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WHAT DO WE KNOW ABOUT NEW PRODUCT IDEA SELECTION?

Abstract

The strength of the emotional feeling implicit in the commonly used phrase * selecting the next
killer app” powerfully summarizes the importance of new product idea selection. Peoplein
Silicon Valley often use this phrase to describe their enthusiastic pursuits of new successful
software application ideas. Selecting new product ideas is important not only to high-tech firms
but also to many other firms that are trying to discover their next killer products. However,
because of the uncertainties and risks associated with new products, not many firms are able to
select and introduce such products. Scholars in awide range of disciplines such as decision
sciences, engineering, finance, marketing, new product development, operations management
and research, organizationa science, R& D and others have developed various approaches that
can be used in new product idea selection. In this paper, | review general approaches that have
been developed in these disciplines and present them in an integrated framework. | outline key
characteristics of each approach and highlight their main benefits and limitations. Based on what
we know so far, | also offer a number of guidelines to managers to follow in the new product
idea selection process.



New product development is widely considered as an essential activity for the success, survival
and renewal of organizations (1). Indeed, according to a survey conducted in 1997, new
products introduced in the last five years contributed as much as 50% of total revenues and
profits (2). At the same time, the new product failure rate remains to be very high. According to
the same survey, the average market success rate ranged from 53% to 61% (2). In addition to
being risky, new product development is rather uncertain. There are too many unknowns with
regard to competition, technology, customers, economy, customer lifestyles and other
environmental factors that firms simply may not know how these factors might affect the success
of their new products. Rapid changes in these factors further complicate firms new product
development activities.

One of the key new product development activities that firms use to reduce the risks and
uncertainties associated with new products is the careful selection of potentially successful new
product ideas. After generating potential new product ideas, firms need to screen them and
choose the most suitable one for further development, as they may not have the necessary
resources to develop al of the ideas and not al ideas might be viable. Over the years, we have
accumulated a vast amount of knowledge as how to select new product ideas. Because of the
relevance of new product development to many disciplines such as decision sciences,
engineering, finance, marketing, new product development, operations management and
research, organizationa science, R&D and others, the literature on new product idea selection
covers alarge body of studiesin these areas. Although this literature can be reviewed in several
different ways (3), in this paper, | categorize the literature based on eleven general areas that can
best capture different approaches available for new product idea selection. Ascan be seenin
Figure |, these approaches include technical, marketing, financial, organizational, strategic,
relationship, industrial, competitive, similar case, consumer and consumption, and expert
analyses.

These approaches differ with regard to their assumptions, research questions and
methodologies. However, it should be noted at the outset that there might be some overlaps
across them. For example, marketing and consumer analyses seem to overlap. However, as|
discuss below in more details, they are fundamentally different since marketing analysis is more
related to the assessment of the match between the marketing requirements of a new product and

the firm’s marketing capabilities to collect market information and to devise effective marketing



strategies whereas consumer analysis is more related to the opinions of potential buyers of the
value of the new product. In addition, it should be emphasized that the approaches are the pure
forms, addressing different aspects of the new product idea selection process. As aresult,
companies often use more than one approach when selecting their new product ideas.

My purpose in this paper is to review the available approaches in various disciplines,
integrate them in a framework and present them with an emphasis on their key questions,
relevant methodologies, benefits and limitations. | summarize the approachesin Table | and
discuss them in more details in the following section. After that, | offer general guidelines for
new product managers to follow in new product idea selection. Finally, I conclude the paper

with managerial and research implications.

NEW PRODUCT IDEA SELECTION APPROACHES

1. TECHNICAL ANALY SIS
Technical analysis involves determining the technical requirements of a new product and
assessing how well they fit with the firm'’s technical capabilities. Empirical studies have already
shown that firms' abilities to meet these requirements lead to higher product and competitive
advantages and this, in turn, results in higher product performance (4). Asaresult, atechnical
analysis can help companies categorize their new product ideas based on their technical
requirements and select ideas that are technically feasible to design, develop and manufacture.

This approach tries to find answers to numerous questions. It first identifies the technical
specifications of a new product idea. Second, it outlines the required design and manufacturing
processes for designing, developing and manufacturing the new product (5). Third, it assesses
the degree of fit between the product and manufacturing specifications and the firm’s technical
and manufacturing capabilities (6). If the technology is not available internaly, it aso asks
whether the necessary technology is available externally, whether the firm can successfully
acquire and implement that technology and whether it can incorporate future changes in the
technology into their new products (7). All these questions can help firms determine whether
they are technically capable of designing, developing and manufacturing new products and, as a
result, select those that are consistent with their technical capabilities. Obviously, thereisno

point in investing in new products that are infeasible to design, develop and manufacture.



Firms can use a number of methods when they conduct a technical analysis. As one of
the most popular methodol ogies, they can use a checklist that covers all the product and design
specifications and matches them with the company’ s capabilities (8). In addition, they can use a
scoring tool to give scores for the match between the specifications and the company’s
capabilities and select a new product idea with the highest score. Furthermore, they can use
environmental scanning to determine whether the required technologies are available outside the
company. Finally, they can use decision models such as the Analytic Hierarchy Process (AHP)
to structure the technical analysis into sub-categories and prioritize the categories so as to select
new product ideas that score high on the prioritized categories (9).

Technical analysis provides numerous benefits to firms. For example, it can help them
address technical and manufacturing problems early in the new product development process and
thus be able to introduce their new products to the market faster. Otherwise, a poor assessment
can result in unforeseen technical and manufacturing problems and can delay the new product
market introductions. Moreover, focusing on technical and manufacturing issues during the new
product idea selection stage of the new product development process allows them to pay more
attention to product quality and reliability, to reduce product defects and failures before the new
products are introduced to the market and, as a result, to enhance the products’ success (10).

However, technical analysis can force firms to pay too much attention to the technical
factors, but ignore the needs of their potential buyers. Although a new product might be very
good from atechnical standpoint it might not be perceived by the end-users the same way. For
instance, it was envisioned that quadraphonic sound systems would be a widely popular
improvement over stereo systems because of their technical qualities, however consumers found
them more troublesome than they were worth (11). Furthermore, focusing on available
technologies may compel firms to pursue new products that they can design, develop and
manufacture with their existing technologies instead of exploring new technologies and

opportunities.

