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The best of W. Chan Kim and Renée Mauborgne’s articles on blue ocean strategy, all in one
place.The seminal book Blue Ocean Strategy has sold over 4 million copies globally and is in
print in 46 languages. But much of W. Chan Kim and Renée Mauborgne’s work on creating new
market spaces was originally published in the pages of Harvard Business Review. This book
brings the best of those articles together all in one place.Piece by piece, these articles explain
the process of creating “blue oceans”––uncontested market spaces, untainted by competition.
Kim and Mauborgne introduce tools for exploring and exploiting these markets, such as the
Value Curve, the Strategy Canvas, the Price Corridor of the Mass, and the Business Model
Guide—tools that have come to make up the blue ocean strategy framework. This collection also
features the authors’ latest Harvard Business Review article, “Red Ocean Traps.”Whether or not
you’re familiar with blue ocean strategy, this book will give you a new perspective on this
important framework—and help you implement it in your organization.This volume includes the
articles “Value Innovation: The Strategic Logic of High Growth,” “Fair Process: Managing in the
Knowledge Economy,” “Creating New Maket Space,” “Knowing a Winning Business Idea When
You See One,” “Charting Your Company’s Future,” “Tipping Point Leadership,” “Blue Ocean
Strategy,” “How Strategy Shapes Structure,” “Blue Ocean Leadership,” and “Red Ocean Traps:
The Mental Models That Undermine Market-Creating Strategies.”

PRAISE FOR THE AUTHORS’ BOOK BLUE OCEAN STRATEGY:“Blue Ocean Strategy is the
most successful book on business master-planning in recent years.” ― The Economist<ulA
bestseller across 5 continentsMore than 4 million copies sold worldwideNow in 46 languagesA
Wall Street Journal, BusinessWeek, and Fast Company bestsellerThinkers50 Strategy Award for
Best Business Book of the decadeInducted into the Fast Company Leadership Hall of
FameWinner of the Carl S. Sloane Award for Excellence in Management Consulting--This text
refers to the paperback edition.About the AuthorW. Chan Kim and Renee Mauborgne are
Professors of Strategy at INSEAD and Codirectors of the INSEAD Blue Ocean Strategy Institute.
They are the authors of the New York Times and #1 Wall Street Journal bestseller, BLUE
OCEAN SHIFT and the international bestseller BLUE OCEAN STRATEGY, which is recognized
as one of the most iconic and impactful strategy books ever written. Blue Ocean Strategy has
sold over 4 million copies, is being published in a record-breaking 46 languages, and is a
bestseller across five continents. In 2019, Chan Kim and Renee Mauborgne were named the
world's most influential business thinkers by Thinkers50. They are the recipients of numerous
academic and management awards around the world including the Nobels Colloquia Prize for
Leadership on Business and Economic Thinking, the Carl S. Sloane Award by the Association of
Management Consulting Firms, the Leadership Hall of Fame by Fast Company, and the Eldridge



Haynes Prize by the Academy of International Business, among others. They are Fellows of the
World Economic Forum and the founders of the Blue Ocean Global Network. For more on these
authors and their new book, BLUE OCEAN SHIFT, see blueoceanstrategy.com.--This text refers
to the paperback edition.
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AuthorsIndexIntroductionBLUE OCEAN STRATEGY is one of the most influential business ideas
of our time. The award-winning eponymous book by W. Chan Kim and Renée Mauborgne, first
published in 2005 and reissued in an expanded edition in 2015, has become a global
phenomenon—selling over 3.6 million copies worldwide and available in forty-four languages.
The idea is popular in companies across the globe because it addresses the one challenge that,
irrespective of geography or industry, all managers eventually face: how to create new market
space.But what most managers may not know is that Kim and Mauborgne’s theory, frameworks,
and tools for creating new market space were first published in the pages of Harvard Business
Review as groundbreaking articles that redefined how managers should think about and execute
strategy. Defying the conventional wisdom, these articles challenged the notion of competition
as the focus of strategy. Instead, they argued, head-to-head competition leads to imitation
strategies and shrinks the profit pool. To grow profitably, companies should break free from
competition with rivals by staking out fundamentally new market space. These articles also
rejected the widely accepted idea that strategy is essentially a choice between differentiation
and low cost. One of the central tenets of the blue ocean concept is the simultaneous pursuit of



