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Products of

the future

Product development strategies need to change as the aging
Western population and nascent developing-world middle
class look for value for money, not high-end products

PAUL HODGES INTERNATIONAL ECHEM

he global economy is moving into a

difficult period, as it transitions to the

New Normal. Debt levels are high,

and incomes are under pressure, par-
ticularly for the large numbers of people mov-
ing into retirement.

Cost must be the key criteria when examin-
ing the opportunities for research and innova-
tion. Equally, the money that is available must
be spent wisely. We cannot afford to waste
precious resources in satisfying mere “wants,”
when “needs” are still unmet.

Chapter eight of our free Boom, Gloom and
the New Normal ebook examines the applica-
tion of this philosophy to the four megatrends
that we have identified as being key to the fu-
ture of the chemical industry:

B Improving water availability
B Improving food production
B Increasing life expectancy

B Reducing carbon footprint

It argues that the key need is to be practical.
Companies should focus:

B In the fields of water/food, on reducing the
amount of waste, and the output that is lost
when product is moving to market

B n developing new products and services for
those over 55, on core needs such as food,
water, health, shelter and mobility

B On doing more with less. Carbon footprints
need to be reduced, and products to be made
more affordable.

This philosophy is quite different from that

seen during the 1982—-2007 economic super-
cycle. Then, companies competed for the
middle ground, as we saw in Chapter 7. They
added features, and pursued the concept of
adding value in order to boost profits. Over
time, they focused more and more on the
wealthier parts of the global population, and
became increasingly disinterested in those
outside this privileged group.

Today, however, it is no longer viable to focus
in this way. The Western baby boomers are join-
ing the New Old generation of those aged 55-
plus, and they face the prospect of much lower
incomes as they transition from salaries to pen-
sions. Equally, the rest of the population faces a
world where credit is much less available to
support their desired lifestyles.

Thus, the focus must be on more basic prod-
ucts and services. This is especially true for
those aiming to target sales in the developing
and emerging economies. Incomes in these re-
gions are dramatically lower than those in the
West. It is wishful thinking to imagine they can
somehow replace the demand for added-value
products that is disappearing in the west.

This is not bad news, although it may seem
like it at first. We argue that the opportunities
ahead are enormous. To access these, we pro-
pose anew philosophy for research and prod-
uct development. This starts with megatrends,
and is based on the work done to produce the
UN Millennium Development Goals in 2000.

This means that affordability will become the
key parameter, rather than value in use. What-
ever we produce must be usable by as many
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PRINCIPLES FOR SUCCESSFUL NEW PRODUCT R&D

M Societal value — Provides motivation for fast
adoption among all relevant stakeholders

M Long-term ambition — Products need major
long-term growth potential in order to sus-
tain the required investment

M Upfront investment — Genuine innovation
is essential to meet key needs in currently

underserved or unserved markets

M Local presence — Close contact with poten-
tial customers and partners, to ensure
alignment with real needs

M Value for money — Products requiring long-
term subsidy, or high margins, are unlikely
to be successful
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The gloomy global
economic outlook
means _consumers’”
need to spend wisely

people as possible. The core markets for these
products will be driven by volume, whether we
are talking about potential consumers in the
emerging, developing or developed worlds.

The advantage of this approach is that more
functionality can be added to meet the specif-
ic needs of the middle income groups in the
developing world, and for the middle classes
in the West. Value-in-use thinking can then be
employed when selling the more limited vol-
umes required at the top of the pyramid in the
global luxury sector.

Ford’s launch of its new EcoSport SUV
range of cars in India provides a good example
of how this concept may work in practice.
Ford believes increased affordability is the key
to meeting its goal of boosting global sales vol-
umes by 50% by 2015. It has therefore devel-
oped a new 1 liter version of the Ecosport for
sale in low-cost markets, and will manufacture
itin India. This will complement sales of more
expensive models, which have engine sizes
ranging from 1.6 to 3.5 liter luxury models.

www.icis.com
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Our proposed new philosophy also takes a
wider view of companies’ responsibilities to
the societies in which they operate. As we
have argued in previous chapters, operating
only by reference to financial parameters is no
longer affordable. Instead, we need to adopt
the concept of “shared value” (creating value
for society as well as profits) because, as US
Harvard University economist Michael Porter
has argued, this is the only way to “drive the
next wave of innovation and productivity
growth in the global economy”.

AGRICULTURE DRIVES GROWTH

The use of water for agricultural purposes
highlights the scale of the opportunity. The
US Geological Survey estimates that “almost
60% of all the world’s freshwater withdrawals
go toward irrigation.” Cotton production
alone accounts for more than 3% of all agri-
cultural water use. Traditional cultivation
processes such as field flooding are obvious
targets for reducing water use.

www.icis.com

This challenge has led to the development
of a program organized by the Better Cotton
Initiative and including companies such as
Levi Strauss, to provide technical know-how
to Indian farmers. Over three years, this has
enabled a 32% drop in the use of water and
pesticides. The farmers’ profits are 20% high-
er as a result, thus also helping to stimulate
economic development.

The key is to use drip irrigation systems, es-
sentially plastic veins that can direct water to
each plant’s root system. This not only spreads
water and fertilizer more evenly than traditional
pumping, but also means less water is available
to encourage weed growth around the plants. In
addition, electricity consumption is reduced, as
drip irrigation requires less pumping.

Of course, these techniques are not new
concepts in themselves — in many ways they
go back to principles first established by the
earliest agriculturally based societies. And
cotton is only one of the crops that can benefit
from the techniques that have been devel-
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THE NEW NORMAL

Chapter eight of Boom, Gloom and the New
Normal - How Western Baby Boomers are
Changing Global Chemical Demand
Patterns, Again is now available free to
download at icis.com/NewNormaleBook.
It is co-authored by Paul Hodges, chairman
of International eChem, who writes the
ICIS Chemicals and the Economy blog, and
John Richardson, director, ICIS training
Asia, who writes the Asian Chemical
Connections blog. ICIS and International
eChem have also launched a training
course, aiming at helping companies to
become a winner in the New Normal. Visit
icis.com/newnormalseminars

oped. But it highlights the potential for many
more such innovations that chemical and
polymer companies could help to deliver.

We believe examples such as these can pro-
vide companies with potential ground rules
for success, as summarized in the chart. This
can help to guide research and development-
project selection and portfolio development.
B Societal value is the key factor. This pro-
vides the essential motivation to attract poten-
tial stakeholders and value-chain partners,
and thus drive fast adoption.

B Value for money is also critical. The market
for products that require long-term subsidy, or
high margins to recoup development costs,
will be much smaller than in the past.

B Local market presence is essential. A cen-
tralized organization will almost certainly ei-
ther fail to notice the new opportunity, or re-
gard it as being too small to matter.

B Up-front investment in developing the initial
offering is required. Companies have to be pre-
pared to develop new products and services,
rather than just following a me-too process.

B Long-term ambition is also key. The focus
should not be on “cute technology” prod-
ucts, but on those that have genuine major
growth potential.

Doing more with less is therefore our
motto for future success. The chapter con-
tains, as always, a wide range of practical ex-
amples to help stimulate ideas within your
own business. We are convinced that those
who accept its challenges will benefit for
many years to come. l
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