business invest-
ment in IT by business function. This can lead to identi-
fying that IT solutions for a particular business activity
are too costly for the benefit obtained, leading to poten-
tial outsourcing of the solution via a cloud or hosting
provider.

For example, Resource Balance Analysis performed by
the first author (Renaud) at a Fortune 500 company
found that a significant percentage of application serv-
ers in expensive data centres were occupied by low-pri-
ority business activities that could be more
cost-effectively hosted in lower-cost, remote facilities —
such as an internal private cloud.

{ Business Function

> > Business Activities >

Applications

>

Application Workloads

Backbone Network

Figure 6. Rollup levels for Resource Balance Analysis

www.timreview.ca

28


http://dx.doi.org/10.1504/IJTM.1997.001733

Technology Innovation Management Review

November 2012

Enabling Process Alignment for IT Entrepreneurship

Paul E. Renaud and Sonia D. Bot

Note that Resource Balance Analysis should not be con-
fused with the forensic process of Resource Consump-
tion Monitoring which is an exploitative IT Supply
Chain Management process that ensures that IT re-
sources are operating within their expected operational
parameters.

Process Alignment as Seen Through the
Business Lens

This section identifies the business-focused exploratory
processes that reside in Business Demand Manage-
ment, and links them to corresponding exploitative pro-
cesses that are found in IT Supply Chain Management.

Application Portfolio Alignment and Rationalization
McKeen and Smith (2010; tinyurl.com/al313sn) describe the
benefits of treating IT applications as a proactively
managed portfolio. This is common practice within the
IT function in the financial services industry and in oth-
er firms where IT is seen as an investment into the busi-
ness of the firm.

Ignaganti and Behara (2007; tinyurl.com/ahqt6lw) describe
a practical method for aligning the application portfolio
in a service-oriented enterprise architecture by relating
application functionality to the business value chain
and using a services layer to refactor applications. The
first author of this article (Renaud) observed that apply-
ing this method at Wachovia resulted in a 50% reduc-
tion in application development and sustaining costs as
well as faster time-to-market for new business
products. Applying the business lens in the process-
alignment framework, we can identify two distinct pro-
cesses involved in their method.

Application Portfolio Alignment is an exploratory pro-
cess that maps each application to the business activit-
ies that it serves and then examines the opportunity for
rationalizing applications that service the same busi-
ness activities. Within any firm, small applications may
service a single business activity, while larger applica-
tions may service multiple business activities. Even lar-
ger application suites such as SAP or Peoplesoft may
service entire business functions. The relationship
between applications and business activities is illus-
trated in Figure 7. In a large firm with hundreds or thou-
sands of applications, many of these applications will
overlap in functionality. The root cause of application
overlap is usually due to parallel implementation of
similar applications to support different business
products.
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For example, Application Portfolio Alignment conduc-
ted by the first author (Renaud) at Sprint found that
over two dozen different applications existed for the
same business activity of billing. Each billing applica-
tion had been developed independently as an expedi-
ent means of introducing a new telecommunications
network service offering (managed routers, frame relay,
Internet access, business voice, consumer voice, etc.). A
similar exercise at Wachovia found over a dozen similar
loan management applications, each one supporting a
different type of loan (mortgages, business loans, in-
vestment financing loans, etc.).

In general, multiple overlapping applications occur
whenever a unique application is developed or pur-
chased to service the needs of a business product and
more than one such business product exists for the
same business activity.

Since most firms have established configuration man-
agement databases (CMDB) that track the allocation of
resources by application, it should be observed that the
process of Resource Balance Analysis is straightforward
once Application Portfolio Alignment has identified the
conjoint relationships between applications and busi-
ness functions. This enables a two-step mapping in-
volving a rollup of resources to applications and then a
rollup from applications to business activities or busi-
ness functions (allocating resources appropriately
when multiple business activities are serviced by an ap-
plication).

Application Portfolio Rationalization is the follow-on
exploitative process that reduces application overlap by
either decommissioning applications, refactoring them,
or truncating their functionality to eliminate overlaps.
Application Portfolio Rationalization is typically a
multi-year process whereas application portfolio ana-
lysis is a process that can complete in under a year in a
firm that has several thousand applications.

Business Solution and Service Level
Management

Business Solution Management is an exploratory IT-en-
gagement process that assists business functions in
choosing the right set of IT products that best meet
their needs. The engagement process facilitates adop-
tion of existing IT products by internal users and identi-
fies gaps in the IT product portfolio. Business Solution
Management is exploratory because it is focused on ex-
ploring the needs of the business to determine if exist-
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*Adaptivity, Inc.’s Design Studio™ [Planning Studio™] application portfolio analysis software product (adaptivity.com). Adapted and used with permission.

Figure 7. Example of Application Portfolio Alignment in financial services using Adaptivity*

ing IT products can be used to create the solution that
the business needs or whether new products are re-
quired. Business Solution Management also identifies
the most appropriate service and recovery levels for
new business needs.

Business Solution Management should not be confused
with the exploitative, IT Service Level Management pro-
cess, which is an ITIL-defined process ultimately based
on delivering desired service levels against a pre-
defined catalog of IT products and services that can be
ordered from the IT function (Mazvimavi and Benyon,
2009; tinyurl.com/bl3hy7h). IT Service Level Management is
appropriate when a business function requires more of
the same kind of IT product that it is already using (for
example, provisioning a new database and server),
while Business Solution Management is more appropri-
ate when new or changed business needs (other than
scale) must be met.

www.timreview.ca

Process Alignment as Seen Through the
Technology Lens

Solution and Product Management

IT Solution Management and Product Management in
IT is the definition and delivery of IT product solutions
to the internal customers within the firm. IT Solution
Management is the exploratory process for managing
how IT product technologies get integrated into solu-
tions to meet business needs, whereas IT Product Man-
agement is the exploitative process for managing the
lifecycle of how IT product technologies are selected,
standardized, and transitioned across new versions
over time (Espinosa et al., 2009; tinyurl.com/ckuw7v9).

Just as product companies cannot satisfy all needs in all
potential markets, the IT function cannot support the
bespoke needs of all internal users and must determine
the optimal balance between introducing products and
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meeting priority needs. Similar to the process of
product management in technology product compan-
ies, successful IT Solution Management and Product
Management requires:

1. Clear delineation of the addressable market for
each product. In an IT context, this involves determin-
ing which business activities would use each product
and whether there is sufficient product appeal to
enough business activities to justify the time and ex-
pense of product creation and support.

2. Identifiable value proposition for each product. In
an IT context, this involves identifying the business re-
quirements that each product satisfies best.

3. Attention to total product cost. In an IT context, the
total cost of ownership of a product must include facilit-
ies, power, cooling, support labour, and other attracted
costs. For example, a total cost of ownership (TCO) ana-
lysis conducted by the first author (Renaud) in a major
US financial institution found that data centre-related
costs were two-thirds the total cost of an IT storage
solution. This insight led the IT function to configure
higher-capacity disks in its storage area networks
(SANs) and abandon the prior engineering practice of
using more, smaller disks to reduce I/0 latency. The lar-
ger disks meant that less rack space would be con-
sumed by the petabytes stored in its SANs, significantly
reducing TCO while only slightly increasing latency due
to the faster rotational speeds on the larger drives.

