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Innovation ....

The word ‘innovation’ comes from the Latin, innovare, and is all about
change.

Perhaps a more helpful definition of innovation is:

‘the process of creating (and then capture) value from ideas’

“Innovation distinguishes between a
leader and a follower”.

Steve Jobs, Apple




Inventors vs. Innovators

Leonardo da Vinci - Thomas Edison - Steve Jobs

Invention and innovation

Invention is the solution of a technical problem, achieving a solution that did
not exist before.

Innovation is the successful exploitation of new ideas.

An invention can take many years before becoming an innovation, may be
moved forwards by a different person than the inventor ... or might never be
introduced in the marketplace!

A great inventor might not be a great innovator (and viceversa).

«An innovative business is one which lives and breathes outside the box. It is
not just good ideas; it is a combination of good ideas, motivated staff and an
instinctive understanding of what your customer wants»

Richard Brenson



Who is an innovator?

One of Americas most successful innovators was Thomas Alva Edison.
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Edison appreciated better than most that the real challenge in innovation was not
invention —coming up with good ideas —but in making them work technically and
commercially. His skill in doing this created a business empire worth, in 1920, around
$21.6bn.
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He put to good use an understanding o f the interactive nature of innovation, realizing
that both technology push (which he systematized in one of the worlds first

organized R&D laboratories) and demand puII need to be mobilized.

Edison recognized that although the electric light bulb was a good idea it had little
practical relevance in a world where there was no power point to plug it into.
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Consequently, his team set about building up an entire electricity generation and
distribution infrastructure, including designing lamp stands, switches and wiring.
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In 1882 he switched on the power from the first electric power generation plant in
Manhattan and was able to light up 800 bulbs in the area. In the years that followed he
built over 300 plants all over the world.

As Edison realized, innovation is more than simply coming up with good ideas; it is the

process of growing them into practical use.



What innovation is about?

Identifying or creating
opportunities

New ways of serving
existing markets

Growing new markets

Rethinking services

Meeting social needs

Improving operations —
doing what we do but
better

Innovation is driven by the ability to see connections, to spot opportunities and to
take advantage of them. Sometimes this is about completely new possibilities — for
example, by exploiting radical breakthroughs in technology. New drugs based on
genetic manipulation have opened a major new front in the war against disease.
Mobile phones, tablets and other devices have revolutionised where and when we
communicate.

Innovation can also offer new ways of serving established and mature ones. Low
cost airlines are still about transportation — but the innovations which firms like
Southwest Airlines, Easyjet and Ryanair introduced have revolutionised air travel
and grown the market in the process. Despite a global shift in textile and clothing
manufacture towards developing countries the Spanish company, Inditex (through
its retail outlets under various names including Zara) have pioneered a highly
flexible, fast turnaround clothing operation with over 2000 outlets in 52 countries.

Equally important is the ability to spot where and how new markets can be created
and grown. Alexander Bell’s invention of the telephone didn’t lead to an overnight
revolution in communications — that depended on developing the market for
person-to-person communications. Henry Ford may not have invented the motor
car but in making the Model T —"a car for Everyman” at a price most people could
afford- he grew the mass market for personal transportation. And eBay justifies its
multi-billion dollar price tag not because of the technology behind its on-line
auction idea but because it created and grew the market.

In most economies the service sector accounts for the vast majority of activity and
there are many opportunities for new entrants and radical change are greatest in the
service sector. On-line banking and insurance have become commonplace but they
have radically transformed the efficiencies with which those sectors work and the
range of services they can provide. New entrants riding the internet wave have
rewritten the rule book for a wide range of industrial games — for example, Amazon
in retailing, eBay in market trading and auctions, Google in advertising, Skype in
telephony, Uber in transportation and Air BnB in accommodation.

Innovation offers huge challenges —and opportunities — for the public sector.
Pressure to deliver more and better services without increasing the tax burden is a
puzzle likely to keep many civil servants awake at night. But it’s not an impossible
dream —right across the spectrum there are examples of innovation changing the
way the sector works. For example, in healthcare there have been major
improvements in efficiencies around key targets such as waiting times.

Many companies are revising their production processes, in order to improve quality
and/or reduce costs. This is for instance the case with Toyota.