2. MARKETING ANALYSIS
In addition to technical capabilities, new product development requires marketing competencies
aswell. While technical capabilities allow companies to design, develop and manufacture the

selected new product ideas marketing capabilities can help them collect market information for



the product ideas and introduce the new products to the market more effectively. The resource-
based view of the new product devel opment suggests that companies can achieve competitive
advantages and thus new product success if their marketing competencies are unique, valuable,
non-substitutable, and inimitable (12). Empirical studies also show that marketing capabilities
are positively related to new product success (4). As aresult, companies can select new product
ideas that are consistent with their existing marketing abilities. If they do not possess the
necessary marketing competencies required by a new product idea they should not consider it.
For example, because of its large population, China offers tremendous opportunities for firms.
However, it has been a great challenge for many firms to market their products in China (13).
Thus, firms should not consider this new market unless they can address the marketing
challenges.

Because each new product idea requires different market information and marketing
strategies, firms, for each new product idea, will determine what kind of information is needed to
design, develop and introduce the new product and what kind of marketing strategies are needed
to market it successfully. After this determination, they need to assess whether they have the
necessary marketing competencies to collect the needed information and to market the new
product. In case they are not capable of conducting these activities on their own they can also
evauate possibilities for outsourcing these activities. If they think that they are not able to fulfill
these activities either internally or externally they can discontinue pursuing the new product idea.

Similar to the technical analysis, firms can use a checklist that covers all the information
and marketing requirements associated with the design, development and marketing of a new
product and match them with the firm'’'s capabilities. In addition, they can use a scoring tool to
give scores for the match between the requirements and the firm’s capabilities and select a new
product idea with the highest score. Furthermore, they can use environmental scanning to
determine whether the required marketing skills are available outside the firm. Moreover, they
can use decision models such as the Analytic Hierarchy Process (AHP) to structure the
marketing analysis into sub-categories and prioritize the categories so as to select new product
ideas that score high on the prioritized categories. Finally, they can also ask the opinions of
distribution channel members about the new product’ s marketability.

A recent survey of marketing, manufacturing and R&D managers has indicated that

compared to unsuccessful new products, successful new products involved a greater than average



amount of collection and use of relevant market information (14). Because marketing analysis
emphasi zes the collection of market information, dissemination of that information in the
company, and the marketability of the product it can enhance the market success of new
products. In addition, this approach takes into account the opinions of the members of the
distribution channel for the new product. The participation of the distribution channel members
in the idea selection process can increase their involvement in new product development and
their support for successfully distributing the new product in the marketplace.

Despite its clear benefits, companies should also take into account the limitations of this
approach. First, the information collected may not be so reliable or useful, as, for example,
listening to customers does not necessarily lead to successful new products (15). Second, this
method assumes that the company can collect the necessary information and share that
information with its departments. Although thisis ideal for an effective new product
development process, it may not always be true, as there could be conflicts among the different
departments involved in the development process (16).

3. FINANCIAL ANALYSIS
One of the primary aims of firms to launch new products is to generate financial results such as
sales, profits, and return-on-investment. In fact, the success of new products is usually measured
in terms of their financia results (17). Consequently, new product ideas can also be selected
based on their expected financial results. Firms can select new product ideas that maximize their
financial returns with minimum possible investment. They can aso establish financid
guidelines to facilitate the selection process. For example, they can set alower limit for the
expected financial returns, suggesting that they will only consider new products that can generate
financial returns greater than this limit. Similarly, they can establish an upper limit for their
budget such that they will only consider new products that require a budget lower than this limit.
Firms need to have a number of financial information in order to conduct this analysis.
For instance, they need to know the financial returns that they can generate from a new product.
Similarly, they need to know the amount of financial resources needed to design, develop,
manufacture and market it. Because there are uncertainties associated with all these information
they also need to have the probabilities of achieving the financia results and of meeting the
established budget goals. Finaly, they also need to have benchmarks with regard to the



acceptable amount of financial returns and new product budgets so as to be able to assess the
financial viability of a new product idea.

Probably one of the most widely used financial analysis methodologies is the Net Present
Vaue (NPV) method. This method identifies the financia benefits and costs related to a new
product. Then, it calculates the new product’s NPV by taking into account the interest rates and
the life of the new product investment. Because of the uncertainties associated with the future
returns and costs, the method can also be extended into a decision analysis or option pricing
method, which takes into account the probabilities of the uncertain future events (18). Firms can
also use mathematical models that seek to optimize numerous financial objectives subject to
different resource constraints. The models can be in different forms including linear and non-
linear programming, integer programming, and dynamic programming, among others (19, 20).
There are a'so more advanced mathematical models such as fuzzy-based methods. However,
they have not been so widely used due to their complexities (21).

Surveys suggest that one of the widely mentioned reasons why firms do not use new
product idea selection methodologies is that many such methods are too complex and hard to
understand (22). Because everyone can relate to numbers expressed in dollars financial analysis
isindeed very easy to understand. In addition, because companies usually have limited resources
selecting new product ideas based on the financial considerations allows them to make sure that
their new product related expenses are always within their budget and their financial
requirements are always met. Otherwise, they might end-up spending beyond their budgets and
taking alarge financial risk. Asaresult, financial analysis can offer useful capital management
mechanisms and budgetary guidelines for companies in their new product development
activities.

Although financia analysis can be highly beneficial in idea selection, it also has certain
limitations. First, relying on short-term financial results may pressure managers to focus on
financialy justifiable ideas and to reject more promising but uncertain ideas, just because they
are uncertain and are not easily justifiable (23). Second, many financial analysis methods cannot
capture adequately the risks and uncertainties associated with new products (24). Furthermore,
these methodol ogies consider only a*snapshot” of the financial benefits and costs associated

with a new product and may not reflect the changes in these factors (25). Finadly, this approach



depends on a strong assumption that accurate financia information is readily available, which is

not the case in many situations.

4. ORGANIZATIONAL ANALYSIS

In addition to technical, marketing and financial resources, organizational factors such as
organizational processes, structures and cultures are also very critical for product success.
Particularly, well-executed pre-development new product devel opment activities, the use of
cross-functional teams and frequent, political and task-oriented communications have been
reported to be positively related to new product success (1). Furthermore, it was reported that
compared to less innovative companies, innovative companies encourage calculated risk taking,
provide strong management support for innovative activities, foster group orientation and reward
innovative activities (26).