Business changes require ongoing changes to IT solu-
tions, which can be implemented in most IT organiza-
tions by establishing solution and product management
processes. In firms where IT Product Management
already exists, the product management process invari-
ably must become more customer facing and less IT-in-
frastructure facing. This is difficult because IT Product
Management is inherently an exploitative process that is
concerned primarily with managing the evolution of ex-
isting product technologies. Meanwhile, IT Solution
Management is inherently an exploratory process that
determines whether product variations can be integ-
rated into a generic IT solution. Best practice in process
alignment indicates that a separate, exploratory process
is required for IT Solution Management and that it is bet-
ter to design appropriate process interactions between
solution and product management than to try to com-
bine an exploratory process with an exploitative process.
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To assure this outcome, key metrics in any balanced
scorecard should include at least one leading indicator
that measures alignment to business objectives/re-
quirements and at least one lagging indicator that meas-
ures the incremental benefit from better delivering to
aligned priorities.

Technology Assessment

The introduction of new technologies into the firm is
typically managed by the CTO organization with the IT
function. It is important to recognize that there are
three distinct aspects to new technology introduction:

1. New Technology Assessment is the exploratory pro-
cess of managing how new technologies can be em-
ployed to better meet business needs. This process
must consider potential opportunities for cost or pro-
ductivity benefits for using new technologies to meet
existing needs, or to better service unmet or poorly met
needs.

2. IT Standards Management is an exploitative process
of managing the selection of normative standards and
supported product suppliers for the firm’s IT. For ex-
ample, Oracle or MySQL might be selected as the
“standard” relational database technology to be used
firm-wide. Most firms will define tiers of standards
based on their lifecycle of adoption such as: emer-
ging/experimental (requiring special approval), stand-
ard (no approval required), supported (may be used but
no new purchases allowed), sunset (used within the
firm but unsupported by IT).

3. New Product Introduction is the exploitative process
of managing the controlled introduction of new techno-
logies into the IT Supply Chain. New Product Introduc-
tion is well established as a process in manufacturing
and telecom operations and is also sometimes referred
to as "release management" in IT. This process starts
with a technology that has already been selected for in-
troduction (as a result of either a New Technology Assess-
ment process or user-led technology selection), and it
evaluates potential sources of supply, selects vendors,
engineers appropriate configurations, conducts field tri-
als, negotiates support and maintenance agreements,
trains operations staff, and generally eases the impact
of introducing a new technology into the operational IT
environment.
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Conclusion

This article provides a process-based framework for en-
abling process alignment in IT. This article makes three
contributions:

1. It identifies the Business Demand Management com-
ponent of the process-ambidexterity framework for IT
entrepreneurship as the focal component that enables
process alignment.

2. It presents a practical and real-world framework for
process alignment in IT.

3. It identifies the exploratory and exploitative process
relationships though the lenses of governance, busi-
ness, and technology.

Process alignment and process adaptability are the key
components of process ambidexterity. A companion
article (Renaud and Bot, 2012b; timreview.ca/article/627)
presents a process adaptability framework for IT. To-
gether, these pave the way for growing the capability of
process ambidexterity, which in turn improves the per-
formance of the IT and business functions, and the firm
overall.
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«“ If everyone is thinking alike, then no one is thinking.’ ¢

Benjamin Franklin (1706-1790)

The continuous pressure to minimize IT costs challenges the IT function to achieve a bal-
ance between its own effectiveness and the productivity of the users in the business func-
tions that it serves (i.e., user effectiveness). In many cases, user effectiveness is sacrificed
to ensure IT function effectiveness. Process adaptability improves the IT organization’s en-
trepreneurial ability by balancing these conflicting productivity and performance object-
ives.

This article applies a process-ambidexterity framework to examine how process adaptabil-
ity in IT is affected by the choice of different strategies for IT Demand Management as well
as different fulfillment strategies for IT Supply Chain Management. Alternative fulfillment
strategies are presented, along with criteria and indicators that impact IT and user effect-
iveness that have been applied within major firms.

IT and senior business executives will find this article valuable for helping understand how
they can influence the balance between IT and user productivity through their choice of
different Demand Management and IT fulfillment strategies. Academic readers will discov-
er that, while process adaptability in IT is an important enabler for implementing dynamic
alignment between business and IT function objectives, there may be circumstances

November 2012

Process Adaptability in the IT Supply Chain

where IT process adaptability is not a priority for the business.

Introduction

Entrepreneurship in IT requires processes for man-
aging the IT Supply Chain in a way that adapts to the
firm’s priorities and does not limit new ways of satisfy-
ing business needs. Process adaptability affects the ex-
tent to which the fulfillment strategy for the IT Supply
Chain is responsive and flexible to meet the changing
needs of the firm and enables the IT function to behave
as an entrepreneurial entity regardless of whether the
firm as a whole might be characterized as mainstream
or entrepreneurial.

Balancing the trade-offs between demand and supply is
difficult in practice. Building the capability of process
ambidexterity within the IT function helps achieve this
balance. Process ambidexterity requires disciplined,
agile, and lean business management, and it encom-
passes both process alignment and process adaptabil-
ity. Process alignment deals with intent, rigour,

www.timreview.ca

discipline, consistency, and maturity of the processes.
Process adaptability deals with agility, responsiveness,
flexibility, and customization of the processes Bot
(2012; timreview.ca/article/547).

Bot and Renaud (2012a; timreview.ca/article/596) examined
how the concepts of process ambidexterity can be ap-
plied to the IT function within a firm. Most IT organiza-
tions are primarily focused on the supply chain of
technology (IT Supply) at the expense of the differences
in need for technology across the firm’s business value
chains (Business Demand).

Renaud and Bot (2012b; timreview.ca/article/626) sub-
sequently identified that Business Demand Manage-
ment is the pivot point for enabling process alignment.
From a business alignment perspective, exploratory
processes are primarily related to managing Business
Demand while exploitative processes are primarily re-
lated to managing the IT Supply Chain.
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This article uses the process-ambidexterity framework
for IT, illustrated in Figure 1, in the context of process
adaptability to:

1. Examine how Business Demand Management influ-
ences the adaptability and flexibility of the IT function

2. Identify IT Supply Chain Management as a focal com-
ponent for enabling IT process adaptability

3. Examine process adaptability within the context of
four IT fulfillment strategies, as observed in major firms

Process Adaptability in Business Demand
Management

Process adaptability in Business Demand Management
relates primarily to the relationship between the IT
Function and its internal customers within the firm. In
practice, this relationship can be characterized along a
spectrum from full-service to self-service.