Innovation and entrepreneurship

According to Schumpeter, entrepreneurs will seek to use technological
innovation to get strategic advantage. For a while they might be the only
ones but soon other entrepreneurs will see what they have done and try to
imitate them. There is a process of “creative destruction” with the constant
search of something new which simultaneously destroys the old rules.

Survival and growth poses a problem for established players but a huge
opportunity for newcomers to rewrite the rules of the game.

One person’s problem is another’s opportunity and the nature of
innovation is that it is fundamentally about entrepreneurship.

'Innovation is the specific tool of entrepreneurs, the means by which they
exploit change as an opportunity for a different business or service. It is
capable of being presented as a discipline, capable of being learned,
capable of being practised.”

Peter Drucker

Innovation & Entrepreneurship

Individual
entrepreneur
exploiting new
technology or
market opportunity

Growing the business
through adding new
products/services or
moving into new
markets

Building a portfolio
of incremental and
radical innovation
to sustain the
business and/or
spread its influence
into new markets

Returning to the
radical frame-
breaking kind of
innovation which
began the business
and enables it to
move forward as
something very
different

Social
entrepreneur,
passionately
concerned to
improve or change
something in their
immediate
environment

Developing the ideas
and engaging others in
a network for change —
perhaps in a region or
around a key issue

Spreading the idea
widely, diffusing it
to other
communities of
social
entrepreneurs,
engaging links with
mainstream players
like public sector
agencies

Changing the
system - and then
acting as agent for
next wave of
change




Strategic advantages through innovation
Mechanism _|StrategicAdvantage |

Novelty in product or service offering ~ Offering something no one else can.

Novelty in process Offering it in ways other cannot match — faster, lower cost, more
customized, etc.

Complexity Offering something which others find it difficult to master.
Add/extended range of competitive Move basis of competition-e.g.from price of product to price and
factors quality, or price, quality, choice, etc.

Timing First-mover advantage-being first can be worth significant market

share in new product fields.
Fast follower advantage

Timing Fast follower advantage-sometimes being first means you
encounter many unespected teething problems, and it makes
better sense to watch someone else make the early mistakes and
move fast into a follow-up product.

Robust/platform design Offering something which provides the platform on which other
variations and generations can be built

Rewriting the rules Offering something which represents a completely new product or
process concept- a different way of doing things- and makes the
old ones redundant

Transferring across different Recombining established elements for different markets.
application contexts




Old question, new context

The innovation challenge isn’t new - organizations have always had to
think about changing what they offer the world and the ways they create and deliver
that offering if they are going to grow.

The trouble is that innovation involves a moving target —not only is there competition
amongst players in the game but the overall context in which the game is played out
keeps shifting.

Changes along several core environmental dimensions mean that the incidence of
discontinuities is likely to rise —for example in response to a massive increase in the
rate of knowledge production and the consequent increase in the potential for
technology-linked instabilities. But there is also a higher level of interactivity amongst
these environmental elements - complexity - which leads to unpredictable emergence.

Changing context for innovation

Acceleration Of knowledge production OECD estimates that around $1500bn is spent each year (public and
private sector) in creating new knowledge — and hence extending the

frontier along which ‘breakthrough’ technological developments may
happen

Global distribution Of knowledge Knowledge production is increasingly involving new players especially in
. emerging market fields like the BRIC (Brazil, Russia, India, China) nations
production

—so there is a need to search for innovation opportunities across a much
wider space. One consequence of this is that ‘knowledge workers’ are
now much more widely distributed and concentrated in new locations —
for example, Microsoft’s 3 largest R&D Centre employing thousands of
scientists and engineers is now in Shanghai.

Market expansion Traditionally much of the world of business has focused on the needs of
around 1 billion people since they represent wealthy enough consumers.
But the world’s population has just passed the 7bn mark and population
— and by extension market — growth is increasingly concentrated in non-
traditional areas like rural Asia, Latin America and Africa. Understanding
the needs and constraints of this ‘new’ population represents a
significant challenge in terms of market knowledge.