Companies can identify the necessary organizational structures and cultures for
successfully designing, developing, manufacturing and marketing a new product and match them
with their existing structures and cultures. If there is a match between the requirements of the
new product and companies’ current structures and cultures, then they can select that new
product idea for further consideration. However, if they cannot meet the new product’s
organizational requirements, they can assess whether they can successfully make the necessary
ingtitutional changes. If it is possible for them to make the necessary organizationa changes
they can select the new product idea, otherwise they need to find other new product ideas.

Similar to assessing the fit between a new product’s technical, financial and marketing
requirements and firms' technical, financial and marketing capabilities, firms can also evaluate
the match between the organizational requirements of a new product idea and their existing
organizational structures and cultures based on checklists. They can also use scoring tools to
guantify the degree of the match. In addition, they can also use prioritization processes to
determine whether the requirements are equally important or whether they need to focus on their
subsets. Finaly, they can utilize internal and external experts to make all these assessments.

Organizational analysisis very useful for identifying whether there are right
organizational conditions for designing, developing, manufacturing and marketing a particular
new product. A new product can be feasible from the technical, financia and marketing

standpoints, however if there is no supporting organizational conditions and processes the new



product idea will never move beyond the idea selection stage. These conditions and processes
will help firms put al the resources into action and turn new product ideas into successful new
products. Consequently, an organizational analysis can be instrumental for companies to
understand the importance of the organizational factors, incorporate them into their decisions and
thus enhance the success of their new products. Furthermore, because this approach highlights
the importance of the process of designing, developing, manufacturing and marketing of new
products, it also increases product quality, lowers unit costs and speeds-up the new product
development process (27).

Although organizational analysis offers valuable benefits to firms, it also has a number of
limitations. For example, it will be very difficult to predict how successfully a new product
development process can be implemented. Firms can implement a new procedure such as cross-
functional teams and subsequently may realize major implementation challenges due to task and
emotional inter-group conflicts (28). In addition, there is also a trade-off between the
organizational considerations and new product quality. One of the benefits of using
organizational structures and procedures such as cross-functional and dedicated teams is that
such procedures increase the speed of new product development (29). However, as Morgan et al.
(30) showed fast new product developments do not always generate high quality new products.

It follows that too much emphasis on the procedures and related efficiencies can compromise the

quality of anew product and its market success.

5. STRATEGIC ANALYSIS
One of the important initial considerations in new product idea selection is to assess the
congruency between the objectives of a new product idea and the overall corporate goals and
strategies. This means assessing how much emphasisis placed on being first to market with a
new product and whether the new product idea can make the company a market leader (5). It
also suggests establishing how the new product fits with the other products of the company,
whether it is an extension of the company’s existing products or it is a new product (7). Finally,
it involves evaluating whether the amount of risk associated with a new product ideais
consistent with the overall attitude of the company towards risk (31).

Strategic analysis requires firms to determine their corporate strategies that can impact

their product innovation activities. This can be achieved by internal audits. Second, they need to
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identify the objectives of the new product ideathat is under consideration. This can be done by
the use of checklists. Third, they should assess the match between their corporate strategies and
the objectives of the new product idea by using checklists and scoring tools. Finaly, in case
there is a mismatch between the corporate strategies and the objectives of the new product idea,
they should assess whether it is possible for them to modify their strategies. This can be done by
using prioritization and weighting techniques and by asking internal and external experts.

Assessing new product ideas based on their consistency with overall organizational
strategies increases the likelihood that the firm can contribute necessary resources and support to
the development and launch of the new products (23). In addition, it can create a harmony and
synergy among the existing products of the organization. This can be highly relevant when a
new product threatens to take away business from the other products of the organization (i.e.
cannibalism). Indeed, when many companies introduced their online services they did not
realize that their new services were merely taking away sales from their off-line businesses
instead of generating new sales (32). A strategic assessment during the idea selection stage of
such services could have prevented this cannibalism.

Strategic analysis is very useful to set general strategic guidelines to follow in designing,
developing, manufacturing and marketing new products. However, this big-picture-view of the
idea selection process can be too general to assess the specific technical, financial and marketing
merits of a new product idea. In addition, companies strategies can be too rigid and, as a resullt,
selecting new product ideas based on their fit with the company’ s strategies can be very
restrictive. In fact, previous research has concluded that companies should be able to modify
thelr strategies if they are to sustain their product innovation (33). This suggests that instead of
selecting new products that are consistent with their strategies, companies should be prepared to

change their strategies in order to take full advantage of the benefits of product innovation.

6. RELATIONSHIP ANALY SIS

Resource-dependency theory suggests that market environment is inherently unstable and firms
need to act to reduce such vulnerabilities. One way of reducing firms' vulnerabilitiesis to form
partnerships with suppliers and distributors (34). Because a firm’s resources may not be
sufficient to secure the success of a new product, firms are increasingly forming partnerships

with their suppliers, distributors and customers. They are also forming relationships with their
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competitors in order to set standards for their industry. Building relationships with outside
parties has already been recognized as one of the key success factors for firms. Empirical studies
have shown that buyer-seller relationships created value to firms (35) and that building
relationships with suppliers early in the new product development activities helped firms
improve performance, increase product quality and reduce costs associated with new product
development (36).

It follows that companies can also consider potential relationships that are required by
different new product ideas when selecting or rejecting the new products. If they are not
interested in forming partnerships with outside parties they can select new product ideas that they
can design, develop, manufacture and market alone. However, because most new products
require the support of outside parties such as vendors and distributors they will need to select
new product ideas that require relationships that they can successfully and confidently form.

Companies can generate a list of required relationships that are needed to design,
develop, manufacture and market a new product idea. Similarly, they need to come up with alist
of their existing relationships in these areas. They can match the similarities of the lists by using
available scoring tools. They can prioritize the needed relationships by using the traditional
decision analysis techniques such as AHP. They should aso generate alist of potential partners
for the identified relationships by using secondary data, the Internet and external referrals.
Finally, they need to assess the suitability of each partner by using available scoring tools. They
can even conduct interviews or surveys with the potential partners to determine their suitability.

Relationship analysis can indeed be very useful for firms, asit can force them to take into
account the additional resources that they can generate from their partners and explore new
product opportunities that are otherwise infeasible. In addition, selecting new product ideas
based on the relationships with outside parties gets the partners involved in the new product
development process and this can cut the design complexities and alert the project team to
potential downstream problems before these problems become difficult to fix (1). Thiswas
highlighted in a recent case about Stanley Furniture Company that offered its products online
without taking into account its reliance on itsretailers. However, its retailers protested so loudly
that it had to stop the online service after a couple of weeks (37).

