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Introduction

Every once in a while, you meet someone who brings a perfect counterpoint to your perspective. That’s what happened to create this book. In 2006, Bilal Kaafarani’s path crossed Jane Stevenson’s while she was working on an assignment for The Coca-Cola Company. Tasked with finding a proven change agent to help revitalize the company’s top-line growth with breakthrough commercial ideas, her search led her to Bilal. Not only did she find a successful candidate, she found a kindred spirit.

At their first meeting, Bilal and Jane discovered they both had goals of sharing their learning about innovation and leadership in a book—and that learning is extensive. As a global innovation executive with P&G, Kraft, FritoLay, and currently as an officer of The Coca-Cola Company, Bilal has experienced what is wrtten about in Breaking Away first hand. After his arrival, Coca-Cola was listed in BusinessWeek’s 2009 Top 25 Companies for Innovation for the first time in its history. Bilal was also honored by BusinessWeek as one of the world’s Top 25 Masters of Innovation. He has had the unique opportunity to work with some of the best brands in the world and to experience the benefits and liabilities of many leadershp styles and environments.

Jane, Vice Chairman, Board and CEO Services at Korn/Ferry International, is an industry expert on recruiting leaders of growth and innovation. A pioneer in the field, she was responsible for bringing in many of the first chief innovation officers and CEOs who focused on growth through innovation. She is a marquee brand in her industry and was acknowledged in BusinessWeek’s 100 Most Influential Search Consultants in the World for the past two years.

As Bilal and Jane continued to talk about writing together, it became clear that this was an innovation match of significant importance. Their shared insights provide a unique perspective for looking at the essence of what creates breakthrough innovations and the leaders who champion them. This perspective couldn’t come at a better time. Innovation isn’t just the decade’s hottest topic; it is a business imperative. It’s that elusive elixir that must be found to achieve sustainable growth and drive shareholder value. In fact, we would be hard-pressed to find an organization that isn’t looking to develop, embed, or acquire innovation capabilities.

Unfortunately, many companies don’t recognize the magnitude of the role leadership and cultural transformation play in reaching their desired outcomes. Instead, top executives often look for innovation processes and methodologies to drive success. They believe that the innovation gap is a technical one and that overlaying innovation processes on top of existing infrastructures will bring the growth they need. That’s why it has traditionally been a common practice to bring in outside consultants to develop new processes or to make an existing leader in marketing, strategy, or research and development accountable for delivering company-wide innovation.

These practices may be accepted, but that doesn’t make them right. We’ve found, time and again, that companies that have truly mastered innovation are driven by courageous leaders, leaders who understand that innovation and leadership are inextricably linked. The truth is, it’s simply impossible to outsource responsibility for innovation to either an external consultant or an inside change agent. The accountability rests at the top. Think of it like a great symphony orchestra that needs a conductor. Even with a stage full of virtuosos, without the conductor, all you have is a bunch of talented musicians. With vision and leadership, however, you have a marvelous ensemble capable of creating a masterpiece.

It’s the same in business. Like the conductor, the CEO lays out the vision, determines the best course of action, and decides how to use the talent under his or her command to the best advantage. While standing at the podium, the conductor understands that performers only hear their instruments from their spot in the concert hall, which is also true for the CEO. Only the maestro is able to listen to the collective group as it interacts with the environment and then set the tone to deliver an exceptional experience. What we envision is a future where leaders become legendary conductors and their companies virtuoso symphony orchestras. That’s why we wrote Breaking Away.

While numerous books have been written about innovation processes and the environment that effective leadership provides, little has been said about how the two combine. That’s the gap we want to fill. Leadership is the essence from which true innovation is conceived, but without the right cultural environment, the seeds of innovation can’t bloom into commercial reality. It is this “magic” mix that enables some leaders to create a sustainable innovation engine fueled by everyone who works at their company, while others equally set on harnessing innovation’s growth potential ultimately fail.

In Breaking Away, we’ll look at why this happens and how to achieve different types of innovation success, including the risk profile that can stretch potential without mortgaging your future, quality parameters that will continually delight your customers, cultural factors essential in nurturing the right environment, and the leadership skills you need to bring out the best in your employees. We’ll also define the unique ability that successful innovation leaders have to live at the intersection of business, technology, and customer insights, making it possible for their companies to win in the marketplace. As we move through these topics, we’ll see and address a number of inherent contradictions—those between risk and reward, complexity and simplicity, the ultimate in empowerment and complete anarchy, and finally, security and the cost of doing nothing.

To ensure that our observations and theories are well qualified, we’ve talked with a broad range of CEOs and top executives who have either had substantial long-term innovation success or painfully learned from innovation failures. They come from every region and industry in the world. Traveling throughout the United States, we visited companies such as Ford, General Electric, Hewlett-Packard, MasterCard, The Estée Lauder Companies, Humana, and Pitney Bowes. We journeyed from Italy to Istanbul, from China to Mexico, and from Ecuador to Dubai. Throughout this book, we’ll highlight some of the stories and insights CEOs and top executives shared with us and see not only where they’ve been, but where they hope to go. Unless otherwise noted, all quotes and corresponding case studies are from our interviews and conversations.

We have also analyzed the world’s historical innovation leaders, believing there are invaluable lessons to be learned from those who laid the foundation for the world we live in today. People like Henry Ford, Herman Lay, and Thomas Edison (who is a part of Jane’s lineage) will take us back to a time not unlike our own. Like ours, their world was full of change, possibility, technological breakthroughs, and risk. We’ll take you step-by-step through some of their journeys to uncover how invention led to breakaway innovations that built empires. Along with the perspectives we’ve gained from them, our research, and our travels, we’ve converted our collective fifty-plus years of experience into key insights that provide platforms to create tremendous commercial success and energize environments that motivate and invigorate everyone.

Among these insights are the essential elements of innovation and an elegantly simple model that reveals four types of innovation that can lead to growth. Defined as transformational, category, marketplace, and operational, each level offers its own unique opportunities. These different types of innovation can take place at the societal, category, customer, or company levels and apply to different market conditions and time frames in a company’s growth. This makes it possible to keep a continuous stream of innovation moving through a company to create maximum value.

