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Types of Innovation
Broadly speaking, firms can choose between sustaining and disruptive innovations. A sustaining inno-
vation is targeted toward an existing market and can be either radical or incremental. A radical inno-
vation is a new product or solution associated with products in existing markets. Radical innovations 
do not, however, create new markets. Amazon.com (Seattle, WA) radically changed the way in which 
books are sold. Yet, there was a market for books long before Amazon began selling them. An incre-
mental innovation, by contrast, is an improvement to an already existing product. Like radical inno-
vations, incremental innovations do not create substantially new markets. For example, even though 
fuel-injectors have replaced carburetors in car engines, they did not create an entirely new automobile 
market.

A disruptive innovation is a product or service that takes root initially in simple applications, typ-
ically at the low end of a market. The innovation then gains momentum and moves up to the higher 
end of the market, eventually displacing established competitors. Unlike sustaining innovations, dis-
rupting innovations create new and often unexpected markets because they offer a totally new set of 
value propositions. The digital file-sharing of music is an example of a disruptive innovation. Record 
companies abandoned single records in the 1990s, leaving customers with no way to purchase indi-
vidual songs. This situation led to the development of peer-to-peer, song-sharing technologies that 
were initially free but were later taken over by digital content providers such as Apple’s iTunes store 
and Amazon.com. This disruptive innovation has drastically undermined the sales of more expensive 
CDs. Other examples of disruptive innovations include cellular phones, community colleges, discount 
retailers, and medical clinics in retail stores. These products or services have gained popularity at 
the expense of landline telephones, four-year colleges, full-service department stores, and traditional 
doctors’ offices.10

4.2 How New Products Are Developed
The Product Development Management Association defines new product development (NPD) as “the 
overall process of strategy, organization, concept generation, product and marketing plan creation 
and evaluation, and commercialization of a new product.”11 New product development is part of an 
overall strategic process known as product lifecycle management (PLM). PLM is a strategic, com-
pany-wide business approach that spans all aspects of a product’s life cycle and its supply chain. It 
covers everything from the origination of the concept 
for the product, its design, sourcing of its compo-
nents, testing, manufacturing, delivery, and service to 
improvements to the product based on how customers 
responded to it. PLM integrates people, processes, and 
information throughout the firm and along the supply 
chain. Figure 4.2 is a representation of the of PLM 
process.12

PLM has two uses, and they shouldn’t be confused. 
The additional use is often referred to as product 
life-cycle management and abbreviated as PLCM. 
PLM focuses on managing the engineering aspects of a 
product throughout its useful life. In contrast, PLCM 
is a marketing concept that refers to managing the 
business side of the product during its life cycle, par-
ticularly its costs and sales performance. As an exam-
ple of PLCM, companies may use various tactics to 
increase the sales of a product as they decline, which 
could include promotional campaigns, repackaging 
and redesigning the old product, reducing its price, 
and launching it in new markets. Consider the Toyota 
Qualis, which was originally launched in 1977. The 
Qualis was close to becoming obsolete in 1985 when 
it was redesigned for a third time. Nevertheless, when 
the automobile was launched in India, a new market, 
in 1986, it was a huge success until 2004.

There are several approaches to new product devel-
opment. The two most common are (1) the traditional 

FIGURE 4.2: Product Lifecycle Management
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Sustaining 
innovation: a product 
or service targeted 
toward an existing market 
that can be radical or 
incremental in nature

Disruptive 
innovation: a 
product or service that 
creates new and often 
unexpected markets 
through offering a 
totally new set of value 
propositions

New product 
development 
(NPD): the overall 
process of strategy, 
organization, concept 
generation, product and 
marketing plan creation 
and evaluation, and 
commercialization of a 
new product

Describe the 
approaches 
companies use to 
develop new products.
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