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INTRODUCTION

In 1995 I, along with a band of young colleagues, founded a new company,
Strategos. Our goal was not to build just another consulting company—
+hat was simply a means to an end. Instead, we wanted to test a hypoth-
esis: that with effort and persistence, large, bureaucratic organizations
could become as good at game-changing innovation as they were at dis-

ciplined execution. My partners and I were not naive. We knew that it
might take us a decade or more to develop the materials, tools, metrics,
processes, and IT systems that would allow our clients to embed the
DNA of innovation deep within their management systems and organi-
zational cultures. We knew we would struggle to find corporate part-
ners who were willing to venture out beyond the boundaries of best
practice and tackle the challenge of making innovation an everywhere,
all-the-time capability. We knew we would have to address deep ques-
tions: why, for example, can some prescient folks spot new and uncon-
ventional opportunities while so many others seem unable to see beyond

the status quo? On the other hand, we knew we were not alone in our
quest. We would be able to learn much from the many managers and

scholars who were equally committed to unleashing the power of human
imagination at work.

As we set out, we looked to the work of W. Edwards Deming and the
apostles of Total Quality Management (TQM) for inspiration. Prior to
their pioneering work, the responsibility for quality was narrowly fo-
cused in most companies, the preserve of highly trained quality inspec-
tors. These individuals were paid to weed out defective products at the

end of the production line. Hence, if you had visited a typical manufac-
turing company in the decades before TQM, you would have found that
quality was not rigorously measured, not designed into products from
the get-go, not built into manufacturing systems and protocols, not a

significant factor in management compensation, and, most definitely
?
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CHAPTER 1

The New Innovation Challenge

MAGINE IF EVERY PERSON in your firm came to work every day
believing their i1deas could influence the destiny of the company.

Imagine if every corner of your organization was pulsing—at all
times—with radical, rule-breaking concepts for new products, services,
strategies, and businesses, providing you with a continual flow of inno-

vations with which to delight your customers, confound your competi-
tors, and richly reward your shareholders.

Imagine you could go online 24/7 and get a comprehensive, real-
time window on your company'’s global innovation activities—a dash-
board that showed you how many ideas were being produced, which
parts of the world they were coming from, how fast they were progress-
ing through the pipeline, when they were going to be commercialized

and what their future financial value was expected to be.

Imagine if every single one of your employees, at every level and in
every location, had been trained in the principles, skills, and tools of in-
novation—greatly enhancing their ability to discover new insights

spot unexploited opportunities, and generate novel business ideas.

Imagine, too, that your company had a worldwide innovation infra-
Structure where those people could quickly find the cash, the talent,

and the management support they needed to turn their ideas ; INtO mar-
ket success stories.




CHAPTER 2

Creating the Preconditions
for Innovation

HERE DOES INNOVATION actually come from? How do you
generate an idea that is so radical—so compelling—that it fun-
damentally alters customer expectations, or reinvents the cost
structure in your industry, or redefines the basis for competition in a

way that devalues the skills and assets of your rivals?
Even after all these years, the innovation process that either con-

sciously or subconsciously leads to such breakthroughs is little under-
stood. To be sure, we have lots of ways to evaluate an idea or a business
strategy once it’s already there. We can use a whole set of criteria to as-
sess whether it’s worth investing in or not—for example, we can ask
whether it is likely to deliver above-average profits, or create a sustain-
able competitive advantage, or satisfy customers in new ways. But these
measures, useful as they are, will only help us determine whether an 1n-
novative idea is likely to go somewhere; they won't tell us where 1t

came from in the first place.

While most corporate leaders view the innovation imperative with ur-
gency, many companies are having a difficult struggle creating and fos-
tering the cultural and constitutional conditions that serve as catalysts for

21



CHAPTER 3

Building a Foundatigy of
Novel Strategic Insights

TEVE JOBS. RICHARD BRANSON. Bill Gates. James Dyson.
Michael Dell. Brilliant innovators and entrepreneurs all. These

W are individuals for whom, it seems, innovation and wealth cre-
' ation came naturally, almost “reflexively,” as Gary Hamel would put it.}!
ﬂmnventwnal view is that innovation is the exclusive province of
tiv gemuses and business leaders like these——people who are
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thc innovator? What if we could open up that mysterious
, mke a good look at how it works? What if we could find
w radical innovators come up with their breakthrough ideas; how
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CHAPTER 4

Producing a Torrent of
New Opportunities

N CHAPTER 3, we outlined some principles and techniques for
Luilding a foundation of truly novel strategic insights. Developed
well. such insights provide fresh, new perspectives that can open
ificant opportunities for innovation—opportunities

your €yes O sign
‘hat other companies may have overlooked or ignored. They can help

you develop completely new points of view about a particular product
category of market segment, or an industry challenge you may be fac-
ing. They can provoke breakthrough ideas for transforming your core
business model 1n some profound way, or for creating new, “white-

space” businesses that directly leverage your company’s core competen-
cies and strategic assets. This chapter describes how your organization

can use these powerful “discovery insights” to generate a torrent of new
growth opportunities across product, market, and industry spaces.