Along with the different levels, we’ll also explore leadership characteristics and the kind of environment that nurtures each type of innovation. These descriptions and some easy-to-follow models can help you better understand whether you have the right people in the right jobs. Finally, we talk about activating innovation in a way that reduces risk and increases the chances for success. At its heart, innovation is about how to break away from the pack and master the marketplace, using the best employees, technology, business heritage, and resources—all driven by the needs of the customer.

In the tradition of books like In Search of Excellence and Good to Great, which deliver insight and also give you the tools to act on it, we believe that by the time you turn the last page of Breaking Away, you’ll be inspired and enthusiastically committed to implementing the principles discussed here. While profound, many of the most important elements in leading innovation are simple. Without conscious awareness and a good dose of humility, however, they can prove difficult to implement.

Our intention is to engage your intellect and awaken a sense of possibility from beginning to end. We want this book to be useful enough to become an ongoing reference in every organization’s quest to be its best and to lead the way for others to achieve things they can only hope to accomplish in an environment of true innovation. We believe this path will forever change the way you think about innovation and leadership, and how innovation can help your company grow—now and for decades to come. The change starts now.

Do not go where the path may lead you;
go instead where there is no path
and leave a trail.

—RALPH WALDO EMERSON


PART 1
THE INNOVATION EQUATION

If there was ever a time when innovation needed to be a prime directive, it’s in today’s world. It’s not like the old days, when consumers were filling up houses with their first Frigidaire or the garage with new Craftsman tools and a second car. It’s the twenty-first century, and never before in human history have consumers been faced with such an abundance of goods and services, so many choices and so many ways to purchase. It’s overwhelming, and for many people, accumulating possessions just isn’t that important anymore. The reason for this attitude is simple. In much of the developed world, people have most of what they need, but what they want has changed. They’re no longer at the bottom of Maslow’s hierarchy of needs, where people have to deal with basic survival. They’ve evolved. People today crave emotional and spiritual engagement with what they buy.

In a 2007 report on consumer macro trends, the Hartman Group stated that redefining quality of life—not goods and services—would be the decade’s leading market trend. For many companies, this new view of consumption has been hard to grasp. We’re used to creating offerings that have a purpose, not thinking about how it will impact someone’s life beyond performing a task. But it is making an impact, fulfilling that “want” that will drive innovation for decades to come.

The business world has changed too. Today’s companies are being judged on a quarter-to-quarter basis, making true innovation more risky to leaders’ careers than ever before. High visibility in the press, boardroom, and social media has everyone second-guessing everyone else, and no misstep or miscue—whether real or perceived—goes unnoticed for long. To make matters even trickier, the world financial climate isn’t risk friendly, limiting once-relied-on sources of speculative money. That’s not likely to change anytime soon. So we have consumers who want something that’s hard to define and a business environment that undermines the security and opportunity we need to innovate.

And yet the demand for earth-shattering breakthroughs and innovation projects that drive sustainable growth is greater than ever. In fact, “innovate or die” has become the anthem for the twenty-first-century corporation. One executive asked us, “Is the business world in a death spiral?” While we hesitate to say yes, the truth is that many companies are facing a bleak future if they don’t embrace innovation—even though the barriers to embracing it are significant.

The reason for this is threefold. First, we’re living in a time in which the word innovation is often misused, abused, and even held up as a shield against taking risks. Much of the problem lies in the fact that there is no common language construct through which to discuss innovation. Because of this deficit, true innovation is often lost in innovation-speak, where people say one thing and do something else. Second is the lack of an internal framework for innovation that honors each company’s distinct culture and way of doing business. Third, there’s the matter of risk. Although finding ways to assess risk is the top issue for most CEOs, such methods have often been hard to come by.

In Breaking Away, we’ll take you through a journey to address these issues and define innovation in a way that is understandable and useful in the real world. We’ll also share insights we have gained from countless hours of discussion and debate while interviewing dozens of the world’s top leaders. Along the way, we’ll introduce a groundbreaking model that any company can use to explore innovation based on four distinct levels. We’ll also show you how and where to find inspiration for breakthroughs of your own. Finally, we’ll look at how to see risk in a new way and use it to shorten the leap from inspiration to commercial performance.

Innovation may be hard to define, but one thing is certain—you can’t live without it. You also can’t do it if you don’t truly understand it. So what is innovation?


CHAPTER 1
This Is Innovation

A Rose by Any Other Name

“Never before in history has innovation offered promise of so much to so many in so short a time.”

—BILL GATES

The year was 1752. Dark clouds filled the sky while a father and son walked across an isolated field toward a small shed. No one knew they were there or what they hoped to accomplish. If they succeeded, there would be time for that; if they failed, no one would be the wiser. As storm clouds gathered, the father launched his contraption—a kite with a string made of twine and an iron key attached to it by a length of nonconducting silk. Wrapping the silk around his hand, he watched the kite rise into the sky and waited.

One promising cloud after another passed. Just as they were about to give up, the father noticed some loose threads from the twine standing straight out like the excited hairs on the back of one’s neck when something is about to happen. Curious, he moved his knuckles toward the dangling key, and an electric spark appeared. As rain soaked the cord, more sparks flew, and for the first time, Benjamin Franklin saw what he would later dub “electric fire.”

Many have heard this story of Franklin and his famous kite. What most don’t realize, however, is that he wasn’t the first to prove the theory that electricity and lightning are one and the same. Unknown to him, French naturalist Thomas-François Dalibard, inspired by Franklin’s writings, had beaten him to the punch a month before.1 Within weeks of hearing the news, others throughout Europe repeated the same experiment. So why is Franklin remembered as the father of electricity, while the others are little more than a footnote? It’s simple: unless discovery is followed by invention and innovation, even something as profound as electricity means little to the ordinary person. The reason we remember Ben Franklin is because, in addition to his discovery, he and others after him did something with it, and from these inventions came innovations that changed our world.

In this chapter, we’ll begin to create a universal context for innovation—what distinguishes it from discovery and invention, what defines it, and what the key components are. We’ll also look at the sequence for innovation, which starts with curiosity like Franklin’s and evolves through experimentation, utilization, and adoption or social change. Finally, we’ll reveal the real treasure—a model for innovation so simple and elegant in concept that it will change the way innovation is defined and how it’s talked about in boardrooms, C-suites, and classrooms around the world. Along the way, we’ll learn from some of history’s greatest innovators and from leaders and companies who have mastered unique types of innovation in modern times. Their stories will help illustrate the workings of innovation and how you can harness it to change your own company in unimagined ways.