Market fragmentation

Market virtualization

Rise of active users

Globalization has massively increased the range of markets and segments so that
these are now widely dispersed and locally varied — putting pressure on
innovation search activity to cover much more territory, often far from
‘traditional’ experiences — such as the ‘bottom of the pyramid’ conditions in
many emerging markets.[6]or along the so-called long tail — the large number of
individuals or small target markets with highly differentiated needs and
expectations.

The emergence of large-scale social networks in cyberspace pose challenges in
market research approaches — for example, Facebook with 1billion members is
technically the 3" largest country in the world by population. Further challenges
arise in the emergence of parallel world communities — for example, Second Life
now has over 6 million ‘residents’, whilst World of Warcraft has over 10 million
players.

Although users have long been recognized as a source of innovation there has
been an acceleration in the ways in which this is now taking place — for example,
the growth of Linux has been a user-led open community development. In
sectors like media the line between consumers and creators is increasingly
blurred - for example, You Tube has around 100 million videos viewed each day
but also has over 70,000 new videos uploaded every day from its user base.

Growing concern with sustainability ~ Major shifts in resource and energy availability prompting

issues

search for new alternatives and reduced consumption.
Increasing awareness of impact of pollution and other
negative consequences of high and unsustainable growth.
Concern over climate change. Major population growth
and worries over ability to sustain living standards and
manage expectations. Increasing regulation on areas like
emissions, carbon footprint.

Development of technological and Increasing linkages enabled by information and

social infrastructure

communications technologies around the internet and
broadband have enabled and reinforced alternative social
networking possibilities. At the same time the increasing
availability of simulation and prototyping tools have
reduced the separation between users and producers.



A process view of innovation

There are four key stages in the innovation process — each of which requires
dealing with particular challenges —and only if we can manage the whole process
is innovation likely to be successful.

Phase one - Search:

- Bringing new ideas to the system. These can come from R&D, ‘Eureka’ moments,
copying, market signals, regulations, competitor behaviour —the list is huge but
the underlying challenge is the same —how do we organise an effective search
process to ensure a steady flow of variety which gives us a better chance of
surviving and thriving?

Phase two - Select:

- We need to select the options that are most likely to help us grow and develop.
Unlike natural selection where the process is random we are concerned here with
some form of strategic choice — out of all the things we could do, what are we
going to do —and why? This process needs to take into account competitive
differentiation —which choices give us the best chance of standing out from the
crowd? —and previous capabilities —can we build on what we already have or is
this a step into the unknown ..?



Phase three - Implementation:

- Converting ideas into reality. The task is essentially one of managing a growing
commitment of resources —time, energy, money and above all mobilising
knowledge of different kinds —against a background of uncertainty. Unlike
conventional project management the innovation challenge is about developing
something which may never have been done before —and the only way we know
whether or not we will succeed is by trying it out.

Phase four - Capturing Value:

- How will we ensure that the efforts have been justified —in commercial terms or
in terms of creating social value? How will we protect the gains from
appropriation by others? And how might we learn from the experience and
capture useful learning about how to improve the innovation process in the future



Scope for/types of innovation

If innovation is a process we need to consider the OUTPUT of that process.

In what ways can we innovate — what kinds of opportunities exist for use to create
something different and capture value from bringing those ideas into the world?

- Sometimes it is about completely new possibilities.

- Equally important is the ability to spot where and how new markets can be grown.

- Nott just about new markets, Innovation can also offer new ways of serving
established and mature ones.

- And it isn’t just about manufactured products; in most economies the service sector
accounts for the vast majority of activity so there is likely to be plenty of scope.

Four dimensions of innovation space

Essentially we are talking about cha Nge, and this can take several forms; for the
purposes of this book we will focus on our broad categories:

¢ Product innovation — changes in the things (products/services) which an organization
offers;

* Process innovation — changes in the ways in which they are created and delivered;

¢ Position innovation — changes in the context in which the products/services are
introduced;

¢ Paradigm innovation — changes in the underlying mental models which frame what
the organization does.



1.8.3: Mapping innovation space

PARADIGM
(MENTAL MODEL)

PROCESS
(incremental... radical)

FIGURE 1.4 Exploring innovation space

INNOVATION

(incremental... radical)

PRODUCT
(SERVICE)
(incremental... radical)

radical)

(incremental....

POSITION

https://www.youtube.com/watch?v=ZRxAliN-Kbl

Dimensions of innovation — what can
we change?