Despite its valuable benefits, this approach also has numerous limitations. For instance,

relying on this analysis alone can be very misleading, as not all relationships are successful due
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to such factors as the partners’ different expectations from the partnership and their dissimilar
corporate cultures (38). In addition, too much emphasis on relationships can undermine the true
purpose of product innovation. This implies that firms may reject potentially promising new
products just because to maintain their relationships with their partners and not to anger them.
Finally, this approach may not discriminate new product ideas well when they require similar
relationships. More specifically, when two new product ideas require exactly the same type of
relationship, but have totally different features, this approach cannot determine which new

product idea is more promising.

7. INDUSTRIAL ANALYSIS

Companies need to operate within a business environment including economic, legal, political,
social, cultural, technological and competitive environments. Industrial organization-view of the
firm suggests that a firm’s performance depends on the characteristics of the environment in
which it competes. As aresult, past studies have concluded that the success of afirmin an
environment is a function of such factors as barriers to entry, number and size of competing
firms, demand elasticity and differences among competitors (34). In addition, numerous new
products such as pharmaceuticals, advanced nuclear reactors, and innovative telecommunications
products requiring additional airwave space need to be selected based on a careful consideration
of the existing regulations (11). Furthermore, market attractiveness can also be an important
consideration, as research also suggests that products are likely to be more successful in large,
growing and less competitive markets (1).

Companies can certainly select new product ideas based on their overall fit with the
environment. In order to achieve this, they first need to know the environmental requirements of
their new product ideas. Then, they need to understand their environment. After that, they need
to assess the consistency between the environmental requirements of their new product ideas and
their business environment. In case there is an inconsistency between the two, they need to
determine whether they can modify their new product ideas so as to make them fit with the
environment. If so they can modify the ideas and proceed to the next stages of the new product
development process. If it isnot possible they need to consider other new product ideas.

Companies can utilize a number of methodologies in conducting this analysis. They can

scan the secondary databases available in both governmental and non-governmental institutions
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for the relevant information. For instance, Medcof (39) used such sources to determine R& D
intensity and the level of R&D spending in different industries and was able to identify high-
growth “super-technology” industries. Companies can use online and offline methodol ogies to
reach these databases. They can also ask experts about their opinions regarding how the
environment might affect the success of the new product idea. In addition, they can approach
futurists to find out how the environment might change in the future (40). Finally, they can
utilize widely used Boston Consulting Group’ s market-growth and market-share matrices to map
the attractiveness of the market and the potential market share that the new product might
achieve in that market and select it if the market is attractive and if the new product can generate
alarge market share in that market.

Besides selecting new product ideas based on their fit with the environment, companies
can also look at the environment and generate new product ideas that are in line with the
environment. They can, for instance, use visionary techniques that deal with projecting the
future from historical experience or visioning the future and working backward to determine
related new products ideas for realizing that future in order to identify the new product ideas of
tomorrow. The companies can focus on a range of possible future scenarios and their
consequences and determine new product ideas that can capture market opportunities before
other companies (23).

This approach helps companies ascertain that their new product ideas conform the
requirements of their business environment and thus enhance the success of their new products.
In addition, it can help them determine market trends and hence be able to introduce new
products based on the trends. However, too much emphasis on industrial analysis can drive out
innovation by directing resources to existing large markets (41). Instead, companies should go
beyond the well-defined business markets and develop new markets, as it has been the case with
many classic innovative products such as e-mail, microwave oven, overnight mail and Walkman.
In addition, this approach assumes that the environment is stable and the future can easily be
predicted.

8. COMPETITIVE ANALYSIS

This approach emphasizes the importance of competition and assumes that new products should

be better than those of competitors in order to be successful. Indeed, this assumption has been
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proven to be accurate, as numerous empirical research studies with awide range of products
have consistently shown that *product superiority and uniqueness’ has the highest impact on the
success of new products (42, 43). This conclusion implies that people buy a product if its
offerings are better than those of the available aternatives. Asaresult, this approach assesses
the extent to which a new product ideais superior to what is currently or expected to be available
and selects it if the product superiority is significant.

With thisanalysis, firms first need to identify all current and expected competing
products, which can be their existing products or the competitors products. Then, they need to
determine similarities and dissimilarities between the new product idea and the competing
products. After that, they need to assess the importance of the similarities and the dissimilarities.
Because the purpose is to ascertain the uniqueness and superiority of the new product idea, firms
should evaluate the importance of the dissimilarities and decide if their new products are indeed
superior. Furthermore, they should also find ways of reducing similarities and making their new
products superior. At the end, they can choose a new product ideaif it offers important unique
characteristics. Otherwise, they need to find other new product ideas that can achieve this.

A number of useful methods are available to conduct this analysis. As a popular method,
conjoint analysis can be used to compare the new product idea and the alternative products. This
method predicts the likelihood that buyers will choose the new product idea over the aternatives
and estimates the expected market share. Because it compares the alternatives based on their
specific product feature, it also provides information about the importance of each feature (44).
Another method is a Kano survey that captures and categorizes important product features such
as “must-be,” “attractive,” “indifferent,” and “one-dimensiona” characteristics. After that, a
new product is compared to those of the competitors based on these characteristics. At theend, a
new product idea that offers better value compared to those of the competitors is selected (45).
Alternatively, a gap analysis can also be used. This method plots the features of a new product
and those of the competing products and identifies unfulfilled need gaps. The product ideaiis
selected for further consideration if it can fulfill some of the unfulfilled need gaps by offering
better product features (46). Finally, in addition to a product level comparison, firms can also
conduct afirm-level comparison through benchmarking to assess their strengths and weaknesses,
competitive advantages and vulnerabilities against their competitors so as to compete with them

better and enhance the success of their new products (5, 46, 47).

15



Because this approach focuses on competition and puts a large emphasis on product
superiority and uniqueness it forces firms to pay attention to these issues at the up-front idea
selection stage of the new product development process where it is easier and cheaper to modify
or discontinue a new product ideathan it is in the later stages of the new product development
process. In addition, the analysis can help firms identify unique and superior characteristics of
its new product ideas so that they can better position and promote their new products. However,
this approach assumes that the product characteristics can easily be identified and described.

Moreover, it assumes that smilarities and dissimilarities can easily be measured (46).