Discovery, Invention, and Innovation

One of the traps many people fall into when thinking about innovation is using the term interchangeably with its more celebrated cousins—discovery and invention. While all three share elements of “newness,” they are essentially different branches of the same family tree. Understanding the difference between them is the first step toward simplifying innovation.

At the root is discovery. Driven by curiosity, human need, and insight, discovery uncovers something previously unknown or unrecognized. It’s not just new; it’s unimagined by all but the curious few. Franklin’s discovery was exciting, but in truth, it was at first of little use to the general public. To make his discovery useful, it had to progress to invention.

Invention happens when something that is known—such as an idea about electricity—is turned into something new through experimentation. Franklin used his discovery to invent the first commercial application of electricity, the lightning rod. From there, others added their own insights to advance electricity and inspire a young Thomas Edison, who, more than a hundred years later, literally lit up the world.

Edison is often credited with “inventing” the light bulb, but the truth is no one person can claim that accomplishment. What Edison did was improve on a primitive, fifty-year-old light fixture by combining new materials and systems, thus creating the first practical incandescent light bulb. This achievement didn’t happen overnight. In fact, it took years, a team of scientists, and more than nine hundred experiments that didn’t work before finding the one that did.

In December 1879, Edison held the first public demonstration of his long-lasting light bulb in Menlo Park, New Jersey, where perhaps his most significant and least-known accomplishment was born: the world’s first industrial research laboratory. Set up specifically to produce constant technological innovation and improvement, it was home to an elite staff of engineers and researchers who, under Edison’s direction, worked on the telephone, the phonograph, the electric railroad, and of course, the electric light bulb. By 1880, the facility was developing commercial electrical lighting components. Soon after, Edison opened his first factory to build the products conceived at Menlo Park. This was the beginning of the commercialization of the electric industry and the company we know today as General Electric.

This sequence—where discovery uncovers, invention creates, and innovation expands the idea into something customers want to buy—has been consistently repeated throughout history. Edison’s genius was his ability to recognize this sequence and put it to work on a large scale. Throughout his life, he took on the task of “bringing good things to life” in a big way. Because he did, society changed, and the world was transformed.

Illumination, automobiles, telephones, and the Internet may all have been made possible because of invention, but they were made available through innovation. None of them would have existed without the harnessing of electricity. Can you trace your company’s products and services back to Edison? Can you see the footprint of other great discoveries like the wheel, stone tools, or even cave paintings in your company’s DNA? If you’re an executive with John Deere, Home Depot, or Facebook, you’ll find your history in these long-ago discoveries. Following the threads of your origins gives you a perspective you probably didn’t have before. Recognizing the roots of innovation is the first step to seeing it all around you.

The Nature of Innovation

Virtually every business leader today would agree that understanding and mastering innovation is one of the most important challenges companies face. Innovation has been the subject of debate, discussion, study, and more than a few arguments over the past hundred years. So when we began to talk about innovation with business leaders, it wasn’t surprising that no two thought about it in the same way.

Cammie Dunaway, executive vice president of marketing and sales for Nintendo Americas, describes it as “the point where consumer insight, market opportunity, and development of a product or service intersect.” Ajay Banga, president and CEO of MasterCard, defines it as “an idea that is inherently scalable. If you can’t scale it, it’s not really innovation.” Bill Ford, executive chairman of Ford Motor Company, simply says that innovation comprises “products and processes that make people’s lives better.”

None of these answers are right or wrong; they are just different. It’s this difference in thinking about what innovation is that makes talking about it, maximizing it, and in some cases actually doing it confusing.

The reason for this confusion is tragically simple. Over time, the word has come to be used as an umbrella term for everything from true breakthroughs, like the hybrid car, to the modification of product features or processes that could then be labeled “new.” Renovations are not innovations. Tweaking technology to make a product more current or loading it with features to keep up with the competition is not setting the bar any higher. To be a true innovation, a product, service, or company has to have three essential elements: it has to be unique, it has to be valuable, and it has to be worthy of exchange.

One of a Kind

Often when we think of innovation, we think in terms of “new” rather than “unique.” It might seem like a small distinction, but in the world of innovation, it’s huge. Unique means that, at the time of the innovation, it is one of a kind, the only one—no one has done it before. New, on the other hand, can mean anything from starting over to fresh or rejuvenated. To be innovative, you have to be unique.

Coming up with something unique in the field of animal health isn’t always easy. It can take years, even decades, for science to advance a new technology and turn it into something useful on a big scale. Merial Ltd., a worldwide animal health company, almost made it look easy when they found a way to turn a molecule into a product that revolutionized the pet industry. Anyone who owns a cat or dog probably knows the name: Frontline.

For as long as anyone could remember, dealing with fleas was a messy and less than effective process. Shampoos, powders, and flea collars dominated the market. Even though the remedies didn’t work for more than a few days, they were the only choices available. With its new Frontline science, Merial knew it had something very different. For the first time, pet owners could protect their animals by applying a drop of liquid on the back of their necks. Fleas died within twelve hours, and the reproduction cycle stopped. What’s more, the effects lasted an entire month. If all went well, Merial was looking at a category killer. There was only one problem.

At the same time Frontline was being launched, another company was introducing its own product based on a different molecule. Each product offered unique benefits, but it was likely that only one would survive. So once again, Merial had to come up with something unique. This time, it was a marketing approach. “Since the product was a new method of flea control and needed to be sold at a premium price, we knew we had to educate pet owners quickly,” says Bruno Jactel, Merial’s chief marketing officer. “We were also dealing with the fact that people have a strong emotional attachment to their animals, so they needed to trust us. We adopted a two-prong approach, pushing product through professional distribution channels like veterinarians, while at the same time pulling the consumer in through direct marketing.” It was an enormous success, not only for the company, but for vets, clinics, pet stores, and pharmacies as well.