In a full-service relationship, the responsibility for pro-
cess adaptation falls on the IT function. Usually, infra-
structure and facility services are delivered through a
full-service relationship because of the significant, long-

Figure 1. Process-ambidexterity framework for IT*
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term costs involved (not to mention the magnitude of
risk in making the wrong decisions). A full-service rela-
tionship does not necessarily result in an agile, respons-
ive, or flexible process, however, it is a pre-condition
for process adaptability because the IT function as-
sumes responsibility and is accountable for servicing
the business.

Historically, most IT-user relationships were full-ser-
vice until the advent of the Internet. The World Wide
Web fostered new economic and technology fulfillment
models based on mass customization and self service.
Self-service relationships are less costly for the IT func-
tion because less is required from them, so self-service
relationships have become popular within enterprise IT
functions since the late 1990s. In a self-service relation-
ship any process adaptation is the responsibility of the
internal customer who must be knowledgeable enough
to weave together the elements of IT that their business
function requires.

As an example, off-the-shelf application software is of-
ten purchased or created through a self-service relation-
ship because end-users are typically more intimately
aware of their application needs than a central IT func-
tion. The IT infrastructure that hosts and runs those ap-
plications tends to be a large, fixed cost, which makes it
difficult, if not impossible, for an internal customer to
introduce new technologies to meet new needs. Mass
customization is rarely possible due to the need for IT
to control the variety of permissible environments and
configurations. The trade-off between control and flex-
ibility is discussed in more detail below.

Between those two extremes, a range of hybrid relation-
ships can be designed by using either a full-service or
self-service fulfillment model for each component of
the IT Supply Chain Portfolio. For example, facility and
data centre space consumption is usually based on a
full-service relationship that may be triggered by self-
service selection of servers and storage. An internal
user needing to install a new application, or expand an
existing one, might simply order the type and capacity
required through a self-service internal web portal, trig-
gering the behind-the-scenes IT fulfillment process.

The type of relationship between the IT function and its
users determines the context for process adaptability.
At a contextual level, a self-service paradigm depends
on a fixed set of choices being made available to users
to choose between. This severely limits process adapt-
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ability because the fulfillment processes tend to be op-
timized around a few alternatives. Meanwhile, a full-
service relationship enables the possibility, but does
not assure, that IT processes will be adaptable.

At the process level, the processes for Business Solution
Management and IT Service Level Management have the
most direct influence on Business Demand Manage-
ment process adaptability because these are the pro-
cesses that implement how relationships are managed.
These processes are described in more detail by
Renaud and Bot (2012b; timreview.ca/article/626).

Process Adaptability in IT Supply Chain
Management

An IT Supply Chain consists of the applications, infra-
structure, facilities, and technologies used to provide IT
for a firm. Managing this supply chain requires an ongo-
ing investment in IT that ideally is aligned to satisfying
the needs of the firm. The three major factors that influ-
ence process adaptability within IT Supply Chain Man-
agement are:

1. Enterprise IT Architecture: the extent to which a
“master blueprint” for how all the IT in the firm fits to-
gether within a coherent architectural framework
greatly determines the extent to which change can be
accommodated in a modular fashion without destabil-
izing other parts of the IT environment.

2. IT Portfolio Management: how the internal portfolio
of IT solutions is organized and managed often shapes
the range of flexibility that the IT function can provide
to the firm.

3. IT Fulfillment Strategy: the trade-off between the ex-
tent of control by the IT function versus the degree of
business flexibility permitted when accommodating dif-
ferent IT solutions largely limits how adaptable pro-
cesses can be within IT Supply Chain Management.

Enterprise IT architecture

The ISO/IEC standard 42010 (2007; tinyurl.com/cmtuclf)
defines architecture as: “The fundamental organization
of a system, embodied in its components, their relation-
ships to each other and the environment, and the prin-
ciples governing its design and evolution.” In an IT
context, enterprise IT architecture refers to the organiza-
tion of, and interrelationships within, the IT Supply
Chain.
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Good architectural principles enable modularity, mak-
ing it easier for different solutions to be accommodated
without cascading complexity into other aspects of the
IT infrastructure. The extent to which the IT Supply
Chain is well organized architecturally determines the
extent to which the IT Supply Chain can accommodate
greater diversity in the solutions and technologies that
comprise it.

The use of enterprise architecture methodologies such
as Zachman (tinyurl.com/4axvn2e) or TOGAF (tinyurl.com/
61xyq8), or the use of service-oriented or cloud-based vir-
tual resource paradigms, facilitates the development of
enterprise IT architectures that can promote process
adaptability. However, there is no assurance that the
resulting architecture will be implemented by using ad-
aptable processes.

IT portfolio management

IT portfolio management is well understood as a capab-
ility for managing the return on IT investments (Ka-
plan, 2005; tinyurl.com/cjz6ghl) under the assumption that
the financial return on each investment can be inde-
pendently evaluated.

Within an IT portfolio, a horizontal IT solution delivers
a generic or common infrastructure service across all
business activities. Examples include email, printing,
storage area network (SAN), file systems, database serv-
ers, application servers, and web servers. A vertical IT
solution delivers a specific infrastructure or application
service for a single business activity or a set of related
business activities. Examples include high-velocity trad-
ing and market data distribution.

IT portfolio management favours investments that
provide horizontal applicability because the scope for
return on IT investment is more limited when consider-
ing vertical IT solutions. For example, a horizontal solu-
tion has the potential to be used across several business
functions to deliver benefits to a broad range of users
while the cost to engineer, deploy, operate, and main-
tain it are simultaneously amortized over a large user
base. Hence a portfolio management approach is
biased towards horizontal solutions that appear to offer
a higher return on investment than a vertical solution
that offers benefits to a handful of business functions
and whose cost is amortized over a smaller user popula-
tion.

Horizontal IT solutions do not need IT processes to be
as adaptable as vertical solutions because there is less
opportunity for variability in the use of the solution by
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different business functions. However, variation by
business function still occurs and should be accom-
modated if the IT function is to behave entrepreneuri-
ally. For example, one business function (such as
compliance risk management in a bank) may need a ho-
rizontal storage solution optimized for document stor-
age while another business function (such as client
account management) may need a storage solution op-
timized for transactional databases.

A common trap in comparing the return on investment
in a horizontal versus vertical IT solution is to not fully
account for the hidden end-user costs of using a hori-
zontal solution that may not fit existing business pro-
cesses as well as a vertically optimized solution would.
Hidden costs such as lost productivity, additional data
management overhead, and learning costs can skew
the return-on-investment calculation. The lack of ad-
aptable IT fulfillment processes often causes these hid-
den costs to be ignored because a fixed process that
delivers a stock horizontal solution is easier for the IT
function to implement. The inherent bias needs to be
offset by greater process adaptability in the processes
that implement portfolio management.

The capability of IT portfolio management is imple-
mented by the processes for IT Solution and Product
Management, IT Capacity Planning, New Product Intro-
duction, and IT Standards Management. The extent to
which these processes are agile, responsive, flexible,
and customizable determines the process adaptability
of IT portfolio management. Taken together, these pro-
cesses largely determine an IT function’s fulfillment
strategy.