both differentiation and low cost—that a company’s actions can favorably affect both cost
structure and its value proposition to buyers instead of trading off between them. Taken all
together, these articles formed the basis for what eventually became known as blue ocean
strategy.This volume finally brings those pieces together—along with the Harvard Business
Review articles Kim and Mauborgne published after the book’s debut, which extend the ideas of
blue ocean strategy further. With this book, readers now have the quintessential blue ocean
strategy concepts and tools in their most fundamental form. Presented in the order in which they
were originally published, the articles in this volume provide an unprecedented view into how the
ideas and tools evolved and offer managers a new way to work with the ideas—starting with the
first critical step of changing how your company thinks about strategy to ultimately ensuring that
your blue ocean strategy is a success. Whether or not you’re already familiar with Blue Ocean
Strategy, this collection of articles will give you another perspective on these widely accepted
theory, frameworks, and tools—and help you implement them in your organization.Piece by
piece, these articles delve into the unconventional strategic mindset that defines a blue ocean
strategy and explain the systematic process for changing your company’s strategic focus,
identifying new opportunities, creating a new value curve, building a profitable business model,
and overcoming organizational hurdles. The articles also introduce the analytic tools—the Value
Curve and the Strategy Canvas, the Six Paths Framework, the Four Actions Framework, the
Pioneer-Migrator-Settler Map, the Buyer Utility Map, the Price Corridor of the Mass, and the
Business Model Guide—that companies the world over use to formulate and execute a blue
ocean strategy. Understanding the concepts, processes, and tools in these articles is critical for
strategy teams, organizational leaders, and anyone who is charged with implementing
strategy.Challenge your strategic logic: The first article in the collection introduces the concept
that became the cornerstone of blue ocean strategy. In “Value Innovation: The Strategic Logic of
High Growth,” Kim and Mauborgne find that what separates high-growth companies from the
rest of the pack is how they think about strategy—what questions managers ask, what
opportunities they see and pursue, and how they understand risk. Managers in most companies
focus on matching or beating rivals (the conventional logic of strategy), whereas managers in
high-growth companies seek to create products or services for which there are no direct
competitors. Because the latter group succeeds by creating leaps in value for customers instead
of by benchmarking against the competition, the authors coined the term value innovation to
describe this fundamentally different strategic logic. With examples such as Accor and Virgin
Atlantic, this article introduces two tools for changing the strategic logic of your team: the Value
Curve, which charts a company’s relative performance across its industry’s key success factors,
and the Pioneer-Migrator-Settler Map, which assesses a company’s portfolio of businesses for
growth opportunities.Use a fair process: Distrust and lack of engagement often result when
managers launch major change efforts without inviting employees’ input. But evidence shows
that most people will accept outcomes not wholly in their favor, if they believe the process for
arriving at those outcomes was fair. “Fair Process: Managing in the Knowledge Economy” shows



how a poor process can ruin the outcome of even a good decision and offers three principles—
engagement, explanation, and expectation clarity—that together lead to judgments of fair
process and help companies channel people’s energy and creativity toward organizational
goals.Find uncontested markets: Creating new market space requires a different pattern of
strategic thinking, but managers often don’t know where to start. In “Creating New Market
Space,” Kim and Mauborgne offer a practical way to pursue value innovation by systematically
looking across the conventionally defined boundaries of competition: across substitute
industries, strategic groups, buyer groups, complementary product and service offerings, the
functional-emotional orientation of an industry—and even across time. Introducing the tool now
known as the Six Paths Framework (referring to these six ways for thinking beyond accepted
boundaries), this article shows how to create new market space by reconstructing market
boundaries, using examples such as Home Depot, Intuit, Polo Ralph Lauren, Bloomberg, and
Starbucks. The article also applies the Value Curve tool to chart the way a company or an
industry configures its offerings to customers, and introduces the Eliminate, Reduce, Raise,
Create tool (what has come to be known as the Four Actions Framework) for creating a new
value curve.Identify which idea has real commercial potential: Once a company has identified
potential new market spaces, the challenge for executives is knowing which ones to pursue.
Three tools—the Buyer Utility Map, the Price Corridor of the Mass, and the Business Model
Guide—together offer a systematic way to reduce uncertainty. “Knowing a Winning Business
Idea When You See One” explains how each tool works and illustrates them through several
company examples such as Schwab, Southwest Airlines, and Swatch.Visualize your new
strategy: Introducing the iconic Strategy Canvas tool, an analytic framework that is central to
value innovation and the creation of blue oceans, “Charting Your Company’s Future” shows how
to draw a visual picture of your strategy that’s easy to understand and communicate and
engages people across the organization. The authors demonstrate how to draw a strategy
canvas, using a structured process they call the Four Steps of Visualizing Strategy—visual
awakening, visual exploration, visual strategy fair, and visual communication—and use in-depth
examples of the short-haul airline industry and a European financial services company to
illustrate the process.Overcome the organizational hurdles: With any shift in strategy, especially
toward blue oceans that represent a departure from the status quo, leaders face a number of
hurdles: cognitive, resource-related, motivational, and political (a framework the authors call the
Four Hurdles to Execution). “Tipping Point Leadership” shows how to overcome them all and
bring about rapid, dramatic change—at low cost and while winning employees’ backing.Put it all
together: In “Blue Ocean Strategy,” the first article to unveil the idea and coin the term, Kim and
Mauborgne reveal their Red Ocean vs. Blue Ocean Strategy framework. Bringing together the
research findings, underlying concepts, and unique logic that forms the basis of their theory, Kim
and Mauborgne explain what is and what isn’t a blue ocean strategy and show how to apply blue
ocean strategic moves.Shape your business environment: Building on the underlying differences
between red oceans and blue oceans, this article explains that there are fundamentally two