Dimension

Type of change

‘Product’

Changes in the things
(products/services) which an
organization offers

‘Process’

Changes in the ways in which these
offerings are created and delivered

‘Position’

Changes in the context into which the
products/services are introduced

‘Paradigm’

Changes in the underlying mental
models which frame what the
organization does




Examples of the 4Ps
model: Product

‘Product’

— what we offer

Windows 7 and 8 replacing Vista and XP —
essentially improving on existing software
idea

New versions of established car models —e.g.

New to the world software — for example the
first speech recognition program

Toyota Prius — bringing a new concept — hybrid
engines. Tesla — high performance electric car.

the world the VW Golf essentially improving on LED-based lighting, using completely different
established car design and more energy efficient principles
Improved performance - incandescent light  |Spotify and other music streaming services —
bulbs changing the pattern from owning your own
CDs replacing vinyl records — essentially collection to renting a vast library of music
improving on the storage technology

'
model: Process
‘Process’ Improved fixed line telephone services Skype and other VOIP systems

- how we create
and deliver that
offering

Extended range of stock broking services
Improved auction house operations
Improved factory operations efficiency
through upgraded equipment

Improved range of banking services delivered
at branch banks

Improved retailing logistics

On-line share trading

eBay

Toyota Production System and other ‘lean’
approaches

Online banking and now mobile banking in
Kenya, Philippines — using phones as an
alternative to banking systems

On line shopping




Examples of the 4Ps
model: Position

‘Position’

— where we target
that offering and
the story we tell
about it

HaagenDazs changing the target market for ice
cream from children to consenting adults
Airlines segmenting service offering for different
passenger groups — Virgin Upper Class, BA Premium
Economy, etc.

Dell and others segmenting and customizing
computer configuration for individual users

On line support for traditional higher education
courses

Banking services targeted at key segments —
students, retired people, etc.

Addressing underserved markets — for example the
Tata Nano aimed at emerging but relatively poor Indian
market with car priced around $2000.

Low cost airlines opening up air travel to those
previously unable to afford it — create new market and
also disrupt existing one

Variations on the ‘One laptop per child’ project — e.g.
Indian government $20 computer for schools
University of Phoenix and others, building large
education businesses via online approaches to reach
different markets

‘Bottom of the pyramid’ approaches using a similar
principle but tapping into huge and very different high
volume/low margin markets — Aravind eye care, Cemex
construction products

Examples of the 4Ps
model: Paradigm

‘Paradigm’

— how we frame
what we do

Bausch and Lomb — moved from ‘eye wear’ to ‘eye
care’ as their business model, effectively letting go of
the old business of spectacles, sunglasses (Raybans)
and contact lenses all of which were becoming
commodity businesses. Instead they moved into
newer high tech fields like laser surgery equipment,
specialist optical devices and research in artificial
eyesight

Dyson redefining the home appliance market in
terms of high performance engineered products
Rolls Royce — from high quality aero engines to
becoming a service company offering ‘power by the
hour’

IBM from being a machine maker to a service and
solution company — selling off its computer making
and building up its consultancy and service side.

Grameen Bank and other microfinance models —
rethinking the assumptions about credit and the poor
iTunes platform — a complete system of personalized
entertainment

Cirque de Soleil — redefining the circus experience
Amazon, Google, Skype — redefining industries like
retailing, advertising and telecoms through online
models

Linux, Mozilla, Apache — moving from passive users to
active communities of users co-creating new products
and services




Exploring different aspects of innovation

The characteristics of innovation which might shape our strategic decisions include:

- Degree of novelty —incremental or radical innovation?

- Platforms and families of innovations

- Discontinuous innovation - what happens when the rules of the game change?
- Level of innovation —component or architecture?

-Timing —the innovation life cycle

We will explore these —and the challenges they pose for managing innovation - a little
more in the following section.

1. Incremental innovation — doing what
we do but better

A key issue in managing innovation relates to the degree of novelty involved in different
places across the innovation space.

There are degrees of novelty, running from minor, incremental improvements right
through to radical changes which transform the way we think about and use them.