IT fulfillment strategies

Different IT fulfillment strategies can be chosen to im-
plement the IT portfolio and the choice of fulfillment
strategy often dictates the organizational model for the
IT function. The three most common organizational al-
ternatives are:

1. Decentralized: the business functions decide which
information technologies to implement. The IT func-
tion is distributed under the management of each line
of business or major business function of the firm with
little to no IT coordination across business functions.

2. Centralized: the IT function is centralized under a
single management team, typically reporting to a Chief
Information Officer (CIO), whose mandate is to decide
how to implement IT and to provide a consistent level
of IT service delivery to all aspects of the firm.
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3. Outsourced: one or more external organizations de-
cide how to implement IT. The IT function is external-
ized under the management of a third party who
delivers IT services subject to a contract that defines
scope and service level of IT services to the firm.

Weill and Ross (2004; tinyurl.com/ammeuay) identify that
creativity and discipline are often in conflict when re-
sponding to business needs. Discipline is about archi-
tectural control by IT and creativity is about new ways
of using IT to make the firm more flexible and effective.
This trade-off between the need for increased control
by IT and business flexibility becomes more pro-
nounced with the size of the firm. Smaller firms are typ-
ically more entrepreneurial and require business
flexibility to survive, while the cost of IT can be a signi-
ficant expense in larger firms.

In practice the IT function will pursue one of the four
types of IT infrastructure fulfillment strategies illus-
trated in Figure 2 depending on how the balance
between control versus flexibility is resolved within any
given firm:

1. Decentralized: the IT portfolio is implemented differ-
ently in different business units. Process adaptability is
generally higher in a decentralized strategy because the
IT function is subservient to business functions.

2. Outsourced: the IT portfolio is implemented in a
highly standardized manner so that the outsourcing
provider can reduce costs. Process adaptability is gener-
ally lower in an outsourcing strategy because the range
of IT response to any situation is cemented into contrac-
ted service levels and subject to contractual scope-
change processes that move slowly, if at all.

3. One Size Fits All (Centralized): the IT portfolio is im-
plemented in a highly standardized manner so that the
IT function can reduce costs. Process adaptability is
generally low in this type of strategy because variability
is discouraged by design.

4. Solution Portfolio (Centralized): the IT function
provides a customized portfolio to meet the diverse
needs of the firm. Process adaptability tends to be high-
er with this strategy because more degrees of freedom
are permitted in the resulting IT portfolio.

Strategies that emphasize greater business flexibility ad-
mit higher levels of process adaptability. A full-service
relationship that inherently prioritizes vertical needs of
business user productivity over horizontal interests of IT
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Figure 2. Landscape of IT fulfillment strategies

staff productivity results in a fulfillment strategy found
in the top row of Figure 2. Alternatively, a self-service re-
lationship that inherently prioritizes IT staff productivity
over business user productivity results in a fulfillment
strategy found in the bottom row of Figure 2 and is ac-
companied by lower levels of process adaptability.

The next two sections discuss these relationships in
greater depth by examining how process adaptability
(which includes agility, responsiveness, flexibility, as
well as customization of processes) varies under differ-
ent levels of IT control.

Strategies involving low levels of IT control

In firms where any failure to align IT to business priorit-
ies is a significant risk to the firm, IT control is not a
business priority. These firms will choose a fulfillment
strategy found in the left hand column in Figure 2.

In firms where time-to-market is less important, but
business alignment is paramount for productivity reas-
ons (e.g., pharmaceutical, healthcare, legal, engineering,
and other industries having expensive labour using IT),
the IT function is usually decentralized so that each busi-
ness function can dictate its own IT needs independ-
ently from other business functions. This combination
results in highly disparate and bespoke IT environments
that are optimized for each unit, may be costly, and may
not interoperate well, but deliver high levels of IT service
flexibility and process customization to users.

In firms where cost control is paramount and IT is a sig-
nificant expense that has a large impact on operating
costs (e.g., firms having low margins in industries such
as retail and transportation), the IT function is fre-
quently outsourced as a cost-savings measure to free
cash flow for other capital investments. IT process ad-
aptability is not a business priority compared to the im-
portance of maximizing free cash flow.
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In firms where the overriding business priority is time-
to-market speed (e.g., firms whose success rests en-
tirely in the digital economy), much of their IT infra-
structure and applications may be outsourced to
software-as-a-service clouds that provide basic applica-
tions (e.g., customer relationship management and ac-
counting). This outsourcing enables the firms to focus
their IT investment on the applications that differenti-
ate them as they pursue revenue growth. The re-
mainder of the IT function will typically be
decentralized into the business units that depend on
that differentiation. In the outsourced aspects, IT pro-
cess adaptability is low, with little or no flexibility;
however, process adaptability is highly specialized or
concentrated where it may be needed to deliver differ-
entiated capabilities to the firm.

The combination of low levels of IT control coupled
with high levels of business flexibility typically results in
higher cost of IT service delivery but this is accompan-
ied by a high degree of process adaptability, which facil-
itates the perception that IT is more entrepreneurial
and worth the extra cost.

Firms choosing the combination of low IT service levels
coupled with lower level of business flexibility (due to
an emphasis on controlling the cost of IT) will end up
with low levels of process adaptability due to fixed ser-
vice levels provided by largely inflexible outsourcing ar-
rangements. In these firms, an entrepreneurial IT
function is not necessarily desirable, particularly if IT is
not considered to be strategic to business differenti-
ation (e.g. mining, metals, oil and gas extraction, and in-
dustries having high capital costs outside of the IT
function). The loss of IT process adaptability in such
firms is inconsequential compared to other business
priorities.

Strategies involving high levels of IT control

Many firms drive down the cost of IT by giving the IT
function a mandate to implement centralized control
over permissible IT products and technologies (usually
referred to as IT standardization). Fewer solutions to
manage reduces IT costs by making IT personnel more
productive — often at the expense of end-user productiv-
ity as illustrated in the upper portion of Figure 3. A high
degree of IT standardization ultimately results in a One
Size Fits All approach in which the pursuit of IT func-
tion productivity is paramount. Given that differences
in need by business function can rarely be accommod-
ated by a single standard and any process adaptation is
perceived as costly from the perspective of optimizing
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IT staff productivity, a One Size Fits All strategy reduces
process flexibility and customization.

The distinguishing feature of the One Size Fits All fulfill-
ment strategy is that it is applied without regard to dif-
ferences in need across business functions by
implementing the entire IT portfolio with a set of hori-
zontal products (e.g., file storage and database storage).
The IT Portfolio Management process, by design, res-
ults in a single investment for each horizontal IT
product need.