types of strategy: structuralist strategies that assume the operating environment is a given (a
common red ocean assumption) and reconstructionist strategies that seek to shape the
environment (such as a blue ocean strategy). While the structuralist approach is valuable and
relevant (red oceans will always exist), the reconstructionist approach is more appropriate in
certain economic and industry settings. “How Strategy Shapes Structure” explains how to
choose the right approach and, for whichever strategy you choose, how to align three strategy
propositions: a value proposition that attracts buyers, a profit proposition that enables the
company to make money out of the value proposition, and a people proposition that motivates
those working for or with the company to execute the strategy.Unleash your organization’s talent:
A main cause of employee disengagement is poor leadership. Yet no manager sets out to be a
poor leader. The problem is that many managers lack a clear understanding of what it would
take to bring out the best in everyone and achieve high impact. Leaders can gain this
understanding through an approach Kim and Mauborgne call blue ocean leadership. The article
“Blue Ocean Leadership” uses the core concepts and tools of blue ocean strategy—such as the
Leadership Canvas (an adaptation of the Strategy Canvas) and the Eliminate, Reduce, Raise,
Create Grid—to look at what leaders actually do and at which acts and activities they could do
differently to boost both people’s motivation and business results. Designed to be used at all
levels—top, middle, and frontline—the tools in this article extend the leadership capabilities and
unleash previously unexploited talent and energy in organizations.Ensure that your market-
creating strategy is a success: After analyzing blue ocean successes and failures for more than
a decade, Kim and Mauborgne identified a common factor that seems to consistently undermine
the execution of market-creating strategies—the mental models of the managers involved in
them. In their research, the authors encountered six especially salient assumptions built into
managers’ mental models that effectively keep them anchored in red oceans and prevent them
from entering blue oceans of uncontested market space. “Red Ocean Traps” looks at each trap
in detail and helps managers avoid getting caught in them.Blue ocean strategy is among the
rarest of business ideas in that its significant global impact reaches not only to the everyday
world of managers grappling with how to transform their companies, but also to the academic
world, where it is taught at over eighteen hundred universities worldwide. Because it is grounded
in data, systematic in its approach, and supported by a number of analytical tools and
frameworks, it’s easy to see why academics as well as managers are drawn to it. Yet as powerful
as these systematic ideas and tools are, formulating a blue ocean strategy is ultimately a
creative act. It’s about seeing your world differently and unleashing the creativity of the people in
your organization. What could be more invigorating and rewarding?—The EditorsValue
InnovationThe Strategic Logic of High GrowthAFTER A DECADE OF DOWNSIZING and
increasingly intense competition, profitable growth is a tremendous challenge many companies
face. Why do some companies achieve sustained high growth in both revenues and profits? In a
five-year study of high-growth companies and their less successful competitors, we found that
the answer lay in the way each group approached strategy. The difference in approach was not a



matter of managers choosing one analytical tool or planning model over another. The difference
was in the companies’ fundamental, implicit assumptions about strategy. The less successful
companies took a conventional approach: Their strategic thinking was dominated by the idea of
staying ahead of the competition. In stark contrast, the high-growth companies paid little
attention to matching or beating their rivals. Instead, they sought to make their competitors
irrelevant through a strategic logic we call value innovation.Consider Bert Claeys, a Belgian
company that operates movie theaters. From the 1960s to the 1980s, the movie theater industry
in Belgium was declining steadily. With the spread of videocassette recorders and satellite and
cable television, the average Belgian’s movie going dropped from eight to two times per year. By
the 1980s, many cinema operators (COs) were forced to shut down.The COs that remained in
business found themselves competing head-to-head for a shrinking market. All took similar
actions. They turned cinemas into multiplexes with as many as ten screens, broadened their film
offerings to attract all customer segments, expanded their food and drink services, and
increased showing times.Those attempts to leverage existing assets became irrelevant in 1988,
when Bert Claeys created Kinepolis. Neither an ordinary cinema nor a multiplex, Kinepolis is the
world’s first megaplex, with 25 screens and 7,600 seats. By offering moviegoers a radically
superior experience, Kinepolis won 50% of the market in Brussels in its first year and expanded
the market by about 40%. Today, many Belgians refer not to a night at the movies but to an
evening at Kinepolis.Consider the differences between Kinepolis and other Belgian movie
theaters. The typical Belgian multiplex has small viewing rooms that often have no more than
100 seats, screens that measure seven meters by five meters, and 35-millimeter projection
equipment. Viewing rooms at Kinepolis have up to 700 seats, and there is so much legroom that
viewers do not have to move when someone passes by. Bert Claeys installed oversized seats
with individual armrests and designed a steep slope in the floor to ensure everyone an
unobstructed view. At Kinepolis, screens measure up to 29 meters by ten meters and rest on
their own foundations so that sound vibrations are not transmitted among screens. Many viewing
rooms have 70-millimeter projection equipment and state-of-the-art sound equipment. And Bert
Claeys challenged the industry’s conventional wisdom about the importance of prime, city-
center real estate by locating Kinepolis off the ring road circling Brussels, 15 minutes from
downtown. Patrons park for free in large, well-lit lots. (The company was prepared to lose out on
foot traffic in order to solve a major problem for the majority of moviegoers in Brussels: the
scarcity and high cost of parking.)Bert Claeys can offer this radically superior cinema experience
without increasing ticket prices because the concept of the megaplex results in one of the lowest
cost structures in the industry. The average cost to build a seat at Kinepolis is about 70,000
Belgian francs, less than half the industry’s average in Brussels. Why? The megaplex’s location
outside the city is cheaper; its size gives it economies in purchasing, more leverage with film
distributors, and better overall margins; and with 25 screens served by a central ticketing and
lobby area, Kinepolis achieves economies in personnel and overhead. Furthermore, the
company spends very little on advertising because its value innovation generates a lot of word-