9. SIMILAR CASE ANALYSIS

This approach is based on the assumption that a new product idea should perform at least as well
as other comparable products (3). As aresult, firms can compare their new product ideas with
existing related products and form an opinion with regard to the future success of their new
product ideas. The comparisons can be made with a number of related products. First, they can
compare their new product ideas to other similar products (e.g., a car maker evaluates the likely
success of its new car based on the success of other exiting cars). Second, they can compare
them to other complementary products (e.g., a new hotel service assessesits likely success based
on the number of airline tickets sold for that destination). Third, they can compare their new
product ideas to the success of an earlier version of the same product (e.g., a computer software
company can assume that people will upgrade their software). Forth, they can assess the likely
success of their new product concepts based on the success of the same product in other market
segments (e.g., a new product was successful in the US and the company assumes that it will be
successful in Europe too or a particular line of clothes was successful with adult customers and
the company assumes that it will be successful with kids as well.)

With this approach, firms first need to determine whether there are any similar cases for
the new product idea under consideration. Furthermore, they need to identify the nature of the
similarities. After that, they need to ask what they can learn from the similar cases. They can
indeed learn many things from those cases. For example, they can determine the probability of
success of their new product ideas. They can project the future sales based on the historical sales
of similar cases and plan their production and marketing strategies. Similarly, they can find out

the costs associated with introducing similar new products and plan their financial budget.
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Finally, they can also determine what factors have facilitated or hindered the success of those
cases and be more prepared when they introduce their new products (3).

Information regarding the market performance of similar cases and the costs associated
with introducing them can be collected through secondary data sources. In addition, they need to
collect primary data from customers and internal and external experts to determine the similar
cases, as different people might perceive the similarities differently. Once the similar cases are
selected, diffusion models and benchmarking techniques can be used to conduct this analysis.
Diffusion models mathematically determine the future sales of a new product as a function of
previous sales (48). However, because they require historical sales datato make the projections
and because there is no such data available for many new product ideas, companies need to find
similar cases and build their projections on the available relevant data. For example, Bass et .
(49) predicted the diffusion of DIRECTV, a satellite-based direct broadcasting service, based on
the historical TV sadesin the 1960s and the cable TV subscriptions in the 1980s. With the
benchmarking techniques, companies can identify and analyze similar successful cases or
benchmarks and determine ways of performing at least as well as those cases. While the
diffusion models focuses more on the prediction of success, this method emphasizes more the
ways of achieving a particular level of success (50).

This approach is very useful in determining the future success of new product ideas as
well as choosing the best strategies to achieve that success. However, finding asimilar case may
not be very straight-forward for many new products, as products can be similar in terms of
functional, perceptual, and conceptual similarities and it is not very clear which similarity base to
usein selecting similar cases. In addition, this approach is built on a strong assumption that the
new product idea will enjoy the same business environment, business strategies and consumer
perceptions as the similar cases (3). For instance, athough other online retailers were successful,
Saks Inc., an upscale retailer, had to close its online store due to low traffic. It turned out that
people regarded its elegant stores and attentive salespeople as part of the shopping experience.

As they were not available online, people did not want to shop there (51).

10. CONSUMER AND CONSUMPTION ANALY SES
Companies design, develop, manufacture and market new products for their customers. Asa

result, it is also possible to select new product ideas based on the opinions of the target
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consumers of the new product idea under consideration. It has been shown in numerous
empirical studies that the success of new products depends on the added value that a new product
offersto customers (42, 43). Because customers purchase a new product if they perceive a
valuein it, this approach suggests that the opinions of the target customers can be used as an
indication of the likely success of the new product idea. This approach assumes that a new
product idea will be successful if the majority of people have a positive attitude towards it.

With this approach, firms first identify their target customers. After that, they determine
their opinions about the new product idea under consideration and measure their likelihood of
purchasing it. In the process, they can also find out which aspects of the product that they like
and didike and ways of improving the new product idea. Similarly, they can identify which
product features are important to them and use this information in marketing the product. In
addition to or instead of getting the customers’ opinions about a new product idea firgt, firms can
also assess the customers' needs and generate new product ideas that can fulfill the needs.

There are alarge number of methods that can be used with this approach. As one of the
most popular methods, a survey of the purchase intentions can be conducted. In the survey, the
potential buyers are given abrief description of the new product idea and are asked to state their
intention to buy it when it becomes available. In the survey, various background information
from the buyersis also collected to determine relevant market segments (3). In addition, a
survey of the lead users or “would-be-users’ is aso possible, which collects the opinions of
people whose present strong needs will become general in marketplace months or years later.
These surveys can be very useful with technical products such as new software, as the lead users
or “would-be-users’ have domain knowledge about the applications and usage situation of the
products. In a case study, it was shown that the opinions of these types of people were indeed
more useful than the opinions of software engineers (52).

In addition to stating their overall attitude towards a new product idea, average potential
buyers or lead users can aso express their opinions pertaining to specific features of the idea.

For instance, in a conjoint setting, firms can compare different versions of a product feature to
identify the most optimum product characteristics (44). Moreover, they can also compare the
features of the new product with those of other competing products in a gap analysis and identify
the key strengths of the new product idea (46). Furthermore, firms can conduct multimedia (53)

or online experiments (54) in order to determine customers’ buying behavior. Finally, instead of
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asking potential average buyers or lead users directly whether they like a new product idea, firms
can utilize emphatic methods that ask trained anthropologists and ethnographers to analyze
consumer behavior and consumption patterns and select the most suitable new products (23).
This approach views customers and consumption at the center of new product
development and selects new products ideas that customers like or might like. The customers
opinions can be useful to make predictions about the likely market demand for the new product
idea and to diagnose the product’s strengths and weaknesses for further improvement. However,
because of its emphasis on understanding consumer behavior, this approach may overlook other
market dynamics such as competition, technological changes, etc. (23). This approach also
assumes that people can clearly articulate what they need, which is not always the case (15).
Although using lead users can eliminate this drawback, lead users can also have their own
limitations such as their needs may not represent the needs of average customers (23). Finally,
the accuracy of this analysis depends on the assumption that environmental conditions are the

same when the customers’ opinions are collected and when the product is actually launched (3).