However, several US investment banks have discovered
that it is possible to broaden their One Size Fits All ap-
proach by using a Solution Portfolio fulfillment strategy
that balances the inherent trade-off between IT function
and business function productivity as illustrated in Fig-
ure 3. In a Solution Portfolio fulfillment strategy, the IT
function may deliberately invest in more than one im-
plementation for each horizontal solution with the goal
of achieving a better and more responsive fit to com-
monly recurring vertical needs across business func-
tions. This strategy inherently applies process
adaptability to improve responsiveness and flexibility.
For example, some business activities such as ticker data
management, may require a database solution optim-
ized for non-transactional streaming of millions of serial
trading records, while other business activities, such as
trade execution, require a database solution optimized
for a much smaller number of concurrent transactions.

As illustrated by the trade-offs in the lower portion of
Figure 3, an IT Solution Portfolio fulfillment strategy
can balance both user and IT staff productivity. Limit-
ing the portfolio of IT solutions to a handful of business-
aligned variations for each horizontal need enables the
IT function to exercise control and reduce costs via
standardization without disregarding differences in
needs between different business activities. This results
in a higher level of process adaptability.

Firms that have a centralized IT function using a One
Size Fits All strategy for IT fulfillment can improve pro-
cess adaptability and increase business flexibility by
evolving to Solution Portfolio strategy. The challenge is
how to select and manage the IT Supply Chain portfolio
to minimize horizontal duplication while simultan-
eously balancing the need to be responsive to different
vertical business needs. Renaud and Bot (2012b;
timreview.ca/article/626) determined that employing explor-
atory processes for Demand Management is one way to
meet this challenge.
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Conclusion
This article makes several contributions:

1. The relationship strategy chosen for Business De-
mand Management can either enable or limit IT pro-
cess adaptation but does determine it. The decision to
implement a self-service model essentially trades off
user productivity to improve IT productivity. Con-
versely, a full-service model trades off IT function pro-
ductivity to improve end-user productivity. The choice
of relationship strategy will also influence which IT ful-
fillment strategy is most feasible to pursue.

2. IT Supply Chain Management is the focal point for
enabling process adaptability. Improving the adaptabil-
ity of these processes is necessary to accommodate
greater diversity within the IT portfolio. Greater di-
versity is supported by modular or service-oriented en-
terprise architecture and generally results in a better fit
between IT and the needs of the business.

3. The type of IT fulfillment strategy chosen can have a
significant bearing on an IT function’s ability to imple-
ment process adaptability. While different fulfillment
strategies for IT Supply Chain Management may be pur-
sued in firms whose overriding business priorities
trump the importance of IT process adaptability, a port-
folio-based fulfillment strategy is generally the best op-
tion for promoting process adaptability.

Process alignment and process adaptability comprise
the key components of process ambidexterity. A com-
panion article (Renaud and Bot, 2012b; timreview.ca/
article/626) presents a process alignment framework for
IT. Together, these pave the way for growing the capab-
ility of process ambidexterity, and in turn improve the
performance of the IT and business functions, and the
firm overall.
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Q. What Does a Global Startup Need to Know to Enter China?

Ao With the continuous change of business environ-
ments and a competitive global economy, companies
cannot afford to ignore international markets. The de-
pendency of nations around the world on each other’s
products and services has raised awareness among
companies of the need for a more global outlook in
their approach to business. The opportunities are
abundant; however, the means to success must be care-
fully analyzed in the targeted markets. Exploiting mar-
ket opportunities is about making the right decisions
based on a sound analysis of the each environment and
target market.

Today, in some industry sectors, the only means to suc-
ceed is to become a global company from the day of in-
ception (Bailetti, 2012; timreview.ca/article/614). Many
entrepreneurs, particularly in the technology sector,
now have the means to instantaneously jump-start a
global company. For example, the Internet, cloud ser-
vices, and mobile wireless access help entrepreneurs
reach global customers and partners, and receive pay-
ments in almost any currency. Moreovetr, the use of the
Internet and mobile wireless access has spread by leaps
and bounds. More than one third of the world's popula-
tion is online (ITU, 2011; tinyurl.com/6cwry5s), where they
can access information, products, and services.

Since most companies are geared towards growth and
expansion, companies will look to find the greatest mar-
ket opportunities, and many have set their sights on
China as a large and relatively untapped market. Des-
pite the global economic downturn, China is one of the
fastest growing markets and accounts for almost 25% of
Internet users globally (ITU, 2011; tinyurl.com/6cwry5s).
China represents a wealth of opportunity; however,
these opportunities bring specific challenges. When en-
tering the Chinese market, companies must under-
stand the nature of these challenges, adopt appropriate
strategies, and take a long-term perspective on the mar-
ket's potential.

Below, seven components of an internationalization
strategy are presented: market research, competitive
analysis, government and legal requirements, cultural
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habits, marketing plan, financial analysis, and risk ana-
lysis. All of these components must be considered to
meet a company’s objective for growth and profitabil-
ity. These components are relevant when considering
any market — global or domestic — however, the discus-
sion will focus on the particular challenges of entering
the Chinese market. These insights are based primarily
on the author's experience helping American, Cana-
dian, and European startups develop and implement
their internationalization strategies, especially when
China is the target market.

1. Market Research

Companies entering the Chinese market are strategic-
ally positioning themselves for a long-term competitive
advantage in a global market rather than only focusing
on their own domestic market. Market research is an es-
sential component when seeking a competitive advant-
age in a foreign market. Many companies would like to
avoid this step and justify this line of thinking by down-
playing the value of market research in a rapidly chan-
ging environment. However, the effort required for
market research is minimal in comparison to the cost of
not planning ahead, and it can help companies anticip-
ate and respond quickly to industry changes.

Companies must be informed and understand their
global positioning in the industry to meet their object-
ives. It is therefore vital that information is gathered
about the trends, customers, competitors, and all other
forces that play a role in the industry to be able to make
sound decisions and gain a competitive advantage for
strategic positioning. Market research is a process that
helps identify and define market opportunities and
complexities through the gathering of information. It is
always thought that market research is a lengthy and
formal process, and it can be. However, the pace and
movement of technology, reforms, and policy changes
- particularly in China - is rapid and continuously chan-
ging. The gathering of information and market intelli-
gence must be focused on a specific target. Companies
can then quickly evaluate the opportunities and posi-
tion themselves strategically, and they can avoid mak-

41


http://timreview.ca/article/614
http://www.itu.int/ITU-D/ict/facts/2011/material/ICTFactsFigures2011.pdf
http://www.itu.int/ITU-D/ict/facts/2011/material/ICTFactsFigures2011.pdf

Technology Innovation Management Review

November 2012

What Does a Global Startup Need to Know to Enter China?

Sara Rauchwerger

ing mistakes. Companies that do not conduct such mar-
ket research may only later learn about the opportunit-
ies that they missed.