Frontline was originally projected to be a $200 million product. By 2000, it was growing at 15–20 percent a year, and by 2007, it had hit the billion-dollar mark—something no other product of its kind has ever achieved.2 The competitor didn’t make it.

Definably Valuable

Frontline had several things going for it, not the least of which was the solution to a universal problem. It wasn’t just its effectiveness that made it a success, however. “People care deeply about their animals,” says Jactel. “So it was never just about taking care of a pest problem. Love and responsibility are factors too. In a way, it makes people feel good about themselves when they feel good about their pets.” In other words, there is value beyond the monetary—and that’s the second requirement for innovation. Defined as “the positive impact a product, service, or company has on a person’s life,” value is at the heart of innovation. In fact, by its very nature, innovation is meant to improve or enhance what is currently possible.

The Estée Lauder Companies built its business on helping women feel beautiful. It has done so primarily by focusing on both the art and the science of makeup and skin care. Its laboratories create products that address women’s perceived, felt, and anticipated needs. Part of this process involves looking at fashion, the physiological and psychological issues of aging, and social trends. As product innovators, The Estée Lauder Companies is one of the best, but what really sets the company apart is the customer experience it provides.

“We want women to experience our products as they’re meant to be used,” says president and CEO Fabrizio Freda. “We want them to find their beauty. That’s why our salespeople take the time to work with customers to help them look their best and then keep in touch with them to be their personal consultants. These associates serve as our market research. They are our direct links, our eyes and ears to deep consumer insights.”

This philosophy of personal contact to gain consumer insight is how the company’s innovation of a “customized shopping experience” came about. Sales associates are trained to quickly assess whether a woman wants to spend a few minutes picking up a product or half an hour on a makeup consultation. Nothing is assumed. Recognizing that not everyone shops in stores anymore, the company has also developed an education-loaded, interactive website that offers a virtual experience almost as rich as the real-world one. By staying closely in tune with its customers, the company makes sure it has the right solution for each woman’s beauty needs.

For example, in 2010, the Estée Lauder brand’s marketing department recognized how stressed women were about posting photographs on social networking sites. In response, it developed and launched a “Your Beauty, Your Style, Your Profile” event, where one of the company’s celebrated makeup artists created a perfect look for each woman. A professional photographer then took a photo and e-mailed her a copy, so it could instantly be uploaded to her favorite site.

While these events were free to customers, the revenue generated through the purchase of makeup and skin care products used to create that special look were substantial. Nonetheless, the real value is the win-win situation such events create: women feel confident, beautiful, and valued, and the company continues to gain market share and foster enthusiasm for its products. “The customized shopping program has revolutionized the way we do business with our customers,” says Freda. “This innovation ultimately changed our business model and dramatically improved customer satisfaction and sales per customer. It also changed the way our competitors now approach their business.”

Worthy of Exchange

The third and often overlooked component of innovation is what we call being “worthy of exchange.” When the first two elements are satisfied (you have something unique that delivers true value), then people are willing to give or exchange something in order to get what you have. This exchange is most easily defined as a monetary one, but it can also be intellectual, such as when universities or researchers share findings. It can also be emotional in the form of time, loyalty, and support, which happens when people get involved in charity programs such as the innovative Habitat for Humanity.

In business culture, however, commercial success—or at least a fighting chance to make money and a reasonable return on investment—is the standard by which we normally judge the viability of innovation. If it’s not commercially successful or worthy of exchange, then it’s not innovation. One of the best and most enduring examples of this principle goes back to the early twentieth century.

The idea for personalized vehicle travel had been in the minds of inventors since the 1300s, but it wasn’t until the early days of the twentieth century that a viable product was developed. The man who took the concept from invention to innovation was Henry Ford, and his financial success didn’t stem from his car being the most innovative. It came from the innovation of how he produced that car.

From the beginning, Ford dreamed of building an automobile that would mobilize the masses, freeing them to travel wherever and whenever they wanted. It was an admirable vision, one others shared, but it had one serious glitch—ordinary people couldn’t afford the price of independence. The automobile was a toy for the wealthy and, by all accounts, would stay that way for some time to come. This prediction of upper-class driving domination didn’t stop Ford. A true innovator, he decided that if ordinary people couldn’t afford the car he could make at the time, he would just have to build a cheaper car.

By developing the assembly line and paying workers higher wages to keep them happy and productive, he dropped the price of a Model T from $1,000 to $400. Ford realized his dream, and America began mobilizing faster than even he could have imagined.

In 1920 alone, the Ford Motor Company churned out a million Model T cars. Each of them was reasonably priced, sensible, and durable, just as Ford had envisioned. Over the next several years, workers cranked out millions more of the conservative motorcars, and people continued to buy them.

Ford accomplished his goals by creating a unique manufacturing process and organizational structure, delivering previously unimagined value to his customers, and turning both into a commercial success (making a product worthy of exchange), making millions of dollars in the process. Today, Ford is the only American automaker to refuse government bailout money, and during what was arguably one of the worst financial periods in decades, posted a profit of $4.7 billion for the first half of 2010.3 The company did it by returning to its innovation roots when everyone else was scrambling.

“During the dark days of the last few years, we increased funding for R&D,” explains Bill Ford. “We made innovation a top priority, protected it to keep it alive and kicking, and accelerated product development to lead the industry.” As a result, the company was able to introduce new designs and advance the development of the hybrid car. Creating affordable products that deliver freedom of the road to the masses is at the heart of Ford’s “worthy of exchange” formula. Knowing why customers will part with their hard-earned money to take a chance on an innovation is not only invaluable to marketing and sales—sometimes it opens doors you never knew existed.

Innovation and the Four Levels

What is significant about what Ford did more than a hundred years ago isn’t just that it mass-produced automobiles. The large-scale manufacturing innovation Henry Ford introduced literally changed the world and created enormous opportunity. Once a paradigm shifts, or Transformational Innovation occurs (as with the widespread production of affordable automobiles), the innovation can be developed more fully and expanded on to create whole new industries, markets, and ways of doing business.

For example, once people were no longer limited to traveling short distances, they saw the world in an entirely new way. They traveled for work, play, and commerce, coming together as never before. This mobility, in turn, created the need for roads, gas stations, auto repair, insurance, roadside lodging, and so on, giving birth to entire industries. Each of these came with its own set of follow-on innovations, opening up marketplace opportunities like billboard advertising and operational opportunities such as car dealerships and supply chains. All of this growth was made possible because of the Transformational Innovation that had already occurred—the affordable automobile.