11. EXPERT ANALYSIS
Firms do not always have hard data to make idea selection decisions. In addition, the assessment
of such factors as technical success, manufacturability, marketability, etc., requires expert
opinions. Asaresult, firms can aso ask people with expertise in different aspects of the new
product idea under consideration about their opinions regarding its likely success. This approach
assumes that there are product experts with accurate opinions. Based on this assumption, firms
first need to identify relevant expertise areas for the new product idea. After that, they need to
determine people who might have expertise in these areas. Experts are typically selected on the
basis of a self-assessed expertise, recommendations of other people (55) and years of experience
inthe job (56). After they select suitable experts, companies need to elicit their opinions with
regard to the probability of success in each area, likely factors that might affect this success and
ways of improving the new product before it is launched. They can dicit the opinions of the
experts through face-to-face meetings, anonymous questionnaire surveys (e.g., the Delphi
technique) and computer-aided or Internet based anonymous group discussions (57).

This approach can be very useful because it provides both diagnostic information and

predictions and can be easily adapted to changing decision conditions (58). In addition,

19



judgments can be relevant when related prior datais not available (59). For example, Suh, Suh
and Baek (60) asked experts to prioritize telecommunication technologies for Korea
Telecommunication Authority. In another study, Wakoh and Collins (61) used the opinions of
managers to score R&D proposals in terms of the degree to which the available management
resources meet the requirements of the proposals.

Expert opinions also have a number of limitations. First, experts are not always right.
For example, studies indicate that hang-gliders were designed based on the opinions of expert
users but not on those of average users; thus, it became a sport for a small number of experts
(62). In addition, the selection of expertsis not very clear. Internal experts can be very useful,
as they are familiar with the firm and the new product. However, they can be emotionally
attached to the idea and thus make erroneous decisions. For instance, studies showed that the
managers who participated in numerous experimental studies remained committed to pushing a
failling product all the way through commercialization, notwithstanding the progressively
ominous performance feedback (63, 64). Although they can use outside experts to mitigate this

concern, they, then, need to protect their intellectual property and new product ideas.

GENERAL GUIDELINES FOR AN EFFECTIVE NEW PRODUCT IDEA SELECTION
We obviously know alot about different approaches that can be used to select new product idess.
We aso know that the use of these approaches is not widespread. There could be many reasons
for the lack of the methods” widespread adoption by managers. One of the widely suggested
reasons is that there are no clear guidelines for effectively using such approaches (65, 66). Here,
| would like to offer some general guidelines for new product managers to consider when using
these approaches in their new product selection decisions. | discuss these guidelines below and
list them in Table Il.

1. COMPREHENSIVE AND HOLISTIC

New product development is highly risky and uncertain. It is also multi-dimensional, requiring
different viewpoints and expertise. In order to reduce the risks and uncertainties and to account
for the different viewpoints, firms need to take a holistic view and use as many approaches as
possible in their idea selection process. Otherwise, selecting new product ideas based on one or

two approaches will not answer all the related questions, as each approach looks at a unique
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aspect of the idea selection process. For instance, while technical analysis emphasizes
manufacturability marketing analysis focuses on marketability and yet competitive analysis looks
at the current and potential competition. Although these approaches individually shed some
lights on the uncertain idea selection process the selection decision will be more accurate if it is

based on al these multiple views.

2. FLEXIBLE

New product idea selection is not to be done in isolation, but needs to take into account the rapid
changes in the market environment. Asfirms proceed in the new product development process,
they will gather new information and need to adapt their new product ideas in order to respond to
the changes more effectively. However, if their idea selection approach is very rigid in terms of
timeframes, budgets, criteria and alternatives their ideas may not be relevant by the time they are
fully developed. Instead, they need to be prepared to modify their approaches and criteria and
re-evaluate their new product ideas as soon as there is new information (67). Another important
issue in new product idea selection is that there is a large time gap between the time when the
ideas are selected and the time when they are introduced to the market. Because of this time gap,
a selected idea may not be relevant when it is introduced to the market. In order to better
respond to the new market conditions, firms can also adopt a flexible approach and instead of
selecting the best idea at the beginning they can identify and work on a number of potentially

successful idess, but freeze the concept late in the new product development process (68).

3. DYNAMIC AND CONTINUOUS

Idea selection usually involves a great deal of uncertainty. However, the uncertainty diminishes
as companies proceed in the new product development process and as new information becomes
available. In addition, because of the changes in the market conditions the information available
during the idea selection process might not be relevant when the new product actually enters the
market. Hence, a one-time test may not suffice to take into account all the uncertainties and to
capture the changes in the information along the development process. Instead, firms can adopt
a dynamic approach and repeat testing as new information becomes available. Thiswill reduce

the uncertainties and help them incorporate the new information into the new product decisions
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as early as possible. Consequently, they can either improve their products or discontinue their

development before making further investments into the development (69).

4. USER-FRIENDLY

Numerous survey studies report that not many new product idea selection methods are widely
used by managers because they do not understand them (65, 66). In addition, people involved in
the new product development process may have different backgrounds and may come from
different functional areas. Consequently, they might not have equal understanding of the
methods used. In order to better implement and effectively use an idea selection approach
people need to be familiarized with it (24, 70). Furthermore, the criteria and metrics used in the
approach should be explained to the participants. This can help companiesin two ways. First,
the clarity of metrics can be one of the important factors in successfully integrating different
people such as suppliers into the new product development process (71). Second, the
transparency of the criteria and the metrics can also de-politicize the selection process and thus

can increase people’s involvement in the downstream implementation activities (8).

5. OBJECTIVE

New product practitioners and researchers increasingly believe that the new product
development process including its idea selection phase can be highly political because of the
large amount of resources and responsibilitiesinvolved. In fact, due to pure political reasons,
truly successful new product ideas may be eliminated while the value of potentialy unsuccessful
new product ideas may be inflated (18). Asaresult, the idea selection process and its criteria
should be as objective as possible. In addition, everyone involved in the idea selection process
should perceive the process to be as fair, balanced and objective. Otherwise, it can create strong
animosity among them towards the idea sel ection process and this can hinder their participation

in the process (70).

6. LEARNING-FOCUSED

One of the key new product success factors is to have a clear and specific product definition (43).
Thus, the objective of new product idea selection should go beyond merely selecting the most
profitable idea, but include a learning aspect in order to clarify and specify the product concepts
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and discover ways of improving them. In fact, many software companies use such approaches
and ask their potential users to perfect their new products. In a case study, Bordley (72) asked
several technologists to assess a number of R& D projects. During the process, the assessors
were forced to think about some “ showstoppers.” As aresult, the project teams became aware of
the issues and tackled them early in the process despite the fact that their main objective was to

develop numerical estimates of the value of each R&D projects.