of-mouth praise.Idea in BriefStruggling to stay ahead of your rivals? No need. Instead of trying to
match or beat them on cost or quality, make the other players irrelevant—by staking out new
market space where competitors haven’t ventured.How? Become a value innovator: identify
radical ideas that make quantum leaps in the value you provide customers.Value innovators ask,
“What if we started fresh—and forgot everything we know about our industry’s existing rules and
traditions?” When CNN’s creators asked this question, they replaced the traditional networks’
format with real-time news from around the world, 24 hours a day.Value innovators don’t set out
to build competitive advantage. But their innovative practices lead them to achieve precisely that.
Virgin Atlantic, for example, cut first-class airline service and channeled cost savings into greater
value for business-class passengers: more comfortable seats and free transportation to and
from airports. It attracted not only business-class customers but also full-economy-fare and first-
class passengers of other airlines.Within its supposedly unattractive industry, Kinepolis has
achieved spectacular growth and profits. Belgian moviegoers now attend the cinema more
frequently because of Kinepolis, and people who never went to the movies have been drawn into
the market. Instead of battling competitors over targeted segments of the market, Bert Claeys
made the competition irrelevant. (See the exhibit “How Kinepolis achieves profitable
growth.”)How Kinepolis achieves profitable growthWhy did other Belgian COs fail to seize that
opportunity? Like the others, Bert Claeys was an incumbent with sunk investments: a network of
cinemas across Belgium. In fact, Kinepolis would have represented a smaller investment for
some COs than it did for Bert Claeys. Most COs were thinking—implicitly or explicitly—along
these lines: The industry is shrinking, so we should not make major investments—especially in
fixed assets. But we can improve our performance by outdoing our rivals on each of the key
dimensions of competition. We must have better films, better services, and better
marketing.Idea in PracticeTo become a value innovator, consider the following strategies, as
exemplified by French hotelier Accor:Assume that you can shape your industry’s conditions. In
the mid-1980s, the budget hotel industry in France had two markets: inexpensive hotels that had
poor beds and noise, and pricier hotels that provided upscale amenities and a decent night’s
sleep. Accor redefined the industry by providing inexpensive and superior accommodations to
cost-conscious travelers.Focus on what the majority of your buyers value. Accor identified what
customers of all budget hotels wanted: a good night’s sleep for a low price.Consider how you
might change your offering to capture the market you’ve identified. Eliminate features that offer
no value for customers—or that detract from value. Simplify products or services that have been
overdesigned in the race to match or beat rivals. Further improve high-value features so that
customers no longer have to make compromises. And create new features that your industry has
never offered.Example: Accor created an entirely new hotel concept: its Formule 1 line of budget
hotels. The company eliminated costly restaurants and lounges, reckoning that target customers
could do without them. It reduced other features; for example, providing receptionists only during
peak check-in and check-out hours, and replacing closets and dressers with a few shelves and
a pole for clothing. And it improved several features—for instance, providing good sound