Consider an example of how an entrepreneur can evalu-
ate an opportunity in a specific sector of the Chinese
market. The largest global market in wireless software
in the consumer space today is device applications or
"apps". Companies from around the world are building
apps with the hopes to be the next Rovio (developer of
the popular Angry Birds app; rovio.com) and selling their
apps in the largest market: China. As of May 2012,
China has more than 1 billion mobile subscribers and
has overtaken the U.S. as the world's largest smart-
phone market (MobiThinkin, 2012; tinyurl.com/cqupfér).
In 2011, China had a 298% increase in application
downloads and a 187% increase in revenue generated
from applications (TechNode, 2012; tinyurl.com/89uwjvr).
Based on the numbers, it is evident that the Chinese
market has become an important entry port for applica-
tion developers because of the large demand and con-
tinuous growth.

Given this top-level insight into the market, as shown in
the example above, the next steps are to determine how
to capture market opportunities. This might include an
evaluation of the most common types of downloads rel-
evant to a niche market, trends, and cultural prefer-
ences for applications types. For example, online and
mobile games in China are a huge market. If there are
characters drawn in the game, a thorough evaluation of
cultural styles should be considered. If improperly
drawn, facial gestures in characters can be perceived as
rude rather than entertaining, and the audience can be
quickly lost due to such a cultural misunderstanding.
Based on market research, a strategic plan can be put in
place to help the company decide whether or not to ad-
apt and localize their existing application.

2. Competitive Analysis

When entering any new market, companies should
identify key competitors, along with their strategies,
weakness, and strengths through a competitive analys-
is. It is critical to draw attention to the opportunities
and the threats to the company. This analysis should
evaluate the company's current industry positioning
relevant to its competitors.

Entering the Chinese market brings a few additional
variables into the competitive analysis. There are still
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many Chinese companies that are state-owned enter-
prises, and the government’s involvement in many as-
pects of business brings a twist to the competitive
analysis. In addition, local Chinese companies with sim-
ilar brands and focus may sprout overnight in different
parts of the country.

Family-owned companies can spread throughout China
rapidly through their own internal network known as
guanxi, which translates to "trusted relationship". Entre-
preneurs should understand the central role of guanxi
in the daily lives of Chinese business owners; it can
make or break an opportunity. The importance of
guanxi, and the need for global entrepreneurs to under-
stand it, is discussed in more detail below and in an art-
icle by Daniel Zhou (2012; timreview.ca/article/524).

In many Chinese industry sectors, foreign brands are
perceived as superior in quality, and there are many ex-
amples of companies of all sizes being received in
China with open arms. This perception of quality
provides an advantage to a foreign company, yet from a
competitive standpoint, this perception extends to oth-
er foreign companies. An entrant's competitive analysis
should not only consider local companies and state-run
enterprises, it must also compete against other foreign
companies.

The competitive analysis should also consider legal is-
sues, including the potential for "copycat" products
and companies. Fortunately, China’s previously lax atti-
tude toward business practices has changed slowly over
the years. Following its accession into the World Trade
Organization in 2001, China has provided many com-
mitments, one of which includes adherence to interna-
tional rules and conventions. Now, many legal,
accounting, venture capital, and technical firms, and
others in the business ecosystem, have established
cross-border units of operations. Their sole objective is
to help companies of all sizes understand the local
environment and work closely with local government
and private enterprises to create uniformity in pro-
cesses that protect companies.

It is therefore vital to conduct a competitive analysis
that evaluates all fronts. Not only should companies
learn about the competitive landscape in China, but
they should also learn about competitors from other
countries that are also targeting China. Moreover, com-
panies should determine how their ecosystem can sup-
port their entrance into a foreign market.
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3. Governmental and Legal Requirements

When considering entry into any foreign market, com-
panies should understand the regulatory and legal re-
quirements for international trade. The United States
and Canada tend to have more flexible regulatory
policies, when compared with China or even similar ter-
ritories such as Europe. In China, regulatory policies
and processes are constantly changing.

The regulatory process and government policies may
seem mundane and ever-changing when viewed as a
process; however, in Chinese business practice, cultural
values and traditions are important considerations in
implementing these processes. These values are also
important in the formulation of a general entry
strategy. As discussed earlier, business transactions are
conducted through the establishment of networks
known as guanxi. A Chinese business network operates
on trust and requires relationships to be established.
Building a network is imperative for the long-term suc-
cess of any company entering the Chinese market.

Another challenge for global entrepreneurs is the sup-
port of the Chinese government for companies that
have been "home grown" in China, some of which are
replicas of foreign companies. Examples include Ren-
ren (tinyurl.com/4m55s2u), which is similar in nature to
Facebook (tinyurl.com/kkn7l), and Tencent, with its most
popular division: QQ (tinyurl.com/6hfte3). As of August
2012, Renren had over 150 million users and Tencent
QQ had over 700 million users — compared with 900 mil-
lion Facebook users — and both of these companies
have been praised by the Chinese government as local
success stories.

Beyond praise, the Chinese government's policies
provide support to local companies, such as Renren
and Tencent, to complicate a foreign company’s entry
into that market. Chinese policies create a major barri-
er to entry for Facebook, which has been blocked in
China. The Chinese government favours local compan-
ies because it can easily monitor their social media plat-
form for any suspicious activity and instantaneously
take action without having to deal with international
treaties and legal regulations.

This degree of government intervention might scare
away new entrants to the market, but it should not.
New entrants must understand the logic and cultural
difference and work together with government entities
and local companies. For example, given the circum-
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stances, it is probably not wise to start a social network-
ing site that targets the Chinese market to later find it
blocked. Rather, entrepreneurs should look at alternat-
ives such as partnership opportunities with local com-
panies or value-added services. Companies that wish to
enter the Chinese market should seek to understand
the policies and issues related to their targeted sector
through research and relationships within their ecosys-
tem.

Entrepreneurs should also evaluate their intellectual
property rights in China. In the past, piracy has been
the norm, but the legal landscape in China is changing.
The laws in China have changed and continue to
change to ensure that they follow the conventions of in-
ternational trade. However, it is better to have a de-
fense mechanism in China than lose out on the market
from day one, because disaster can ensue if companies
do not adequately protect their intellectual property.
Early-stage companies with great ideas and minimal
funding often delay filing patent applications and then
find that their market opportunity in China is quickly
eroded by copycats.

Patent applications are the best defense mechanism a
company has for its long-term operation, and patents
should be filed in both the company's home country
and in China. The Chinese government has made great
efforts to bring change to a previously lax system and
stop patent infringement. Today, there are more
Chinese companies filing for patent than ever before.
The services of an intellectual property attorney with
expertise in Chinese patent filings can be a great asset
to companies deciding whether or not to enter the
Chinese market and file patents in China.

Finally, companies wishing to enter the Chinese market
should research the processes for busines registration,
import and export, taxes, foreign exchange, profit repat-
riation, and financial standards. Registering a business
in China can be a lengthy process and startups should
evaluate the different registration options with respect
to the company's long-term objectives.

4. Cultural Habits

China’s culture deeply influences its business practices.
From the 1950s to the 1980s, China was a closed soci-
ety, and therefore many of the older generation lack
global business experience. Businesses in China are try-
ing to play under the same rules as the global markets
yet their ideology and isolationism influence their
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thinking. There are also regional differences in China,
which result from divisions between provinces, historic-
al factors, language, and differences in weather and ter-
rain.