7. IMPLEMENTATION-ORIENTED

Although it is very crucial, new product idea selection is just the beginning of along process.
Most notable, after an ideais selected it needs to be designed, devel oped, manufactured, and
marketed before it reaches the intended buyers. As aresult, firms might face numerous
challenges in this long process and need the support of everyone involved in the process. One
way of securing the support of the relevant partiesis to get them involved in the selection
process. In fact, it was shown that the involvements of the vice presidents of marketing,
manufacturing and R& D of a magjor manufacturer of heating and cooling systems for large
buildings in the selection of new products resulted in better implementation of the selected ideas
(17). In addition, firms can also promote a collective ownership of the new product ideas. When
people feel that ideas belong to them as opposed to a functional department, they will be more
supportive of the ideas, as arecent survey with the members of the Industrial Research Institute
has already shown that people in successful firms viewed new product development as a firm-

wide process rather than owned by a single function such as marketing or R&D (73).

CONCLUSION
New product development is indeed very important for companies competitiveness. At the
same time, it isarisky and uncertain business. As an important part of the new product
development process, new product idea selection can be instrumental for companies to reduce
the risks and uncertainties associated with developing new products. Consequently, researchers
in awide range of disciplines such as decision sciences, engineering, finance, marketing, new
product development, operations management and research, organizational science, R&D and
others have introduced numerous methodologies for selecting new product ideas. Because of the

nature of each discipline, the approaches tend to focus on different aspects of the new product
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idea selection issue. For instance, researchers in the area of operations management focus more
on the new product’s manufacturability whereas scholars in the area of finance focus more on the
product’s financial returns and researchers in the area of decision sciences primarily deal with
the risks associated with the product. In this study, | reviewed new product idea selection
approaches available in these disciplines and integrated them in a framework so that new product
managers can have a big picture view of the new product selection process without getting lost in
the details of hundreds of specific methodologies. | presented the approaches with an emphasis
on their key questions, relevant methodologies, benefits and limitations. | also offered general
guidelines for new product managers to follow in new product idea selection.

It appears that we know alot about new product idea selection and have many related
methodologies and approaches. However, we still need to know much more about it and hope
that future research studies can address them. For example, we need to know more about how to
integrate the different perspectives generated by each approach. In addition, the current
approaches are usually static and offer a“snapshot” view of the selection process. As aresult,
we would like to know more about how to make them more dynamic. Finaly, the approaches
tend to focus on an outcome or decision, but overlook how other key process factors such as the
decision-making styles of new product managers and the organizationa characteristics might

affect the idea selection process. Future studies can investigate the roles of these factors as well.
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Figurel. A summary of new product idea selection approaches
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Tablel. Characteristics of new product idea selection approaches.

CHARACTERISTICS

IDEA
SELECTION
APPROACHES

Brief Description

Typical Questions

Popular Methods

Benefits

Limitations

Technical
Analysis

Thisapproach selects
new products based on
their technical
requirements and the
feasibility of meeting the
requirements.

What are the product
and design
specifications?

Isthere any fit between
the specifications and
the firm’ stechnical
capabilities?

If not, can the
technology be
successfully acquired
and implemented?

- Checklists.
- Scoring methods.

- Environmental
scanning.

- Decision models such
asAHP.

- It can help identify and
solve technical
problems early and
increase the speed of
product development.

- Focusing on technical
issues can improve
product quality and
reliability.

Too much technical
focus can prevent firms
from understanding
their buyers.

It can force firmsto
chooseideasthat arein
line with available
technologies, but
ignore promising
opportunities.

Marketing
Analysis

Thisapproach suggests
that afirm should select a
new product only when it
has the needed
capabilitiesto market it
(e.g., being ableto collect
market information about
it, to distribute the
product, etc.).

What kind of
information is needed
to design, develop and
market the new
product?

What kinds of
marketing strategies
are needed to market it
successfully?

Doesthe firm have the
necessary marketing
competenciesto
collect the needed
information and to
market the new
product?

If not, can the firm
outsource activities?

- Checklists.
- Scoring methods.

- Environmental
scanning.

- Decision models such
asAHP.

- Opinions of the
members of the
distribution channel.
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- Because it emphasizes
the collection and use of
market information, it
can enhance the market
success of new
products.

- |t takes into account the
opinions of the
members of the
distribution channel and
this can increase their
involvement in the new
product devel opment
and their support for
successfully distributing
it in the marketplace.

The information
collected may not be
reliable or useful.

Itignoresinter-
functional conflicts
and assumes that the
information will be
shared in the firm.




Tablel. Continued

CHARACTERISTICS

IDEA Brief Description Typical Questions Popular Methods Benefits Limitations
SELECTION
APPROACHES
According to this What kinds of - Cost and benefit - It iseasy to understand Relying on short-term
approach, new products financial returns can analysis. and justify. financial results may
are selected based on the new product force managers to
their potential financial generate? - Net present value. - It helps companies focuson justifiable
returns. What are the required better control their ideas, but ignore more
financial resources? - Decision analysis. investments and thus promising ideas.
What are the reduce financial risks.
probabilities of - Option pricing. It may not capture
Financial achieving thefinan_cial _ future r@sk_sand
Analysis results angl of meeting | - M athe_mancal uncertainties.
the established budget modeling.
goals? Itisa*“snapshot” of
Arethere any thefinancial benefits
benchmarks with and costs.
regard to the
acceptable financial It assumes that
returns and new accurate financial
product budgets? information is readily
available.
Thisapproach selects What are the - Checklists. - The emphasis on the It will be very difficult
new products based on necessary organizational factors to predict how
the match between firms’ organizational - Scoring tools. can lead to successful successfully
current organizational structures and cultures new products. organizational
structures and cultures for successfully - Prioritization changes can be
and the new product’s designing, developing, processes. - Thisemphasis also implemented.
Or ganizational organizational manufacturing and resultsin positive Thereisatrade-off
requirements. marketing a new - The opinions of operational outcomes between the

Analysis

product?

Do they match with
the existing structures
and cultures?

Can the firm make the
required changes if
thereis no match?

internal and external
experts.

such as higher product

quality, lower unit cost
and faster new product
development.

organizational
considerations and
new product quality
(i.e., organizational
efficiencies do not
alwayslead to high-
quality new products).
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Tablel.