As far as managing the innovation process is concerned, these differences are important.
The ways in which we approach incremental, day-to-day change will differ from those
used occasionally to handle a radical step change in product or process. But we should

also remember that it is the perceived degree of novelty which matters; novelty is very
much in the eye of the beholder.

The reality is that although innovation sometimes involves a discontinuous
shift, most of the time it takes place in incremental fashion.



Process innovation is mainly about optimization and getting the bugs out of the
system.

- Studies of incremental process development (such as Hollanders famous study of Du
Pont rayon plants) suggest that the cumulative gains in efficiency are often much
greater over time than those which come from occasional radical changes .

- Continuous improvement of this kind received considerable attention as part of the
‘total quality management” movement in the late 20thcentury, reflecting the
significant gains which Japanese manufacturers were able to make in improving
quality and productivity through sustained incremental change.

- These ideas are not new —similar principles underpin the famous ‘learning curve’
effect where productivity improves with increases in the scale of production; the
reason for this lies in the learning and continuous incremental problem-solving
innovation which accompanies the introduction of a new product or process.

- More recent experience of deploying ‘lean’ thinking in manufacturing and services

and increasingly between as well as within enterprises underlines further the huge
scope for such continuous innovation.

2. Platform innovation

One way in which the continuous incremental innovation approach can be harnessed to
good effect is through the concept of 'platfo rms’.

This is a way of creating stretch and space around an innovation and depends on being
able to establish a strong basic platform or family which can be extended.

Boeing’s 737 airliner, for example, was a major breakthrough innovation back in 1967
when it first flew —and it cost a great deal to develop. However the robustness and
flexibility in the design means that many variants and improvements have been made
over the years and the plane is still being manufactured today, nearly 60 years later!
Rothwell and Gardiner call this kind of platform a ‘robust design' and examples can
be seen in many areas.



In processes much has been made of the ability to enhance and improve performance
over many years from the original design concepts — in fields like steel-making and
chemicals, for example.

Service innovation offers other examples where a basic concept can be adapted and
tailored for a wide range of similar applications without undergoing the high initial
design costs —as is the case with different mortgage or insurance products.

Sometimes platforms can be extended across different sectors —for example, the
original ideas behind ‘lean’ thinking originated in firms like Toyota in the field of car
manufacturing - but have subsequently been applied across many other
manufacturing sectors and into both public and private service applications including
hospitals, supermarkets and banks.

Platforms and families are powerful ways for companies to recoup their high initial
investments in R&D by deploying the technology across a number of market fields.

If we take the idea of position innovation mentioned earlier then the role of brands
can be seen as establishing a strong platform association which can be extended
beyond an initial product or service.

In their work on what they call ‘management innovation’ Julian Birkinshaw and Gary
Hamel highlight a number of core organizational innovations (such as ‘total quality
management’ which have diffused widely across sectors. These are essentially
paradigm innovations which represent concepts which can be shaped and stretched
to fit a variety of different contexts —f or example Henry Ford’s original ideas on mass
production became applied and adapted to a host of other industries. McDonalds
owed much of their inspiration to him in designing their fast food business and in turn
they were a powerful influence on the development of the Aravind eye clinics in India
which bring low cost eye surgery to the masses.



3. Discontinuous innovation — what
happens when the game changes?

Most of the time innovation takes place within a set of rules of the game which are
clearly understood, and involves players trying to innovate by doing what they have
been doing (product, process, position, etc.) but better. Some manage this more

effectively than others but the ‘rules of the game’ are accepted and do not change.

But occasionally something happens which dislocates this framework and changes the
rules of the game. By definition these are not everyday events but they have the
capacity to redefine the space and the boundary conditions —they open up new
opportunities but also challenge existing players to reframe what they are doing in the
light of new conditions.

This is a central theme in Schumpeter’s original theory of innovation which he saw as
involving a process of ‘creative destruction’.

- Changes of this kind can come from the emergence of a new technology.

- Or it can come from the emergence of a completely new market with new
characteristics and expectations.

- Discontinuity can also come about by reframing the way we think about an industry-
changing the dominant business model and hence the ‘rules of the game’. (Think
about the revolution in flying which the low cost carriers have brought about).

