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1. Introduction


1.1 Setting the scene


Traditional strategic concepts and approaches, developed and deployed over previous decades, mainly center around how to act in competitive markets. Companies focus on understanding industry structure, identifying ways to position themselves against other market players, and determining how to attain a larger share of the existing market. This implies a structuralist view of strategy, assuming that the operating environment is a given. Conventional strategy is also characterized by the traditional way of achieving organizational performance through intense competition in current markets, exploiting existing demand, making a value or cost trade-off, and aligning a company’s functional processes with its strategic choice of low-cost or differentiation. These strategies – also known as Red Ocean Strategies – while not inherently wrong, are approaches that nearly every company uses. No company can stand out unless it finds a way that provides a wide-open blue ocean ahead.


In today’s world, with global trends, such as value chain disintermediation and disruption, distributed ledger technology, generational shifts, etc., unfolding at lightning speed and challenging conventional business models across all industries, innovative and creative solutions that offer superior value for customers are more relevant than ever. With the increasing competition, traditional red oceans have become even redder (“bloody”), urging companies to search for blue oceans instead.


Blue oceans represent new and undiscovered markets and opportunities with novel value creation opportunities, new customer bases, and no competition. New demand is created, growth is profitable and rapid, competition is irrelevant, and the rules of the game are not set. This is the optimal solution. However, even if this best-case theoretical scenario is almost unattainable, achieving a significant part of this optimum is worth pursuing as the potential first-mover profit would still likely be relatively large.1


Blue ocean strategy (BOS) offerings use a framework for creating uncontested market space and changing the emphasis from current competition to creating innovative value and new demand, thus taking on a more reconstructionist approach. To obtain relief from being trapped in old markets, managers must focus on attracting new customers, understanding market creation, moving away from the premium versus low-cost strategy dilemma, and worrying less about segmentation.2 BOS differs from traditional strategy in several key ways as follows:




	In BOS, competition is not at the center of companies’ strategic thinking. Instead, the focus is on the customers and particularly the non-customers, as well as the respective actions needed to provide them with a leap in value that renders competition irrelevant.


	Industry structure is seen not as a constant but as changeable. With a fixed structure, companies typically begin strategy definition processes with conventional industry analysis (SWOT, five-forces, STEP, etc.). This leads to a zero-sum game, where one party’s success comes at the expense of another since the market size remains constant. In creating a new market space, BOS seeks to expand market boundaries to create a larger-than-zero-sum game.


	Strategic creativity can be unleashed in a systematical and structured way. K & M’s research revealed common strategic patterns behind the creation of successful BOS. This enabled them to develop analytical frameworks, tools, and methods – such as the strategy canvas, the four actions framework, and the six paths framework – that support structuring formerly unstructured problems.





Figure 1 compares both strategy concepts.





	Red ocean Strategy

	Blue Ocean Strategy





	Compete in existing market space

	Create uncontested market space





	Beat the competition

	Make the competition irrelevant





	Exploit existing demand

	Create and capture new demand





	Make the value-cost trade-off

	Break the value-cost trade-off





	Align all the firm’s activities with its


strategic choice of differentiation or low cost

	Align all the firm’s activities with the


pursuit of differentiation and low cost







Figure 1: Conventional red ocean strategy vs. blue ocean strategy


1.2 Purpose of this book


Various literatures regarding the use of BOS in the banking industry exist, not to mention the much larger body of work covering other industries. Banking-related works include practical examples, case studies, scientific papers, framework descriptions, etc. In terms of scope, the banking industry has been covered comprehensively, with particular emphasis on the retail and commercial sectors. The core regional areas explored comprise the US, Europe, parts of South East Asia (e.g., Malaysia and Singapore), India, as well as several countries in the Middle East, and Africa. The BOS approaches described mostly focus on either specific banking products or services (e.g., treasury or securities) or underlying technologies (e.g., distributed ledger, mobile solutions).


This might raise the question of “why publish another book on BOS after numerous materials have already been written and even more are yet to come?” The answer is that private banks in developed markets currently operate in a red ocean environment and thus face major challenges; however, a tailored BOS approach to these challenges has not yet been fully explored. Thus, this book can help in closing this gap by offering the following insights and benefits:




	
Comprehensive theoretical application of the BOS approach (explaining and deploying all relevant original frameworks, tools, and techniques as well as developing additional overviews, frameworks, and checks)


	A complete and consistent run-through of the entire strategy formulation process


	Usage of an adjusted and tailored framework to evaluate and build an actionable BOS blueprint


	Formulation of a concrete BOS for a sample private bank, including the creation of a distinct (operating) business model


	Creation of a business case to detail commercial viability of the new BOS under explicit assumptions


	Development of a generic implementation roadmap and timeline


	Provision of “food for thought” for practitioners





1.3 Kim & Mauborgne’s book, Blue Ocean Strategy (2015), as the basis – selective deviations and additions


This work is based on the book “Blue Ocean Strategy” by W. Kim and R. Mauborgne, published in 2015.3 Therefore, respective quotations have been purposely refrained from for the sake of easier readability.4 Situational adjustments or deviations have been made if deemed relevant and valuable. Some examples:




	Reversed the order between the original Principle 2 “Focus on the Big Picture, Not the Numbers” and Principle 1 “Reconstruct Market Boundaries.” The main reason for this swap was the opportunity to start with an overview, which is used as a structural framework for the strategy formulation process (Chapter 2.2 of this book).


	
In this book, the six paths framework was not used to derive one particular BOS business model (as described in the various examples of the original book), but rather to identify and obtain the potential benefits and value dimensions, which were then used to adjust the status quo strategy canvas and develop a new BOS canvas.


	Added a new section (5.3 “Bringing it all together: New operational setup of the BOS private bank”) to present a comprehensive overview of the new operating model used to implement the BOS in private banking.


	Integrated the section on combined business model frameworks (BOS and the Business Model Canvas by Osterwalder/Pigneur (Chapter 5.3.2)).


	Replaced execution (Chapter 3 in original book) with a high-level implementation roadmap as well as a business case for a new BOS private bank (Chapter 5.4).


	PMS (pioneer-migrator-settler matrix) was excluded since no multi-business companies were examined.


	Conceptual note: Other than being stipulated by K & M as a characteristic of a red ocean environment, the global private banking market is not shrinking (albeit developed markets are facing difficulties) but growing, although at a slower pace and with different growth rates depending on the region.5 However, as the market is exposed to several game-changing trends leading to real threats, it is very well suited for analysis using the BOS framework.




OEBPS/Images/cover.jpg
BUSINESS MODEL
TO WIN