Continued

CHARACTERISTICS

IDEA
SELECTION Brief Description Typical Questions Popular Methods Benefits Limitations
APPROACHES
The main focus of this What arethefirm’s - Internal audits. - Itincreasesthe It can betoo general
approach isthat a new corporate strategies? likelihood that the firm to assess the specific
product should fit into - Checklists. can contribute technical, financial
companies’ overall What are the necessary resources and and marketing merits
business strategy. objectivesof thenew | - Scoring tools. support to the of anew product idea.
product idea? development and launch
Strategic - Prioritization of new products. The gtr_ategi%can be
Analysis Isthere any match processes. too rigid and thus
between the corporate - It can create a synergy selecting new product
strategiesand thenew | - The opinions of among the existing ideas based on their fit
product objectives? internal and external products of the firm and with thefirm’'s
experts. can reduce the chances strategies can be very
If not, can the firm of cannibalism. restrictive.
changeitsstrategies?
This approach takesinto What aretherequired | - Checklists. - It allowsfirmsto It can misguide firms
account firms relationshipsto consider additional torely on
dependence on suppliers design, develop, - Internal audits. resourcesthat are relationships too much
and distributors and manufacture and available dueto the and ignore their
selects new products that market anew product | - Scoringtools. relationships. potential pitfalls.
can be supported by idea?
them. What arethefirm’'s - Prioritization - It gets the partners Too much emphasis
existing relationships processes. involved in the new on relationships can
Relationship in these areas? product devel opment restrict firms' new
Analysis Isthere amatch - Secondary data. process and thus they product ideas to those
between the required can help fix potential that their partnerslike.
and existing - Thelnternet. problems early in the
relationships? development process. It may not
If thereisamismatch, | - Referrals. discriminate new
who are the potential product ideas that
partnersfor the - Interviews. require similar
identified relationships.
rel ationships? - Surveys.
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Tablel.

Continued

CHARACTERISTICS

IDEA
SELECTION Brief Description Typical Questions Popular Methods Benefits Limitations
APPROACHES
This approach considers the What are the - Online and offline - It helps firms better aign Too much emphasison
overall business environmental secondary databases. their new products with the current environment
environment and selects requirements of thenew | _ The gpinions of internal the business environment. can cause firms to focus
new products that arein product idea? and external experts. - It helps firms detect on t_he existing ma(kets,
alignment withit. Whet are the - The opinions of futurists. market trends and develop 2;"[,\/' %:‘;rfe?:vd oping
environmental i new products to capture
Industrial conditions? - zostorll Consligtl ng " the trends. It assumes that the
Analysis s there amatch between roup's m?r grow environment is stable
- and market-share and the future
the requirements and the matrices. ]
environment? environment can be
- Visionary techniques. predicted easily.
If not, can the new
product idea be changed
so asto make it fit with
the environment?
This approach emphasizes What arethe currentand | - Conjoint analysis. - It forcesfirmsto pay It assumes that the
the importance of expected competing - Kano surveys. attention to the product features can
competition and selects new products? ) competitiveissues at the easily be identified and
products that are What are the similarities’ | - Gap analysis. up-front idea selection described.
competitive. dissimilarities between - Benchmarking. stage. It assumes that
the new product idea and - It helps firms identify similarities and
the competing products? unigue and superior dissimilarities can easily
Competitive How important are the product features for better be measured.
Analysis similarities/dissimilaritie product positioning and

s?

Isthe new product
superior?

What are the ways of
reducing similarities and
making the new product
superior?

promotion.
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Tablel.

Continued

CHARACTERISTICS

IDEA
SELECTION Brief Description Typical Questions Popular Methods Benefits Limitations
APPROACHES
This approach compares Arethere any similar - Secondary data - It helps assessthe likely It may be difficult to find
new products to other cases? collection. success of anew product similar cases.
tshmllar (I:mhandtk?el e_cts_l How similar are they? - Primary data collection. idea It assumes that the new
o em only when the smilar CMiff - It helps determine suitable product ideawill have
Similar Case | cesesaresuccessful. ;’r\i)ﬁtﬁaensbriilﬁa?rgsg& in E::S::;Esdd s strategies to achieve that the same market
Analysis terms of market success, ng- success. environment, business
production and strategy and customer
marketing strategies, perception asthe similar
budget and critical case.
success factors?
This approach selects new Who are the target - Buyer surveys. - It provides market Too much emphasison
products based on the customers? - Lead user surveys. predictions. understanding consumer
opinions of customers. What are their opinions - It diagnoses product behavior may overlook
- “Would-be-user” surveys. & p :
about the new product o ) 4 strengths and weaknesses. other market dynamics.
idea under - Conjoint analysis. It assumes that people

Consumer and
Consumption
Analysis

consideration?
Do they intend to buy it?

What do they like and
didlike about the product
idea?

What are the ways of
improving the product?
Which product features
are more important to
them?

What are their needs that
arenot filled by the
product idea under
consideration?

- Gap analysis.
- Multimedia/online
experiments.

- Emphatic methods.
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can clearly articulate
what they need.

It assumes that lead users
can represent average
customers.

It assumes that the
environmental
conditions are stable.




Tablel. Continued

CHARACTERISTICS

IDEA Brief Description Typical Questions Popular Methods Benefits Limitations
SELECTION
APPROACHES

This approach selects new What are the expertise - Face-to-face meetings. - It can help predict the Experts are not always

prqd_ucts based on the areasin asses@ ng the - Anonymoussurvey future suiccess of the new right.

opinions of relevant experts. new _produ_ct i r():lea under questionnaires (e.g., the product ideas. Internal experts can be
consideration’ Delphi technique). - It can provide diagnostic emotionally attached to
Who might have |- Computer-aided or information for i mprovi ng the idea an_d_thus make
expertise in these areas? Internet based anonymous the new product idea. biased decisions whereas
How to select these surveys. - It can fill the information external experts can
people? gap when there is no hard compromise the secrecy

(G of the idea.
Expert What are the experts data to make decisions.
An alysi s opinions with regard to

the probability of
success, likely factors
that might affect this
success and way's of
improving the new
product beforeit is
launched?

How to elicit these
opinions?
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Tablell. Characteristics of an effective new product idea selection process.

Comprehensive and haolistic.
Flexible.

Dynamic and continuous.
User-friendly.

Objective.

L earning-focused.

I mplementation-oriented.
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