The Chinese business culture has been adapting to
western business ethics while establishing its own
unique culture. In China, everyone over the age of 40
grew up in an era where the state provided everything,
and this experience applies to most of the country's
business leaders. Recognizing this background and
changes to the cultural climate will help entrepreneurs
understand how to work with local partners and sup-
porting organizations.

5. Marketing Plan

A marketing plan provides a process and an action plan
for market entry. A well considered marketing plan
must include an appropriate sequence of steps that can
be easily executed. The marketing plan should describe
the requirements necessary to adapt to the local mar-
ket, including the pricing structure, promotions, and
distribution medium.

The marketing plan should also consider any language
barriers that a foreign company must overcome. The
first mistake that many companies make, particularly
when entering China, relates to the naming of their
product or company. Startups get excited about their
name but do not conduct enough research to learn if
the selected name can be used across global boundar-
ies. Care should be taken to make sure the name does
not potentially mean something completely different, is
not offensive, or lacks its enticing qualities when
viewed through the lens of a different culture. Also, it is
better for companies that are entering the Chinese mar-
ket to use the local language and be able to write the
company or product name in Chinese characters. Com-
panies should not underestimate this aspect of the mar-
keting plan; a brand name can make or break a
company in a foreign country.

6. Financial Analysis

The decision to enter a new market should always be
based on a sound financial analysis. The information
collected through consideration of the topics discussed
above (e.g., market research, competitive analysis) will
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impact the financial analysis. The financial plan should
evaluate returns based on a minimum level of risk
where the cost of pursuing market entry is within the
target budget. The plan should allow flexibility for rapid
responses to external changes because the Chinese eco-
nomy is growing rapidly and changes occur regularly.

Currency fluctuation can also impact the financial ana-
lysis, especially if revenues will be repatriated. Many
foreign companies in China have chosen to reinvest rev-
enues back into the company due to the complications
of repatriating funds.

Another important financial consideration relates to
human resources. China has been known for cheap la-
bour rates, particularly in manufacturing. However,
many startups entering China today are not hiring em-
ployees for manufacturing purposes. These companies
are often looking for administrative, on-the-ground
support or engineers for development and value-added
services. Foreign companies are often shocked to learn
that the salaries for these types of employees in China
can nearly match the salaries of employees in their own
country. This situation is primarily due to economic
growth and the low unemployment rate for college
graduates in China, who are increasing in number. Fur-
thermore, college graduates now have the opportunity
to move from job to job just to get a higher salary, and
this movement has created very little company loyalty.
The cost of running a business with high turnover can
impact the bottom line, especially if training is neces-
sary. A company's financial analysis should include hu-
man resource requirements because it tends to be the
largest expense on the income statement.

7. Risk Analysis

Any strategic decision comes with some risk. Important
considerations when analyzing risk include the type,
source, and magnitude of the risk. This information
helps a company mitigate against specific risks and de-
vise alternative actions.

Despite its potential, the Chinese market is risky be-
cause it is still emerging and future changes are difficult
to anticipate, and for a foreign company, further hid-
den risks may exist due to a lack of experience or under-
standing. A well-developed strategic positioning plan
can mitigate against such risks.

44



Technology Innovation Management Review

November 2012

What Does a Global Startup Need to Know to Enter China?

Sara Rauchwerger

Conclusion

Companies have been forced to think globally and ex-
pand their products and services across international
boundaries due to the dependency of nations around
the world on each other’s products and services. Star-
tup companies are no exception; entrepreneurs are try-
ing to reach target markets that involve global
opportunities. In search of these opportunities, all eyes
have recently been on China and its continuous
growth. In China, companies can leverage growing mar-
ket opportunities in many business sectors that are
growing at a faster pace than any other region of the
world.

To succeed in China, companies must understand the
local environment they intend to enter, leverage reli-
able resources, and build trusted partnerships. Com-
pleting an analysis of the seven key components of
internationalization described here, and then building
an appropriate strategy based on the results, will better
prepare a company to succeed in the Chinese market.
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TIM Lecture Series

29 Lessons Learned in Entrepreneurship
Wes Biggs

“To me, entrepreneurship is all about building. ”

Building a team.
Building a product.
Building a company.

Overview

The eighth TIM lecture of 2012 was presented by Wes
Biggs, President and CEO of Triacta Power Technolo-
gies (triacta.com). Biggs shared the 29 key lessons he has
learned about his experiences with entrepreneurship
both through roles within large technology companies
and as part of the senior management and founding
teams of technology startups. He retraced his career his-
tory up to this point and extracted lessons learned
through each of his varied experiences. The event was
held at Carleton University in Ottawa, Canada, on Octo-
ber 11th, 2012.

The TIM Lecture Series is hosted by the Technology In-
novation Management program (carleton.ca/tim) at Car-
leton University. The lectures provide a forum to
promote the transfer of knowledge from university re-
search to technology company executives and entre-
preneurs as well as research and development
personnel. Readers are encouraged to share related in-
sights or provide feedback on the presentation or the
TIM Lecture Series, including recommendations of fu-
ture speakers.

Summary

Wes Biggs drew upon his 30 years of experience in tech-
nology companies to distill 29 lessons he learned about
entrepreneurship. Biggs described five key roles he has
played as case studies to show how his perspective in
each role influenced the lessons he learned. As he
transitioned through each of these roles, he sought out
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Wes Biggs
President and CEO

Triacta Power Technologies

increasingly entrepreneurial environments because he
was attracted by the ownership opportunities. In this
sense, "ownership" refers to more than equity; it refers
to involvement in strategy development, technology se-
lection and development, and the development of the
company itself. Biggs started out as an engineer in an
established telecommunications company, and he is
now the President and CEO of an energy management
hardware company, which he joined during in its early,
startup phase.

Below are the 29 key lessons learned by Biggs, which
come in the form of advice to other technology entre-
preneurs:

1. Get in early. The very early days of a company are
filled with energy and opportunity.

2. Have a product and market focus. You can't do
everything, especially at the beginning. If you try to,
you will likely find that you will accomplish nothing. At
first, you should focus on one market and one product.

3. Too much money can be as bad as too little. Having
too much money can stifle innovation. It is better to fo-
cus on getting customers, not spending money.

4. Give people a "fraction of the action". This means
not only giving equity in the company, but it also
means giving team members ownership of problems
and responsibility to make decisions. Note that the
"early ones" tend to get the largest fraction of the ac-
tion; it is a decreasing scale.
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5. Find the right mix of "veterans" and "new blood".
Effective teams are diverse. Young people often bring
energy, new technology, and room to grown and learn,
but experience is also important.

6. Surround yourself with proven and trusted col-
leagues. In an entrepreneurial setting, it is critical to
work with people who you know will deliver, even un-
der time pressure, money pressure, etc.