The challenge of discontinuous innovation is that the industries involved most often
are not lacking in innovation or commitment to change, but their innovations are
taking place within a known context. When shifts in technology, new market
emergence or new business models come about, they change the context in which
these industries are used to innovating. Under these conditions, it is often the new
players who do better, as they do not have to wrestle with learning new tricks and
getting over old ones.



4. Component/architecture innovation
and the importance of knowledge

Another important lens through which to view innovation opportunities is as
components within larger systems.

Rather like Russian dolls we can think of innovations which change things at the level
of components or those which involve change in a whole system.

There’s scope for innovation at each level —but
changes in the higher level systems often have
implications for lower down. For example, if cars —as a
complex assembly —were suddenly designed to be
made out of plastic instead of metal it would still
leave scope for car assemblers —but would pose some
sleepless nights for producers of metal components!

Innovation is about knowledge — creating new possibilities through combining different
knowledge sets.

- These can be in the form of knowledge about what is technically possible or what
particular configuration of this would meet an articulated or latent need.

- Such knowledge may already exist in our experience, based on something we have
seen or done before.

- Or it could result from a process of search —research into technologies, markets,
competitor actions, etc.

- And it could be in explicit form, codified in such a way that others can access it, discuss
it, transfer it, etc.

- Or it can be in tacit form, known about but not actually put into words or formulae.



Henderson and Clark, who looked closely at the kinds of knowledge involved in
different kinds of innovation, argue that innovation rarely involves dealing with a
single technology or market but rather a bundle of knowledge which is brought
together into a configuration. Successful innovation management requires that we can
get hold of and use knowledge about components but also about how those can be
put together —what they termed the architecture of an innovation.

One of the difficulties with this is that innovation knowledge flows —and the
structures which evolve to support them —tend to reflect the nature of the
innovation. So if it is at component level then the relevant people with skills and
knowledge around these components will talk to each other —and when change
takes place they can integrate new knowledge. But when change takes place at the
higher system level — ‘architectural innovation’ in Henderson and Clark’s terms —
then the existing channels and flows may not be appropriate or sufficient to support
the innovation and the firm needs to develop new ones.

A variation on this theme comes in the field of ‘technology fusion’, where
different technological streams converge, such that products which used to have a
discrete identity begin to merge into new architectures.

Many businesses are now built on business models which stress integrated solutions —
systems of many components which together deliver value to end-users. These are
often complex, multi-organization networks — examples might include rail networks,
mobile phone systems, major construction projects or design and development of new
aircraft like the Boeing Dreamliner or the Airbus A-380. Managing innovation on this
scale requires development of skills in what Mike Hobday and colleagues call

‘the business of systems integration’.



5. The innovation life cycle — different
emphasis over time

Initially, under the discontinuous conditions which arise when completely new

technology and/or markets emerge, there is what they term a ‘fluid phase' during
which there is high uncertainty along two dimensions:

eThe target —what will the new configuration be and who will want it?
eThe technical —how will we harness new technological knowledge to create and
deliver this?

No one knows what the ‘right’ configuration of technological means and market
needs will be and so there is extensive experimentation (accompanied by many
failures) and fast learning by a range of players including many new entrepreneurial
businesses.

Gradually these experiments begin to converge around what they call a ‘dominant
design’ —something which begins to set up the rules of the game.

N

This represents a convergence around the most popular (importantly not necessarily
the most technologically sophisticated or elegant) solution to the emerging

configuration. \/

At this point a 'bandwagon' begins to roll and innovation options become
increasingly channelled around a core set of possibilities —what Dosi calls a

‘technological trajectory:.

\

It becomes increasingly difficult to explore outside this space because entrepreneurial
interest and the resources which that brings increasingly focus on possibilities within

the dominant design corridor. \/

This can apply to products or processes; in both cases the key characteristics become
stabilized and experimentation moves to getting the bugs out and refining the
dominant design.



The period in which the dominant design emerges and emphasis shifts to imitation and
development around it is termed the ‘transitional phase’in the Abernathy and

Utterback model. \

Activities move from radical concept development to more focused efforts geared
around product differentiation and to delivering it reliably, cheaply, with higher quality,
extended functionality, etc.

As the concept matures still further so incremental innovation becomes more significant
and emphasis shifts to factors like cost —-which means efforts within the industries which
grow up around these product areas tend to focus increasingly on rationalization, on
scale economies and on process innovation to drive out cost and improve productivity.