insulation by building rooms with low-cost modular blocks.Bert Claeys followed a different
strategic logic. The company set out to make its cinema experience not better than that at
competitors’ theaters but completely different—and irresistible. The company thought as if it
were a new entrant into the market. It sought to reach the mass of moviegoers by focusing on
widely shared needs. In order to give most moviegoers a package they would value highly, the
company put aside conventional thinking about what a theater is supposed to look like. And it
did that while reducing its costs. That’s the logic behind value innovation.Conventional Logic
versus Value InnovationConventional strategic logic and the logic of value innovation differ along
the five basic dimensions of strategy. Those differences determine which questions managers
ask, what opportunities they see and pursue, and how they understand risk. (See the exhibit
“Two strategic logics.”)Two strategic logicsIndustry assumptionsMany companies take their
industries’ conditions as given and set strategy accordingly. Value innovators don’t. No matter
how the rest of the industry is faring, value innovators look for blockbuster ideas and quantum
leaps in value. Had Bert Claeys, for example, taken its industry’s conditions as given, it would
never have created a megaplex. The company would have followed the endgame strategy of
milking its business or the zero-sum strategy of competing for share in a shrinking market.
Instead, through Kinepolis, the company transcended the industry’s conditions.Researching the
Roots of High GrowthDURING THE PAST FIVE YEARS, we have studied more than 30
companies around the world in approximately 30 industries. We looked at companies with high
growth in both revenues and profits and companies with less successful performance records. In
an effort to explain the difference in performance between the two groups of companies, we
interviewed hundreds of managers, analysts, and researchers. We built strategic, organizational,
and performance profiles. We looked for industry or organizational patterns. And we compared
the two groups of companies along dimensions that are often thought to be related to a
company’s potential for growth. Did private companies grow more quickly than public ones?
What was the impact on companies of the overall growth of their industry? Did entrepreneurial
start-ups have an edge over established incumbents? Were companies led by creative, young
radicals likely to grow faster than those run by older managers?We found that none of those
factors mattered in a systematic way. High growth was achieved by both small and large
organizations, by companies in high-tech and low-tech industries, by new entrants and
incumbents, by private and public companies, and by companies from various countries.What
did matter—consistently—was the way managers in the two groups of companies thought about
strategy. In interviewing the managers, we asked them to describe their strategic moves and the
thinking behind them. Thus we came to understand their views on each of the five textbook
dimensions of strategy: industry assumptions, strategic focus, customers, assets and
capabilities, and product and service offerings. We were struck by what emerged from our
content analysis of those interviews. The managers of the high-growth companies—irrespective
of their industry—all described what we have come to call the logic of value innovation. The
managers of the less successful companies all thought along conventional strategic



lines.Intrigued by that finding, we went on to test whether the managers of the high-growth
companies applied their strategic thinking to business initiatives in the marketplace. We found
that they did.Furthermore, in studying the business launches of about 100 companies, we were
able to quantify the impact of value innovation on a company’s growth in both revenues and
profits. Although 86% of the launches were line extensions—that is, incremental improvements—
they accounted for 62% of total revenues and only 39% of total profits. The remaining 14% of the
launches—the true value innovations—generated 38% of total revenues and a whopping 61% of
total profits.Strategic focusMany organizations let competitors set the parameters of their
strategic thinking. They compare their strengths and weaknesses with those of their rivals and
focus on building advantages. Consider this example. For years, the major U.S. television
networks used the same format for news programming. All aired shows in the same time slot and
competed on their analysis of events, the professionalism with which they delivered the news,
and the popularity of their anchors. In 1980, CNN came on the scene with a focus on creating a
quantum leap in value, not on competing with the networks. CNN replaced the networks’ format
with real-time news from around the world, 24 hours a day. CNN not only emerged as the leader
in global news broadcasting—and created new demand around the globe—but also was able to
produce 24 hours of real-time news for one-fifth the cost of one hour of network
news.Conventional logic leads companies to compete at the margin for incremental share. The
logic of value innovation starts with an ambition to dominate the market by offering a tremendous
leap in value. Value innovators never say, Here’s what competitors are doing; let’s do this in
response. They monitor competitors but do not use them as benchmarks. Hasso Plattner, vice
chairman of SAP, the global leader in business application software, puts it this way: “I’m not
interested in whether we are better than the competition. The real test is, will most buyers still
seek out our products even if we don’t market them?”Because value innovators don’t focus on
competing, they can distinguish the factors that deliver superior value from all the factors the
industry competes on. They do not expend their resources to offer certain product and service
features just because that is what their rivals are doing. CNN, for example, decided not to
compete with the networks in the race to get big-name anchors. Companies that follow the logic
of value innovation free up their resources to identify and deliver completely new sources of
value. Ironically, even though value innovators do not set out to build advantages over the
competition, they often end up achieving the greatest competitive advantages.CustomersMany
companies seek growth through retaining and expanding their customer bases. This often leads
to finer segmentation and greater customization of offerings to meet specialized needs. Value
innovation follows a different logic. Instead of focusing on the differences between customers,
value innovators build on the powerful commonalities in the features that customers value. In the
words of a senior executive at the French hotelier Accor, “We focus on what unites customers.
Customers’ differences often prevent you from seeing what’s most important.” Value innovators
believe that most people will put their differences aside if they are offered a considerable
increase in value. Those companies shoot for the core of the market, even if it means losing



