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IGNITING POSITIVE FEEDBACK: PERFORMANCE VERSUS
COMPATIBILITY

What does it take for a new technology to succeed in the market? How can a new technology get into
a virtuous cycle rather than a vicious one? Philips and Sony certainly managed it when they introduced
compact disks in the early 1980s. Fifteen years later, phonographs and long-playing records (LPs) are
scarce indeed; our children hardly know what they are.

How can you make network externalities work for you to launch a new product or technology? How
can you overcome collective switching costs and build a new network of users? Let there be no doubt:
building your own base of users for a new technology in the face of an established network can be
daunting. There are plenty of failures in consumer electronics alone, not to mention more arcane aress.
Indeed, Sony and Philips have had more than a lttle trouble duplicating their CD feat, They teamed up
to introduce digital audio tape (DAT) in 1987, which offered the sound quality of CD along with the
ability to record music. But DAT bombed, in part because of the delays based on concems about copy
protection.

Philips tried on its own with the digital compact cassette (DCC) in 1992. These cassettes had the
advantage that DCC machines (unlike DAT machines) could play conventional cassettes, making the new
technology backwend compatible. But the sound quality of the DCC offered no big improvement over
conventional CDs. Without a compelling reason to switch, consumers refused to adopt the new
technology. Sony, too, had its own offering around this time, the minidisk. While minidisks are still around
(especially in Japan), this product never really got on the positive feedback curve, either.

There are two basic approaches for dealing with the problem of consumer inertia: the evolution
strategy of compatibility and the revolution strategy of compelling performance. Combinations are
possible, but the key is to understand these two fundamental approaches. These strategies reflect an
underlying tension when the forces of innovation meet up with network externalities: s it better to wipe
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the slate clean and come up with the best product possible (revolution) or to give up some performance
to ensure compatibility and thus ease consumer adoption (evolution)?

Figure 7.4. Performance versus Compatibility
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Figure 74 illustrates the trade-off. You can improve performance at the cost of increasing customer
switching costs, or vice-versa. An outcome of high compatibility with limited performance improvement, in
the upper-left comer of the figure, characterizes the evolution approach. An outcome of little or no
compatibility but sharply superior performance, in the lower-right corner of the figure, characterizes the
revolution approach. Ideally, you would like to have an improved product that is also compatible with the
installed base, but technology is usually not so forgiving, and adapters and emulators are notoriously
buggy. You will inevitably face the trade-off in Figure 7.4.

EVOLUTION: OFFER A MIGRATION PATH

The history of color television in the United States, discussed later in the chapter, teaches us that
compatibility with the installed base of equipment is often critical to the launch of a new generation of
technology. The CBS color system, incompatible with existing black-and-white sets, failed despite FCC
endorsement as the official standard. When compatibility is critical, consumers must be offered a smooth
migration path to a new information technology. Taking little baby steps toward a new technology is a