On the following pages, we suggest five design rules for enlarging and
enhancing your innovation pipeline (not just your product development
pipeline), so that it becomes capable of pumping out 2 continual flow of
wealth-creating new products, services, Strategies, and businesses.

The first three design rules are about enlarging the pipeline—build-

ing a high-yield process that generates and captures a flood of novel ideas
from across the organization and beyond. They are: |




CHAPTER §

Innovating Across the
Business Model

HEN YOU MENTION THE WORD innovation, most people
:mmediately assume you are talking about new product devel-
opment, or cutting-edge technologies that emerge from tradi-

jonal R&D departments. Yet some of the most successful innovations

of our time have been business model innovations that break from company
or industry norms in meaningful and perhaps even radical ways. They

do so by:

e Serving unmet or unsatisfied customer groups

e Providing new or different benefits

e Delivering and/or extracting value in an unconventional fashion

Take eBay’s peer-to-peer, Web-based marketplace, Apple's iPod/iTunes
platform, IKEA’s assemble-it-yourself furniture model, Dell’s made-to-
order computers, BMW’s customize-your-own MINI Cooper, or Zara’s
continuous product line updates. These are all examples of dramatically
different business models (or existing business models that have been

dramatically reengineered) that create substantial new value for cus-

omers and shareholders, What's clear from these examples is that they
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CHAPTER 6

Asking the Right Questions
at the Right Time

ANY EXECUTIVES SAY that their problem is not a shortage
of ideas, but knowing which ideas are the right ones to execute.
Where companies tend to go wrong is in prematurely deciding
‘hat an idea is either “good” or “bad” and then overcommitting resources
-0 the so-called good ideas while weeding out the bad ones. Instead, we
helieve it’s better to think about new ideas and opportunities as being on
2 continuum from “embryonic” to “tully mature.”
To this end, what criteria should your company be using to evaluate

new opportunities? And how do you know whether you are asking the
right questions at the right stage of the idea development process? This

chapter will provide you with some useful guidelines in this regard.

EVALUATING IDEAS

All too often, great ideas get prematurely squashed. The typical inno-
Vation killer is a question like “What's the expected ROI?™ or “How
profitable is this opportunity?” Of course, asking detailed questions
thout profitability is not wrong, but many companies tend to ask these

125




Y

CHAPTER 7

ponstructing an Innovatigp
Architecture

NE OF THE KEY ARGUMENTS of this book is that successful

innovation is a numbers game. As you’ve learned so far, the chance

of finding a big new opportunity is very much a function of how

many ideas you generate, how many you pick out and test with low-cost
experiments, and how many of the most promising projects you get your
resources behind. That’s why throughout the pages of this book, we rec-
ommend that companies create a diverse portfolio of ideas and experi-

ments, with a view to pushing up the odds of finding some winners.

Importantly, we are not suggesting that your company should pursue
amixed bag of completely unrelated opportunities, in the hope that a

small percentage of them turn out to be strategically and financially re-
warding. On the contrary, we believe that strategic 1nnovation requires a
high degree of focus. Competitive advantage does not come from a “full
fPCEd ahead in all directions” approach. Rather, it comes from narrow-
g your focus in a “don’t get distracted, get all the wood behind one

W sense—on either a corporate level, or a divisional level, or a busi-
06ss unjt Jeye| It re

quires coherence, consistency, and specialization.
% how cap these two opposite and seemingly contradictory require-
meﬂts--._"

diversity” on the one hand and “coherence” on the other—be
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CHAPTER 8

Managing and Multiplying
Resources

rTEN, THE MOST DIFFICULT CHALLENGE to innovation is
not how to generate a lot of new, unorthodox ideas but how to
quickly get enough talent and capital behind those ideas to start
qurning them into viable business plans and scaleable opportunities.
Within most organizations, there are formidable barriers that prevent

would-be 1nnovators from getting access to the resources they need to

execute their ideas.
Of course, removing these roadblocks to innovation is easier said

+han done. As every manager knows, reallocating resources is an in-
ult process. In this chapter, however, we share

at have successfully overcome the barriers to
n—Dby instituting processes that help them

rensely political and diffic
examples of companies th

funding radical innovatio
effectively manage and multiply their available resources.
The fact is, there are several different ways to think about funding

game-changing innovation in a large company, from using the existing
budgeting process to establishing Skunk Works and incubators, right

through to creating budget set-asides and grassroots funding models.
On the following pages, we focus on these mechanisms and examine

Why some of them are better than others.