some of their customers.Assets and capabilitiesMany companies view business opportunities
through the lens of their existing assets and capabilities. They ask, Given what we have, what is
the best we can do? In contrast, value innovators ask, What if we start anew? That is the
question the British company Virgin Group put to itself in the late 1980s. The company had a
sizable chain of small music stores across the United Kingdom when it came up with the idea of
music and entertainment megastores, which would offer customers a tremendous leap in value.
Seeing that its small stores could not be leveraged to seize that opportunity, the company
decided to sell off the entire chain. As one of Virgin’s executives puts it, “We don’t let what we
can do today condition our view of what it takes to win tomorrow. We take a clean slate
approach.”This is not to say that value innovators never leverage their existing assets and
capabilities; they often do. But, more important, they assess business opportunities without
being biased or constrained by where they are at a given moment. For that reason, value
innovators not only have more insight into where value for buyers resides—and how it is
changing—but also are much more likely to act on that insight.Product and service
offeringsConventional competition takes place within clearly established boundaries defined by
the products and services the industry traditionally offers. Value innovators often cross those
boundaries. They think in terms of the total solution buyers seek, and they try to overcome the
chief compromises their industry forces customers to make—as Bert Claeys did by providing
free parking. A senior executive at Compaq Computer describes the approach: “We continually
ask where our products and services fit in the total chain of buyers’ solutions. We seek to solve
buyers’ major problems across the entire chain, even if that takes us into a new business. We
are not limited by the industry’s definition of what we should and should not do.”Creating a New
Value CurveHow does the logic of value innovation translate into a company’s offerings in the
marketplace? Consider the case of Accor. In the mid-1980s, the budget hotel industry in France
was suffering from stagnation and overcapacity. Accor’s cochairmen, Paul Dubrule and Gérard
Pélisson, challenged the company’s managers to create a major leap in value for customers.
The managers were urged to forget everything they knew about the existing rules, practices, and
traditions of the industry. They were asked what they would do if Accor were starting fresh.In
1985, when Accor launched Formule 1, a line of budget hotels, there were two distinct market
segments in the industry. One segment consisted of no-star and one-star hotels, whose average
price per room was between 60 and 90 French francs. Customers came to those hotels just for
the low price. The other segment was two-star hotels, with an average price of 200 Fr per room.
Those more expensive hotels attracted customers by offering a better sleeping environment
than the no-star and one-star hotels. People had come to expect that they would get what they
paid for: Either they would pay more and get a decent night’s sleep, or they would pay less and
put up with poor beds and noise.Accor’s managers began by identifying what customers of all
budget hotels—no star, one star, and two star—wanted: a good night’s sleep for a low price.
Focusing on those widely shared needs, Accor’s managers saw an opportunity to overcome the
chief compromise that the industry forced customers to make. They asked themselves the



following four questions: Which of the factors that our industry takes for granted should be
eliminated? Which factors should be reduced well below the industry’s standard? Which factors
should be raised well above the industry’s standard? Which factors should be created that the
industry has never offered?The first question forces managers to consider whether the factors
that companies compete on actually deliver value to consumers. Often those factors are taken
for granted, even though they have no value or even detract from value. Sometimes what buyers
value changes fundamentally, but companies that are focused on benchmarking one another do
not act on—or even perceive—the change. The second question forces managers to determine
whether products and services have been overdesigned in the race to match and beat the
competition. The third question pushes managers to uncover and eliminate the compromises
their industry forces customers to make. The fourth question helps managers break out of the
industry’s established boundaries to discover entirely new sources of value for consumers.In
answering the questions, Accor came up with a new concept for a hotel, which led to the launch
of Formule 1. First, the company eliminated such standard hotel features as costly restaurants
and appealing lounges. Accor reckoned that even though it might lose some customers, most
people would do without those features.Accor’s managers believed that budget hotels were
overserving customers along other dimensions as well. On those, Formule 1 offers less than
many no-star hotels do. For example, receptionists are on hand only during peak check-in and
checkout hours. At all other times, customers use an automated teller. Rooms at a Formule 1
hotel are small and equipped only with a bed and the bare necessities—no stationery, desks, or
decorations. Instead of closets and dressers, there are a few shelves and a pole for clothing in
one corner of the room. The rooms themselves are modular blocks manufactured in a factory, a
method that results in economies of scale in production, high quality control, and good sound
insulation.Formule 1 gives Accor considerable cost advantages. The company cut in half the
average cost of building a room, and its staff costs dropped from between 25% and 35% of sales
—the industry average—to between 20% and 23%. Those cost savings have allowed Accor to
improve the features customers value most to levels beyond those of the average French two-
star hotel, but the price is only marginally above that of one-star hotels.Customers have
rewarded Accor for its value innovation. The company has not only captured the mass of French
budget hotel customers but also expanded the market. From truck drivers who previously slept
in their vehicles to businesspeople needing a few hours of rest, new customers have been
drawn to the budget category. Formule 1 made the competition irrelevant. At last count, Formule
1’s market share in France was greater than the sum of the five next largest players.The extent of
Accor’s departure from the standard thinking of its industry can be seen in what we call a value
curve—a graphic depiction of a company’s relative performance across its industry’s key
success factors. (See the exhibit “Formule 1’s value curve.”) According to the conventional logic
of competition, an industry’s value curve follows one basic shape. Rivals try to improve value by
offering a little more for a little less, but most don’t challenge the shape of the curve.Formule 1’s
value curveFormule 1 offers unprecedented value to the mass of budget hotel customers in