When you look at it from this perspective, innovation becomes a very different animal. It’s no longer just a big-game hunt, where world-changing breakthroughs are the only prize. There is treasure buried everywhere if you know where to look. To help you recognize and explore an expanded field of innovation opportunities, we’ve constructed a model that lists the defining characteristics and business attributes of four distinct types of innovation: transformational, category, marketplace, and operational. Each of these levels are viable and valuable. They are, however, remarkably different from one another, and their applications apply to different time frames and market conditions. It’s important to determine which types of innovation can create maximum value for your company wherever it is in its life cycle.

TABLE 1.1 The Innovation Model
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Transformational Innovation

This is the granddaddy of innovation. It is so big and so powerful that others continue to build on it for generations. In fact, that’s one of the hallmarks of Transformational Innovation—it’s a disruptive breakthrough that changes society. Transformational Innovation so impacts the way we live that, over time, we discover we can’t thrive without it.

Some of what we’ve already talked about qualifies as Transformational Innovation, such as the light bulb and mass-produced automobiles. We know historically how these things have transformed society, and there probably isn’t a CEO alive who wouldn’t like to be at the helm when a transformational breakthrough finally takes hold. But the truth is it takes generations and the nurturing of successive CEOs to get there. Most of us will never come close to being a part of Transformational Innovation, but we still need to recognize it so we can take advantage of the possibilities that already exist.

There is no doubt that the Internet has forever altered how we function in the world. It is the ultimate example of Transformational Innovation. Because of it, the way we think about life today is altogether different than the way we thought about it growing up. The Internet has changed the way we shop, listen to music, get our news, pay our bills, meet new friends, communicate, travel, keep from getting lost, manage investments, play games, and even read books. It has spawned literally thousands of follow-on innovations, far beyond what anyone could have imagined when it was first conceived more than fifty years ago.

With its roots in a U.S. Department of Defense program called the Advanced Research Projects Agency (ARPA), the idea of the Internet began in the late 1950s. Described as a “future-oriented funder of high risk, high gain,” the project laid the groundwork for what became known as ARPANET. At the time that ARPANET was established, there were fewer than ten thousand computers in the world, and they were enormously expensive. But the government was interested in seeing whether computers could communicate with each other through a common language and a common protocol. Using universities as their test subjects, they eventually succeeded. It would be eleven years before the first “node” was installed at the University of California–Los Angeles and another eight years before it evolved into what we know today as the Internet, but evolve it has. By the time the twenty-first century was a decade old, more than 1.2 billion people were reportedly connected in cyberspace.

For those who recognized the coming tidal wave, there was enormous opportunity to form new empires, spawning fantastic names—such as eBay, Amazon, Google, and Yahoo—and equally fantastic profits. These early adopters gambled that the Internet would engage the world, and they’ve been rewarded. For those who didn’t recognize the potential impact, there was considerable pain as the brick-and-mortar world tried to find its footing on an increasingly cyber-run planet. Today it isn’t a question of what the Internet can do; it’s a question of how you can continue to use it, both for the opportunities it offers and the challenges it creates.

Category Innovation

While Transformational Innovation is revolutionary, you might say Category Innovation is evolutionary—or as Marco Jesi, chairman of the board of Limoni Profumerie, puts it, “It’s something new and different from the past.” Originating at the industry level and building off of Transformational Innovation that has already proven itself, category breakthroughs are generally found in the new application of ideas, products, or services rather than in the creation of inventions. This level of innovation is primarily market driven and geared toward meeting customer needs, often before customers even know the need is there.

Perhaps one of the best companies at keying in on the perceived, felt, or as yet unimagined needs of customers is Apple. Recognized as one of the most innovative companies of our time, it figures in many of our stories throughout this book—not so much for what it’s done, but for why and how it’s done it. Like many of the most innovative companies in history, Apple began with a passion—in this case, for technology.

Steve Jobs, one of Apple’s founders, started college to please his parents, but as he told it in a commencement speech at Stanford University,4 “After six months, I couldn’t see the value in it. … I had no idea what I wanted to do with my life and no idea of how college was going to help me figure it out. … So I decided to drop out and trust that it would all work out OK. The minute I dropped out, I could stop taking the required classes that didn’t interest me and begin dropping in on the ones that looked far more interesting. Much of what I stumbled into by following my curiosity and intuition turned out to be priceless later on.”

He went on to recall that his school (Reed College) at that time offered perhaps the best calligraphy instruction in the country. Throughout the campus, every poster and every label on every drawer was beautifully hand calligraphed. It fascinated him, so he decided to take a calligraphy class. He learned about serif and sans serif typefaces, about varying the amount of space between different letter combinations, about what makes great typography great. He never dreamed it would have any practical application in his life, but ten years later, it did—in a big way. “When we were designing the first Macintosh computer, it all came back to me, and we designed it all into the Mac,” he said. “It was the first computer with beautiful typography. If I had never dropped out, I would never have dropped in on that calligraphy class, and personal computers might not have the wonderful typography that they do.”

The typeface developed for the Mac was later emulated by Microsoft and figured significantly in the initial product of another innovation company of the time—Adobe. It was a licensing agreement between Apple and Adobe for the Post-script printer language that introduced a new era in desktop printing.

In years to come, Apple’s penchant for killer application of technology on an industry-wide scale would surface in the iMac, iPod, iPhone, and iPad. All of these products have cascaded into new categories. The iPod, developed from technology introduced for mp3 players, catapulted the music industry into a whole new era. Follow-on innovations like iTunes and must-have accessories resulted in billions of dollars for Apple. The iPhone has not only made billions more for the company, but it has also created a whole generation of independent, millionaire app developers.

The reason Apple is so successful is that it understands how to innovate from the outside in. It focuses first on what customers need—often before they know they need it—and takes advantage of Transformational and other Category Innovations, like the Internet and mp3 technology, to fuel its ideas. Time and again Apple has redefined categories, rightfully earning its legendary status.