Product innovation is increasingly about differentiation through customization to meet
the particular needs of specific users. Abernathy and Utterback term this the ’specific

phase’. Finally the stage is set for change —the scope for innovation becomes smaller
and smaller whilst outside —for example, in the laboratories and imaginations of
research scientists —new possibilities are emerging.

Eventually a new technology emerges which has the potential to challenge all the by
now well-established rules —and the game is disrupted.

Managing innovation

Figure 1.6: Simplified model of the innovation process
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Do we have a clear innovation strategy?

Search — how can
we find Select — what are Implement — how
opportunities for we going to do — are we going to
innovation? and why? make it happen?

\ Do we have an innovative organization?




Managing innovation

IDEA GENERATION CONVERSION DIFFUSION

Companies need to take care of three main
phases in the innovation process

* |deas GENERATION: nurturing new ideas in the R&D

Departments, across units or from outside the firm

e |deas CONVERSION: creating organizational mechanisms to

select high-potential ideas and develop them

* |deas DIFFUSION: having the buy-in from within the company ...

and even more from the customers

Innovation value chain framework

IDEA GENERATION CONVERSION DIFFUSION
IN-HOUSE CROSS- EXTERNAL SELECTION DEVELOPMENT | SPREAD
POLLINATION
Creation Collaboration Collaboration Screening and Movement from Dissemination
within a unit across units with parties initial funding idea to first across the
outside the result organization
firm
KEY QUESTIONS | Do people Do we create Do we source Are we good Are we good at Are we good
in our unit good ideas by enough good at screening turning ideas at diffusing
create good working across ideas from and funding into viable developed
ideas on the company? outside the new ideas? products, busi- ideas across
their own? firm? nesses, and the company?

best practices?

KEY Number of Number of Number of Percentage Percentage of Percentage
PERFORMANCE high-quality high-quality high-quality of all ideas funded ideas of penetra-
INDICATORS ideas gener- ideas generated ideas gener- generated that that lead to rev- tion in desired
ated within across units. ated from end up being enues; number markets, chan-
a unit. outside the selected and of months to nels, customer
firm. funded. first sale. groups; number
of months to
full diffusion.

The weakest link in the chain is where companies should improve the most!



IDE CONVERSION DIFFUSION

Ideas GENERATION poor companies are unable to develop
new ideas because of lack of creativity. Therefore they
should strengthen this phase by:

e External solution network

e External discovery networks

* Cross-units networks

The key metric for them is the diversity of contacts not
only number of contacts

It is critical to develop weak ties as well as strong ties with
suppliers. Open Innovation is often looked at!

IDEA GENERATION DIFFUSION

Ideas CONVERSION poor companies are overwhelmed by risk-adverse
and bureaucratic processes that slow down/stop high-potential projects.
Therefore they should strengthen this phase by:

e Multichannel funding, with an internal “venture fund” in parallel to
ordinary investment/R&D budgets

» Safe havens, with different organizational procedures, often different
location

The key goal is shielding these ideas from short-term thinking and

normal budgeting constraints, overcoming “management tools that kills

innovation”.

However, often it is critical to maintain the new business close to the
mainstream ones (unless they are going to become spin-offs)



IDEA GENERATION CONVERSION

Ideas DIFFUSION poor companies are unable/slow in bringing across
the organization into the market the new products and services. This
might be particular critical in the large decentralized multinationals
where each regional/national organization is in charge of marketing &
sales strategies. Therefore they should strengthen this phase by:

* Idea evangelists

The key objective is often reaching success in a given market and then
expand it across several markets.

Very critical when the product/service needs to go directly global and
when strong/fast “scale-up” capabilities are required!

Summary

-We've seen that the scope for innovation is wide, in terms of overall innovation space
and in the many different ways this can be populated, with both incremental and
more radical options.

-At the limit we have the challenges posed when innovation moves into the territory
of discontinuous change and a whole new game begins.

-We've also looked briefly at concepts like component and architecture innovation
and the critical role which knowledge plays in managing these different forms.

-Finally we’ve looked at the issue of timing and of understanding the nature of
different innovation types at different stages. All that gives us a feel for what
innovation is and why it matters.