France by giving them much more of what they need most and much less of what they are willing
to do without.Like Accor, all the high-performing companies we studied created fundamentally
new and superior value curves. They achieved that through a combination of eliminating
features, creating features, and reducing and raising features to levels unprecedented in their
industries. Take, for example, SAP, which was started in the early 1970s by five former IBM
employees in Walldorf, Germany, and became the worldwide industry leader. Until the 1980s,
business application software makers focused on subsegmenting the market and customizing
their offerings to meet buyers’ functional needs, such as production management, logistics,
human resources, and payroll.While most software companies were focusing on improving the
performance of particular application products, SAP took aim at the mass of buyers. Instead of
competing on customers’ differences, SAP sought out commonalities in what customers value.
The company correctly hypothesized that for most customers, the performance advantages of
highly customized, individual software modules had been overestimated. Such modules forfeited
the efficiency and information advantages of an integrated system, which allows real-time data
exchange across a company.In 1979, SAP launched R/2, a line of real-time, integrated business
application software for mainframe computers. R/2 has no restriction on the platform of the host
hardware; buyers can capitalize on the best hardware available and reduce their maintenance
costs dramatically. Most important, R/2 leads to huge gains in accuracy and efficiency because
a company needs to enter its data only once. And R/2 improves the flow of information. A sales
manager, for example, can find out when a product will be delivered and why it is late by cross-
referencing the production database. SAP’s growth and profits have exceeded its industry’s. In
1992, SAP achieved a new value innovation with R/3, a line of software for the client-server
market.The Trap of Competing, the Necessity of RepeatingWhat happens once a company has
created a new value curve? Sooner or later, the competition tries to imitate it. In many industries,
value innovators do not face a credible challenge for many years, but in others, rivals appear
more quickly. Eventually, however, a value innovator will find its growth and profits under attack.
Too often, in an attempt to defend its hard-earned customer base, the company launches
offenses. But the imitators often persist, and the value innovator—despite its best intentions—
may end up in a race to beat the competition. Obsessed with hanging on to market share, the
company may fall into the trap of conventional strategic logic. If the company doesn’t find its way
out of the trap, the basic shape of its value curve will begin to look just like those of its
rivals.Consider this example. When Compaq Computer launched its first personal computer in
1983, most PC buyers were sophisticated corporate users and technology enthusiasts. IBM had
defined the industry’s value curve. Compaq’s first offering—the first IBM-compatible PC—
represented a completely new value curve. Compaq’s product not only was technologically
superb but also was priced roughly 15% below IBM’s. Within three years of its launch, Compaq
joined the Fortune 500. No other company had ever achieved that status as quickly.How did IBM
respond? It tried to match and beat Compaq’s value curve. And Compaq, determined to defend
itself, became focused on beating IBM. But while IBM and Compaq were battling over feature



enhancements, most buyers were becoming more sensitive to price. User-friendliness was
becoming more important to customers than the latest technology. Compaq’s focus on
competing with IBM led the company to produce a line of PCs that were overengineered and
overpriced for most buyers. When IBM walked off the cliff in the late 1980s, Compaq was
following close behind.Could Compaq have foreseen the need to create another value
innovation rather than go head-to-head against IBM? If Compaq had monitored the industry’s
value curves, it would have realized that by the mid- to late 1980s, IBM’s and other PC makers’
value curves were converging with its own. And by the late 1980s, the curves were nearly
identical. That should have been the signal to Compaq that it was time for another quantum
leap.Monitoring value curves may also keep a company from pursuing innovation when there is
still a huge profit stream to be collected from its current offering. In some rapidly emerging
industries, companies must innovate frequently. In many other industries, companies can
harvest their successes for a long time; a radically different value curve is difficult for incumbents
to imitate, and the volume advantages that come with value innovation make imitation costly.
Kinepolis, Formule 1, and CNN, for example, have enjoyed uncontested dominance for a long
time. CNN’s value innovation was not challenged for almost ten years. Yet we have seen
companies pursue novelty for novelty’s sake, driven by internal pressures to leverage unique
competencies or to apply the latest technology. Value innovation is about offering
unprecedented value, not technology or competencies. It is not the same as being first to
market.When a company’s value curve is fundamentally different from that of the rest of the
industry—and the difference is valued by most customers—managers should resist innovation.
Instead, companies should embark on geographic expansion and operational improvements to
achieve maximum economies of scale and market coverage. That approach discourages
imitation and allows companies to tap the potential of their current value innovation. Bert Claeys,
for example, has been rapidly rolling out and improving its Kinepolis concept with Metropolis, a
megaplex in Antwerp, and with megaplexes in many countries in Europe and Asia. And Accor
has already built more than 300 Formule 1 hotels across Europe, Africa, and Australia. The
company is now targeting Asia.The Three PlatformsThe companies we studied that were most
successful at repeating value innovation were those that took advantage of all three platforms on
which value innovation can take place: product, service, and delivery. The precise meaning of
the three platforms varies across industries and companies, but in general, the product platform
is the physical product; the service platform is support such as maintenance, customer service,
warranties, and training for distributors and retailers; and the delivery platform includes logistics
and the channel used to deliver the product to customers.Too often, managers trying to create a
value innovation focus on the product platform and ignore the other two elements. Over time,
that approach is not likely to yield many opportunities for repeated value innovation. As
customers and technologies change, each platform presents new possibilities. Just as good
farmers rotate their crops, good value innovators rotate their value platforms. (See the sidebar
“Virgin Atlantic: Flying in the Face of Conventional Logic.”)Virgin Atlantic: Flying in the Face of



