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This is the first in a series of points of view drawn from the recently completed
Stryve research on “Third Way Applications Development.” In this installment, we
look at the basic ways that businesses differentiate and the implications for
software development.

At the most fundamental level, businesses have two ways to differentiate:

Performance - doing things that customers expect and competitors also do,
but doing them better, which creates price, service, or relationship
advantages.

Uniqueness - doing things that surprise customers and that competitors
cannot yet do, which creates additional advantages in customer attraction
and retention.

And businesses have a choice regarding the visibility of their differentiation:

Behind the Scenes - so customers experience the results but don’t know
“how they did it,” and competitors have difficulty matching what the business
can do.

In the Marketplace - where customers can participate (beyond simple
ordering and consuming) and sometimes help promote products and
services, but competitors have an easier time noticing what the business can
do.

Those two dimensions define four basic avenues for differentiation depicted in the
diagram, each with implications for application software and its development:

Execute. The business does a superior job in a core process that is largely
behind the scenes. We'll use examples from the insurance industry: a
company may be able to process claims faster and more efficiently than the
competition, and detect fraud earlier and more reliably. The capability is
likely rooted in some custom variations on a standard claims process plus
analytics for recognizing both the simple cases and the tricky ones. The
insurer may tout its claims processing performance in the marketplace, but
the “secret sauce” is what happens inside the organization.

Expand. The business has proprietary capabilities that enable it to compete
more effectively, offer unique products, or enter new markets. For example,
an insurer may have unique underwriting methods that help it screen clients
and offer attractive rates in what others would consider high-risk segments,
such as motorcycle insurance. The uniqueness may arise from custom
business processes, software, and analytics, as well as skilled staff.



* Expose. High-performance business processes are exposed to the
marketplace, where customers and business partners participate in their
execution, often through self-service. Examples would include various forms
of mobile insurance claims submission, from the adjuster on-site in a claims
processing van, to the customer documenting a claim with a smartphone
camera and application. This approach to differentiation requires both
reliable background processes and excellent user interfaces with the
emphasis on customer convenience.

* Engage. A business connects with customers and business partners in ways
that actively engage interest and customize the product, service, or
experience. The customer may co-create the offering, consume it on demand,
or have a unique experience (maybe genuine fun). The customer enjoys a
sense of exclusivity, even as many others are enjoying variations of the
experience. An example is Progressive Insurance’s “snapshot” device and
service that personalizes insurance rates based on driving habits. This
approach requires close attention to technology and software interfaces in

the context of the entire customer experience.
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The four approaches overlap, of course. For example, unique analytics can raise
performance in what is basically a behind-the-scenes Execute strategy, and engaging
interfaces can improve customer participation in an otherwise uncustomized
Expose approach.

That said, compared to behind-the-scenes software, differentiation that is visible in
the marketplace requires more complex layers of information systems delivery,
including intuitive user interfaces and mobile security. And the Uniqueness row
entails more customization and often integration than the Performance row -



customization to do things differently, and integration if the uniqueness stems from
being able to do more things together. An example would be the process, equipment,
software, and information integration needed to operate and optimize a “digital oil
field.”

Note - and try to anticipate - the interplay among the four quadrants. A successful
Expose or Engage strategy can increase marketplace demand, putting pressure on
core systems, and sometimes driving simultaneous streamlining and functional
enhancement. The business may have to “redesign for mobile” some core processes.
A successful Engage strategy, with richer input from the customer, can trigger
innovation and the opportunity to Expand product and service lines.

This interplay raises some interesting questions:

* Must you have excellent behind-the-scenes processes and applications before
exposing them to the marketplace?

* Must you have excellent behind-the-scenes processes and applications in
order to Expand into unique offerings?

* Must you have experience exposing common processes and applications to
the marketplace in order to implement an Engage strategy?

* Must you have unique products and services in order to engage customers
deeply?

* Will your marketplace-visible differentiation be too easy to imitate?

We hope you find this framework useful in exploring the implications of your
buriness strategy for the differentiating software you need, the timing and methods
of your software development process, your technology architecture for software
deployment, and the associated skills that need to be available. Consider these
issues:

* For purposes of strategic differentiation, what are our most important
business applications and applications development initiatives?

* What opportunities does the marketplace offer for new or additional
differentiation? What will be the next phase of our differentiation?

* (iven those priorities, what must our IT organization be good at - starting
with the broad areas of custom software, technology integration, user
interfaces, and security?



What are the implications for our technology architecture and the
capabilities of our computing platform? How modular and flexible must it be,
and what roles must our “middle layer” play?

What pace of software development must we be able to attain? In what
applications areas must we employ Agile methods? In what applications
areas must we have the control of Waterfall methods?

What technical skills and general competencies do we need in IT staff and
their business partners? Where there are gaps, how can we fill them through
a combination of outside help and inside staff development?

In summary, how should software and software development play in the
strategic differentiation of our enterprise?