Marketplace Innovation

As Category Innovation is building new industries, our next type of innovation is building or expanding new markets. Living in the realm of features, benefits, and sales, Marketplace Innovation is all about devising new ways to reach and delight the customer in engaging ways. By coming up with unique modifications for products, services, and delivery methods, its aim is to have a positive impact on people’s lives. Everything from pop tops to the Magic Eraser qualifies as Marketplace Innovation, but our favorite story comes from the past, as much for its genius as for the lessons it can teach us about broadening our view and focusing on the wants, needs, and even whims of our customers.

We talked earlier about the insight of Henry Ford and how he found a way to make automobiles affordable by changing the way cars were made and companies were staffed. His innovations literally mobilized the world, but unfortunately, his vision had a slight flaw. To keep costs low, he determined that every car needed to be the same color, so every Ford rolling onto the new highways of an increasingly mobile society looked exactly the same—black and conservative. Ford saw no problem with this. After all, in his view, it was the affordability of the car that was important.

What he didn’t count on was the fact that, in time, the sameness and sensibility would begin to wear thin with his customers. With wheels giving customers independence and the jobs Ford and a healthy transportation-related economy created giving them money in their pockets, the climate became ripe for a color takeover. Enter Alfred P. Sloan.

For several years, General Motors had been trying to no avail to break Ford’s hold on the automobile industry. GM was already trying different Marketplace Innovations by offering various nameplates and new models with improved technology. But Ford’s conservative cars had so penetrated the market that “inexpensive and sensible” became the standard against which all cars were judged. Add to that the fact that automobiles didn’t wear out quickly, and GM knew it was fighting an uphill battle. In a departure from marketing thinking of the time, the company decided to look beyond the older-generation market that shared Ford’s conservative values and focus instead on the modern, fun-loving, young driver—and Ford, without realizing it, gave GM the perfect opening.

It is widely agreed that at some point or other, Henry Ford muttered, “They can have any color they want, as long as it’s black.” Zeroing in on this, GM asked its allied company, DuPont, to create a complete palette of colored lacquers that would appeal to the younger demographic. The sexy hues, named Duco by the manufacturer, all but sealed Ford’s fate. The 1927 Chevrolet arrived on the scene with marvelously colored exteriors and lavish trim. No more boring black, no more looking like your parents. General Motors invited young drivers to break away from the ordinary in vivid greens and lemon yellows. For the first time, more people chose a GM product over a Ford. What’s more, they paid a higher price. This came as a great personal disappointment to Ford, who genuinely believed that the basic principles of quality, reliability, and low price would keep his customers with him forever. What he failed to remember is that nothing stays the same. People evolve, and what they value also evolves. Without market agility, you can’t sustain growth. This is a fact that the automaker should have paid attention to in the twenties, and it’s certainly something we need to understand today.

Marketplace Innovation is and should be a continuous process. In fact, it’s all around us. If you open your mind to it, you’ll recognize it in environmentally friendly packaging such as the plant-derived, compostable bags that Frito-Lay developed for its Sun Chips and in processes like Home Depot’s tracking software that looks up a purchase for customers who’ve lost their receipts. It’s evident in the exploding number of apps for Apple’s iPhone. And it’s evident in Ford’s innovative social-networking marketing program for the new Fiesta that launched in 2010.

Before the Fiesta arrived in dealerships, Ford asked one hundred twentysomethings to test it for six months and document their experiences. When the car hit the car lots, more than ten thousand people had already put in their orders. Like a blast from the past, the most popular color was Lime Squeeze.5 The best innovators not only see the future, they also learn from the past and use these lessons to keep their products, services, and companies fresh. If you don’t innovate continuously, someday you may find that even your most secure offerings are obsolete.

Operational Innovation

Obsolescence is something every company should fear, especially when it comes to this final form of innovation. Operational Innovation is more about the how of business than the what. Being efficient, up-to-date, and innovative in your processes, operations, and relationships is every bit as important as having a killer product or service. Every company and 100 percent of its workforce should be engaged in Operational Innovation at all times.

Whether it’s about finding efficiencies that save time, improving quality, increasing productivity, improving the work environment, or upgrading technology to beat the competition, running a forward-moving, continually evolving company is essential for ongoing success. But like all types of innovation, Operational Innovation has to be tied to more than saving or making money; it has to benefit the customer as well. So even though this type of innovation has a primarily internal focus, it must never lose sight of the outside world of consumers and customers—the importance of which one bright kid recognized way ahead of the competition.

In the mid-1980s, the giants of the home computer market noticed and then dismissed a University of Texas dropout. They said his PCs Limited would never be a threat, and furthermore, his method of “hawking” PCs was “unbecoming a true tech company.”6 At that time, computers were sold only in stores, and customers were limited to features the manufacturer decided were relevant. It wasn’t exactly one size fits all, but it was close.

The dropout was Michael Dell, and his remarkable Operational Innovation sent the computer market reeling. By mastering logistics and the supply chain, he combined components, processes, and materials in a way that had never been done in the computer world. The plan was to build computers to customers’ specifications and then ship the product directly to them, eliminating the middleman. It worked better and faster than anyone imagined. No one could compete with Dell’s prices, so he literally defined the terms of competition. In the process, he changed an industry. Within a short time, Dell had humbled companies like Hewlett-Packard (HP) and driven IBM out of the personal computer market.7

The most important thing Dell did was to take an operational approach to solving a consumer problem—in this case, the high cost of computers. His innovations weren’t done just for the sake of saving money for his company; they were to make PCs more accessible to the public. This is an important distinction worth repeating: operational changes that are adopted solely to cut costs, without regard as to how those changes will impact the customer or advance the company, are not innovation. In fact, they often have deadly consequences.

In 2007, Circuit City fired its thirty-four hundred most experienced salespeople and replaced them with generic, untrained, near-minimum-wage workers. It announced this as a new era for the company. The retailer had built a reputation on helping consumers navigate the complexities of buying electronics, but after the cost-saving workforce initiative, the quality of its service declined so sharply that it put the company out of business in less than twenty-four months!8

As much as Circuit City wanted to believe that what happened was the result of a declining economy, the fact is that it made many mistakes in its final brick-and-mortar years, not the least of which was a failure to innovate. We all know companies that became stagnant by living on past accomplishments. Michael Dell readily admits that he has not put enough emphasis on research and development (R&D) in the past decade and that his company dropped the ball when HP and others began luring customers into stores with sleek new models. The temptation to rest on your laurels when things are going well or to slash R&D budgets and focus primarily on cutting operational costs has gotten many companies into fiscal hot water. The way to avoid getting caught in this death spiral is to learn from the past, focus on the future, and literally go with the flow.