Conventional LogicWHEN VIRGIN ATLANTIC AIRWAYS CHALLENGED its industry’s
conventional logic by eliminating first-class service in 1984, the airline was simply following the
logic of value innovation. Most of the industry’s profitable revenue came from business class, not
first class. And first class was a big cost generator. Virgin spotted an opportunity. The airline
decided to channel the cost it would save by cutting first-class service into value innovation for
business-class passengers.First, Virgin introduced large, reclining sleeper seats, raising seat
comfort in business class well above the industry’s standard. Second, Virgin offered free
transportation to and from the airport—initially in chauffeured limousines and later in specially
designed motorcycles called LimoBikes—to speed business-class passengers through snarled
city traffic.With those innovations, which were on the product and service platforms, Virgin
attracted not only a large share of the industry’s business-class customers but also some full
economy fare and first-class passengers of other airlines. Virgin’s value innovation separated the
company from the pack for many years, but the competition did not stand still. As the value
curves of some other airlines began converging with Virgin’s value curve, the company went for
another leap in value, this time from the service platform.Virgin observed that most business-
class passengers want to use their time productively before and between flights and that, after
long-haul flights, they want to freshen up and change their wrinkled clothes before going to
meetings. The airline designed lounges where passengers can take showers, have their clothes
pressed, enjoy massages, and use state-of-the-art office equipment. The service allows busy
executives to make good use of their time and go directly to meetings without first stopping at
their hotels—a tremendous value for customers that generates high volume for Virgin. The
airline has one of the highest sales per employee in the industry, and its costs per passenger
mile are among the lowest. The economics of value innovation create a positive and reinforcing
cycle.When Virgin first challenged the industry’s assumptions, its ideas were met with a great
deal of skepticism. After all, conventional wisdom says that in order to grow, a company must
embrace more, not fewer, market segments. But Virgin deliberately walked away from the
revenue generated by first-class passengers. And it further rejected conventional wisdom by
conceiving of its business in terms of customer solutions, even if that took the company well
beyond an airline’s traditional offerings. Virgin has applied the logic of value innovation not just to
the airline industry but also to insurance, music, and entertainment retailing. The company has
always done more than leverage its existing assets and capabilities. It has been a consistent
value innovator.The story of Compaq’s server business, which was part of the company’s
successful comeback, illustrates how the three platforms can be used alternately over time to
create new value curves. (See the exhibit “How Has Compaq Stayed on Top of the Server
Industry?”) In late 1989, Compaq introduced its first server, the SystemPro, which was designed
to run five network operating systems—SCO UNIX, OS/2, Vines, NetWare, and DOS—and
many application programs. Like the System-Pro, most servers could handle many operating
systems and application programs. Compaq observed, however, that the majority of customers
used only a small fraction of a server’s capacity. After identifying the needs that cut across the



mass of users, Compaq decided to build a radically simplified server that would be optimized to
run NetWare and file and print only. Launched in 1992, the ProSignia was a value innovation on
the product platform. The new server gave buyers twice the SystemPro’s file-and-print
performance at one-third the price. Compaq achieved that value innovation mainly by reducing
general application compatibility—a reduction that translated into much lower manufacturing
costs.
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Rob Kirk, “Very digestible and informative reading. This is a great collection of some amazing
articles. I found the articles informative and educational, although some are getting dated with
the examples of the companies they are examining. I would still recommend this book to any
student of business.”

Roger, “Five Stars. A critically helpful guide to the success of a business in this noisy global
competitive world of business.”

AAL, “I like it most is the smaller size and condensed version .... This book is the three times I
bought for my team to read. It is a book most entrepreneurs should read. I like it most is the
smaller size and condensed version of the original one.”

Yang WEI LI, “It's amazing. this book gives us a way to find out the blue ocean, it's amazing.”

cpim, “Great Blue Ocean product. Excellent!”

sanjeev kumar garg, “Mind blowing!!!. It is a mind blowing book. Great because it is relevant for
any & every business. Must read for entrepreneurs.”
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