7. Adopt a connectionless management scheme. Or-
ganizational hierarchies are only useful for human re-
sources purposes and for displaying on organization
charts. Cultivate an environment where people are free
to talk to whoever can give them the answers they need.
Communication is key; don't let hierarchies get in the
way.

8. If you want to find out what is really going on in
R&D, install a beer keg next to your office. You need to
understand the key issues happening in R&D. Often,
the best way to do this is to create opportunities for in-
formal discussion.

9. The outside-affiliate model can be great for innova-
tion. Creating affiliate companies (or spin-offs) outside
of the company can be a great way to promote innova-
tion. This model gives an outlet to employees who wish
to be entrepreneurs, while maintaining control of intel-
lectual property; it is also a way to retain engineers who
might otherwise leave the company.

10. Some people may not perform to the same level in
a startup as they would in a large company with "in-
frastructure". A startup is a much different environ-
ment than a large company, and you can't always
predict how a given person will respond based on their
past performance in a large company. Some people
thrive in startups, and some people struggle.

11. In your business plan, take the most pessimistic
timeframe you can imagine to achieve your first sale...
then double it. Once you know what the pessimistic
timeline is, ask yourself whether you, your employees,
and your company can survive it.

12. Successful people who bring money to the com-
pany typically also bring an engrained formula for
success. When people have had success in the past,
they are unlikely to want to deviate from the formula
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that brought them this success. But, every situation is
different. Be aware that these engrained formulas can
help you, but they can also hurt you.

13. Taking money from individuals brings one level of
expectation. Taking money from individuals who have
taken other people's money ratchets up the level of ex-
pectation. When individuals bring other people's
money, they have already committed to the expecta-
tions of their group or fund.

14. Those with the money call the shots. If you have no
skin in the game, you ultimately have no say.

15. Those with big money typically look for "Type A"
CEOs. Make sure you are the right "blood type" for a
startup backed by venture capital. Venture capitalists
are looking for aggressive, assertive CEOs that will drive
the growth and revenue of the company. If you aren't
this type of person, think twice about accepting venture
capital.

16. Your board is important; try to have one or two in-
dependent board members. The board plays an essen-
tial role in the company's success. Listen to them. And,
make sure some board members do not have a vested
interest in the company beyond a shared desire to see it
meet its growth objectives and contribute to its success.

17. Build a management team that has interchange-
able parts. There is risk when one individual is the
heart and soul of a company. If something happens to a
company or one of its senior management team, it
helps to have redundancy in the skill sets of senior man-
agers.

18. Have a first customer as early as possible. Early
customers are not only a source of early revenue, they
can validate that you are on the right track.

19. Nobody ever gets it right in their first PowerPoint
slides. Be prepared to change direction. As you develop
the product and meet with potential customers, new
markets may present themselves.

20. Regulations can make markets, and regulations
can take markets away... quickly. In some cases, you
need to commit the company to a particular market.
However, regulatory changes can open new markets or
shut others down, sometimes with very little warning.
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21. Recruit employees that will ride it out through the
tough times. A dedicated core team is essential. This
dedication may be tested if the company struggles.

22. If it's not fashionable, you may be onto something.
Depending on what you are building, you may be better
off developing your product in obscurity and letting the
market come to you, rather than chasing a crowded
market.

23. It doesn't have to be the next "New New Thing"; it
just has to be new to your customers. When moving in-
to new industries, you may find that what is "well
known and ordinary” to you may be perceived as new
and innovative, either because it is unfamiliar or be-
cause it may not have been used in that way before.

24. Ignorance of industry norms sometimes gives you
an advantage. Industry norms can sometimes stifle in-
novation; when moving to a new industry, ignorance of
these norms can lead you to doing things that others
perceive as innovative.

25. Don't forget about patents. It can be easy to focus
on building technology and forget about patents.
However, patents affect your valuation, and they can
also be used as a defensive or offensive tool.

26. Recruit board members that have built companies
(preferably in your industry). Use their expertise and
experience. Ask for their advice, and listen to it.

27. All investors want an exit. If you take money from
people, don't forget that they will want to get their
money out at some point. Plan for it.

28. Key revenue milestones are $3 million and $10 mil-
lion. For hardware companies, these are magical num-
bers that signal that you are going to "make it".
Reaching the first milestone with further opportunities
for growth can reinvigorate employees and investors.
The second milestone tells you that you are a "real com-
pany" in terms of the number of customers, consistent
repeat buying, and greater opportunities for acquisi-
tion.

29. Building a company can take a while. Be patient,
but also plan ahead for a long journey.
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Author Guidelines

These guidelines should assist in the process of translating your expertise into a focused article that
adds to the knowledge resources available through the Technology Innovation Management Review.
Prior to writing an article, we recommend that you contact the Editor to discuss your article topic,
the author guidelines, upcoming editorial themes, and the submission process: timreview.ca/contact

Topic
Start by asking yourself:

* Does my research or experience provide any new insights
or perspectives?

* Do I often find myself having to explain this topic when
I meet people as they are unaware of its relevance?

* Do I believe that I could have saved myself time, money,
and frustration if someone had explained to me the is-
sues surrounding this topic?

* Am I constantly correcting misconceptions regarding
this topic?

* Am I considered to be an expert in this field? For ex-
ample, do I present my research or experience at con-
ferences?

If your answer is "yes" to any of these questions, your
topic is likely of interest to readers of the TIM Review.

When writing your article, keep the following points in
mind:

* Emphasize the practical application of your insights
or research.

* Thoroughly examine the topic; don't leave the reader
wishing for more.

* Know your central theme and stick to it.

* Demonstrate your depth of understanding for the top-
ic, and that you have considered its benefits, possible
outcomes, and applicability.

* Write in a formal, analytical style. Third-person voice is

recommended; first-person voice may also be accept-
able depending on the perspective of your article.
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Format
. Use an article template: .doc .odt

. Indicate if your submission has been previously pub-

lished elsewhere. This is to ensure that we don’t in-
fringe upon another publisher's copyright policy.

. Do not send articles shorter than 1500 words or

longer than 3000 words.

Begin with a thought-provoking quotation that
matches the spirit of the article. Research the source
of your quotation in order to provide proper attribu-
tion.

. Include a 2-3 paragraph abstract that provides the

key messages you will be presenting in the article.

. Only the essential references should be included. The

URL to an online reference is preferred; where no on-
line reference exists, include the name of the person
and the full title of the article or book containing the
referenced text. If the reference is from a personal
communication, ensure that you have permission to
use the quote and include a comment to that effect.

. Provide a 2-3 paragraph conclusion that summarizes

the article's main points and leaves the reader with
the most important messages.

. Include a 75-150 word biography.

. If there are any additional texts that would be of in-

terest to readers, include their full title and location
URL.

10. Include 5 keywords for the article's metadata to as-

sist search engines in finding your article.

11. Include any figures at the appropriate locations in

the article, but also send separate graphic files at
maximum resolution available for each figure.
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