161



CHAPTER §

Pacing and Derisking
Innovation Investments

AKE A LOOK at the portfolio of new growth opportunities you
have generated through your innovation efforts, and you are likely
to find a diverse set of opportunities with very different time
frames and risk profiles. This diversity is not inherently bad—though
managers often view it as such. However, to create sustainable value
from your innovation efforts, it’s critical for you and your company to
understand these differences and to manage both your learning and re-
source investment accordingly.
In this chapter, we will show you how to distinguish between differ-

ent kinds of opportunities in terms of time frame and risk profile—ini-

tially as they are conceived through your innovation efforts and then as
you manage them over time—and we suggest some practical guide-
lines for pacing and derisking your commitments. Our goal here is to
help your company create the optimum strategy for realizing and cap-
furing the value of each individual innovation opportunity.

179



CHAPTER 10

Dynamically Balancing
Supply and Demand

0 BUILD AND SUSTAIN a robust innovation capability, your
company needs to carefully manage both the supply and the de-
mand side of innovation. By s#pply we mean the sheer flow—and
the quality——-of new ideas entering your innovation pipeline and mov-

ing through its various stages. By demand we mean the natural, reflexive

pull for those ideas within and across the businesses.
When supply is low, or more likely, of low quality, one tends to see a

kind of idea inflation, meaning that opportunities are presented (often
unintentionally) with an inflated sense of their value. This is simply be-

cause there are few other viable growth opportunities in the portfolio to
pursue. The inherent risk here is that an organization 1nvests substan-

tially in what are actually quite mediocre ideas—ones that are unlikely

to drive any significant revenue growth.
Conversely, when demand is low—when the organization is not natu-

rally and reflexively able to respond to, nurture, and act on potential

game-changing opportunities—then innovation withers. What invari-
ably happens is that innovators become cynical and discouraged as they
watch their nascent projects go nowhere—which eventually dries up

the flow of new ideas entering the pipeline.

201



CHAPTER 11

Building a Systemic
Innovation Gapability

HROUGHOUT THIS BOOK we've argued that companies really
-an and must take a more systemic approach to innovation. In-

Jeed, we have outlined the efforts of a very diverse set of compa-
hirlpool, CEMEX, W. L. Gore, Google, GE, P&G, and

.ke innovation a sustainable enterprise capability.
What you have probably noticed is that, while all of these companies

<hare 2 common View about the importance of innovation, each one ac-
n in a very different way—and correctly so.

le right way to organize an enterprise for in-
novation. For example, a highly centralized organization would likely

not be very successful at applying Google’s market-based approach to
innovation within its own company. Conversely, Google would likely

stall quickly if it adopted—ad hoc—elements of the innovation infra-
structure we find at more (relatively speaking) centralized companies

like GE, P&G, or Whirlpool.
But whether your organization is ht ghly decentralized or tightly central-
ized; whether it has vast global reach or 1s limited to a single geographic
is a practical framework

region, you will be pleased to know that there 1s 2
you can use as a guide to developing, deploying,

Cies—such as W

Best Buy—to m

rually manages innovatio
Truth is, there is no siNg
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CHAPTER 12

making Innovation Sustainahlg

HEN A COMPANY has been taking the kind of systemat;
Pmach c0 innovation that we have described in this b(}git;c ZE-
beginning to S€€ the benefits, there typically comes a mg:;e:i
hen the ofgaﬂiZﬂtiOﬂ experiences a tipping point.

gometimes the exact point of transition is only realized in retro-
pany might even ask itself, “How did that happen?” But

e, a critical mass of employees wake up to the fact that

at a certain stag
iust a corporate initiative, or a onetime ptOiECt Oor an
?

-anovation 1S 00T J
lar group of people. They begin to recognize it as

Jctivity for @ particu
omething that has to permeate the entire organization—something

that requires different mind-sets, values, skills, behaviors, processes,
s, rewards, Organization structures, IT so-

e enterprise. They start to grasp the fact

k, and to be sustainable, it has to be-
ed capability—it has to be woven
just like any other organiza-

chain management, OF CUS~
nnovation has to become

management Systems, metric
lutions, and so on, all across th
that for innovation to really wor
come a systemic and widely distribut
into the everyday fabric of the company
tional capability, such as quality, of supply
tomer service. What becomes obvious is that 1

a way of life for the organization.

Unfortunately, most companies never reach this tipping point. They
- ubolted ﬂﬂ“ mtm

never move innovation beyond being something that 1S
255
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