Cascading

Throughout this chapter, we’ve shared stories about companies, products, and services that illustrate the different components of innovation, from how it unfolds to its essential elements and the concept of four levels. The next piece of the innovation model is called cascading, and it defines how innovation not only exists on four levels but also flows from one level to the next like a waterfall.

To explain further, let’s go back to electricity. Once electricity was harnessed, it enabled innovations to flow from transformational breakthroughs into categories like light bulb manufacturing, power companies, electric pole installation, and so on. These industries filled market needs that in turn led to Marketplace Innovations that supported the category or enabled companies to engage the customer through breakthroughs in packaging, specialized tools for electricians, animated store windows at Christmas, and even colorful neon signs. We could go on and on, but you see the pattern where one level builds and flows downward to the next.

It’s also true that, occasionally, what goes down can also flow up. When Apple created the iPhone, it took what began as a Marketplace Innovation to enhance the market created by cell phones and catapulted the device to transformational status. Its tremendous success changed how people communicated and interacted with music and the Internet, helped break cultural barriers, and created endless opportunities for large and small developers to say, “There’s an app for that!” It has even moved giants like Microsoft to abandon their fixation on Windows traditions and start from scratch to try and innovate their way back into smartphones.

Also taking the upwardly mobile path was Wal-Mart. When the company innovated its supply chain to link customers to vendors, it was able to deliver on its promise to provide unique value to the customer. As it expanded horizontally and vertically from clothing and appliances to food, gardening supplies, and pharmacies, it became impossible for other stores to compete. The innovations Wal-Mart instituted put it in the position of the most powerful retailer in the world, turning its Operational Innovations into something that ultimately proved to be a category breakthrough. Awareness of the cascading properties of innovation—seeing innovation as fluid—opens up tremendous possibilities for exploration and inspiration.

New inventions that are truly transformational are rare and take decades to discover and capitalize on commercially. But if you use the innovation model to hone your company’s true capabilities at all four levels, the results will be far more powerful and financially attractive. What seems like a small idea today may have unimagined possibilities if given the time and resources to mature.

At the GE Global Research Center in Niskayuna, New York, researchers have been working on technology to create a hybrid locomotive for more than ten years. After looking at all the available technology to power such a train, they finally determined that they needed to create their own power source to overcome the challenges of distance and load. This led to the innovation of the sodium battery, and what started out as one idea—a hybrid locomotive—led to something much bigger. Mike Idelchik, vice president of advanced technologies for GE Global Research, explains it this way:

When our focus turned from the locomotive to the battery, we recognized that the numbers were too small. We couldn’t build an economically viable factory just for railroad batteries. So we started to look around and say, “Okay, where does this business technology play?” We found that these stationary powered applications were relevant in areas such as uninterrupted power supply (UPS) and the telecom industry offering opportunities well beyond trains. Then the battery by itself becomes its own business. Now the locomotive, which drove the project to begin with, will end up being 5 to 10 percent of what we need to make the battery commercially viable. The rest will come from stationary applications and delivery trucks.

This thought process of starting in one place—in this case, filling a need for the railroad industry—and letting it play out or flow to a place that was unimagined is not confined to a GE, Apple, or Wal-Mart. It’s a framework for thinking that works in any industry and for any size business. When you open your mind in this way, it becomes less a question of “Can I innovate?” than one of “Where do I start?”

Our advice is to use the model we’ve outlined in this chapter to help characterize the types of innovation on which you should be focusing your business, then listen to the people who matter most—your customers and consumers. They are the ones who will inspire you, keep you on track, and ultimately determine if your idea is unique, valuable, and worthy of exchange.
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use, storage, disposal, and so on. In
the case of services, look at wait time,
deliverables, and follow-up.

What was the adop-
tion rate of comparable
innovations in the past
(if available)?

Determine what hindered or aided
innovations similar to the one you're
proposing. If it's as unfamiliar as the
Internet was, expect a long adoption
rate. Something people recognize—
like a mobile device—could take off
like the iPhone!
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What regulatory or
compliance measures
are required?

How much control will you have over
getting the necessary approvals? Have
you factored that into your timing
projections?

In combination with
consumer needs and
business insights,
does it shift society?
Create new categories?
Transition a current
technology?

Know what impact the product will
have if the market and business cases

line up to support the product devel-
opment. The bigger the impact, the
more palatable the risk may be.

Are you applying
diverse thinking to the
proposition?

How many different types of people
have you gotten input from? s the
input or feedback consistent, regard-
less of diverse backgrounds and
perspectives?

Does your business have
the patience to wait on
the needed development
time?

Do you have the resources and
leadership buy-in needed to get the
idea over the fence to commercial
development?
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WHAT QUESTIONS

REMINDERS

Is it an existing product
or a newly invented
technology, science, or
service?

Do your homework to make sure you
fully understand what's out there
and where in the continuum you fit
between modification and leading or
bleeding edge.

What are the unique
advantages?

Be brutally honest about what truly
differentiates your product.

Is it patentable, or is it a
trade secret?

Understand what protection you actu-
ally have and decide whether it is
enough to give you competitive lead
time.

What is the time
horizon—one year, three
years, or five or more
years?

Think only in terms of timing you know
you can deliver on.
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Maturity

On a sales
plateau

Asleep in
“comfort zone"

Loss of passion

Category (hopefully being devel-
oped on-going, establishes new
customer bases)

Marketplace (needed to keep
things competitive and customer
focused)

Loss of older

customers Operational (continued focus for
No new productivity)

customers Transformational (must make
Fear of “rocking | MeStTents to invnt the future)
the boat”

Decline Loss of base | Marketplace (this may be a
Imminent primary area to tide you over
fayoffs until larger-scale innovation
Dt takes hold)
attitude Category (needed to stop

decline)

Operational (can boost profits
but not the sole solution)
Transformational (if investments
have been made here, they
should start to take hold; if not,
there is probably not time for
them to stem the tide)
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Courageous

You're willing to make big bets for the
future, You won't protect the past at
the expense of moving forward. You
have persistence and determination;
“failure until success” is your motto,

Nurturing to others

You create an environment that
focuses on the positive and supports
people’s development.

Determined to win and
win together

While highly competitive, you're not
territorial. You embrace diversity of
thinking and encourage input from
everyone.

Spiritual with strong
values

You're passionate and your belief in
what you are doing must be strong
enough and compelling enough to be
accepted by others. Your vision should
be contagious for long-term success.

Tenacious

You stay on course, even when things
are not going well. You don't give up;
you adapt and stay focused on the
ultimate goal.

Possessing  high level
of urgency

You understand the importance of
speed in innovation. You're ot afraid
to act, and you keep others on track
to do so as well. You know you must
multitask inside your own mind.

Pragmatic and disci-
plined in approach

You know when to hold them and
when to fold them. You connect the
dots and bring things together.

Humble

You put pride aside and are willing to
admit when you're wrong,
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LEFT-BRAIN
CHARACTERISTICS

RIGHT-BRAIN
CHARACTERISTICS

Logical

Emotional

Detail oriented

“Big-picture” oriented

Ruled by facts

Ruled by imagination

Comfortable with words
and language

Comfortable with symbols and images

Focused on the present
and past

Focused on the present and future

Applicable to math and
science

Applicable to philosophy and religion

Able to comprehend

Able to “get it” (meanings)

Knowledge based

Belief based

Analytical

Conceptual

Good at order and
patterns

Good at spatial perception

Can define things that
are already created

Able to create new functions or
systems

Reality based

Fantasy based

Able to form strategies

Able to present possibilities

Practical

Impetuous

Safe

Willing to take risks
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“Breaking Away not only defines the innovation principles that drive sustainable
growth, it couples them with the leadership and cultural elements that
make or break success.” —JEFF IMMELT, CHAIRMAN AND CEO, GE

JANE STEVENSON
BILAL KAAFARANI

BREAKING

AWVgY
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PHASE ISSUES INNOVATION
Start-Up | Survival Transformational (this can be the
Getting impetus for a start-up)
customers Category (new markets or appli-
Establishinga | cations are the basis for the
foothold business)
Operational (setting up the most
effective processes)
Formative | Accelerating | Marketplace (new iterations can
Years growth add revenue with ittle additional
Efficiency cost)

Category (important for
continued major growth and
development)

Operational (continually looking
at how effective operational
mechanisms are)

Acceleration

High revenue,
ow profit

Low efficiency
Little time to
spare
Overextended
resources

Operational (important for
increased profitability)
Marketplace (important for quick
niew incremental growth)
Category (important to keep
things fresh and expanding)
Transformational (critical to
invest for the future now)
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WHY QUESTIONS

REMINDERS

What is the market
potential one, three, five,
and ten years out?

“Think in terms of both minimum and
maximum, but plan for minimum.

Who are and will be your
competitors?

Can you give in-depth information
about the curtent competitive land-
scape, as well as project others' plans
for the future?

Are you offering some-
thing unique and
differentiated?

How unique is your offering, and what
does that mean relative to pricing,
access, and so on.

How do you make money
(margins, growth, cost
of goods, return on
investment)?

What are the costs of production,

and what pricing will the market
support? Make sure you have all the
details about the needed supply chain,
distribution mechanisms, and sales
projections to ensure that profitability
is possible.

What defines a commer-
cial win?

Understand what measures will indi-
cate success,

Do you have brands that
can carry you through?

Know the brand power, or lack of
brand power, you have to leverage.

How do you defend the
business?

What barriers to entry are there for
competitors? Do you know what will
allow you to win in the long term?

What is your business
plan or strategy?

Have you taken the time to fully define
all aspects of the business and to set
a strategy to deliver the business case
profitably?
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KEY LEADERSHIP
CHARACTERISTICS.

ROLE IN
INNOVATION

Confident

You're comfortable in your own skin
and not afraid to be vulnerable. You
don't need to have all the answers
personally to move ahead.

Intuitive, creative, and
visionary

You have the ability to envision
tomorrow before it gets here. You can
sense the path for moving forward
based on strong intuitive instincts.

Provocative

You're curious and ask illuminating
questions. You're always looking to
align the team based on the fullest
knowledge of the most current facts

Good at listening

You have the ability to absorb informa-
tion like a sponge. You hear behind
the words to what people are really
saying.

Genuine and trusted

You insist on clarity and avoid hidden
agendas. You keep the environment
uncluttered by fear and politics.
Everyone knows you're focused on real
work and that you're who you say you
are and will do what you say you will
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CATEGORY

DEFINING
CHARACTERISTICS

Is driven by understood or antici-
pated consumer o customer
needs and insights

Buiilds on or stems from Transfor-
mational Innovation

Involves breakthrough of applica-
tions instead of invention

Is guided by a valid business
case

Allows for follow-on innovation at
the marketplace and operational
levels

Focuses on left- and right-brain
creativity

BUSINESS
ATTRIBUTES

Has the potential to be profitable
Has predictable revenue and
timelines

Fits wel with Wall Street
expectations

Is often led by marketing more
than technology

Is most successful when there
is fluid interaction between
marketing and R&D

Has risks that are more manage-
able than those associated with
transformational innovation
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OPERATIONAL

DEFINING
CHARACTERISTICS

BUSINESS
ATTRIBUTES

Is driven by internal insights to
deliver efficiency, effectiveness,
and profitability for the business.

Creates or changes organizational
structure and processes

Brings efficiencies that benefit
everyone

Improves work life
Improves productivity
Improves financial performance

Improves the customer experi-
ence through better processes

Focuses on left-brain thinking.

Focuses on how to improve the
company’s operations

Is more detail oriented and
metric focused

Is productivity driven

Alows for cost savings that can
benefit the company or customer
Improves the company’s business
case

Is oriented toward sustainability
Has highly predictable financial
returns

Is the lowest-risk type of inno-
vation and should always be
utilized in every business





