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FOREWORD

Reflections on Disruption

By Clayton M. Christensen

It has been more than ten years since I first published the findings from my research indicating that the very principles
 of good management could inhibit companies seeking to master disruptive change successfully. In industry after industry, my
 research has shown that simple, convenient, affordable innovations can disrupt and overwhelm even seemingly unassailable market
 leaders.

Over the last decade, my academic research has been augmented with the field work of Innosight, a consulting and executive
 training company I cofounded in 2000. I and my colleagues at Innosight have worked to help dozens of innovative companies
 and creative entrepreneurs maximize their ability to create booming growth businesses. Additionally, we have engaged with
 like-minded academics and practitioners, such as Jeffrey Dyer of the Marriott School of Management at Brigham Young University;
 Vijay Govindarajan of the Amos Tuck School of Business; former Merck CEO Ray Gilmartin; Richard Foster, whose early work on
 innovation and seminal findings relating to S-curves and the competitive effects of technological discontinuities greatly
 influenced my own work; former Arrow Electronics CEO Steve Kaufman; Michael Mauboussin of Legg 
 Mason Capital; and Willy Shih, who ran Eastman Kodak’s digital operations for several years.1

I have been grateful for all of Innosight’s work over the past several years. I formed Innosight because I recognized a limitation
 in my own brain. Because the patterns of disruptive innovation are so crystal clear to me, I can underestimate the very real
 difficulty of actually creating new growth businesses, especially in large corporations. Innosight’s ability to make the theories
 of disruption more tractable has been a great asset for the body of knowledge relating to disruptive innovation. This book,
 written by three of my colleagues at Innosight and a like-minded executive, aims to make the disruptive theories even more
 accessible to corporate managers and entrepreneurs.

Before turning the pen over to my colleagues, I wanted to summarize four key paradigms that inhibit the successful creation
 of new growth businesses and to describe my own thoughts about the key ingredients of transformation.

Flawed Paradigm 1: Always Listen to Your Best Customers

At the core of the research summarized in The Innovator’s Dilemma is the notion that companies intent on listening to their best customers frequently miss opportunities to create new growth
 businesses. There is tremendous value in listening to demanding customers. Feedback from demanding customers helps to map
 out a trajectory that allows companies to continue to charge premium prices, earn attractive margins, and beat market competitors.
 However, established firms’ proclivity for responding to the needs of their best customers makes it difficult to see the future
 impact of disruptions on their core businesses.2

Companies that focus only on their best customers end up producing products and services that are too good for more mainstream customers. This overshooting
 creates opportunities for disruptors armed with simple, inexpensive business models. Responding to the disruptor in the lower
 tiers of the market never looks as attractive as serving higher-end customers, so profit-maximizing companies flee upmarket.
 In industry after industry, this pattern has resulted in market leaders eventually 
 getting “pinned” to the high end of their industry and missing the growth created by disruption. Furthermore, a singular focus
 on demanding customers leads companies to miss growth opportunities that originate in the lower rungs of their market or in
 seemingly fringe markets of “non-consumers.”

Following this flawed paradigm has led to many classic cases of disruptive innovation, such as the disruption of integrated
 steel mills by steel minimills, the disruption of department store retailers by discount retailers, and the disruption of
 minicomputer manufacturers by personal computer manufacturers.

Flawed Paradigm 2: Market Segmentation

I have come to the conclusion that most companies segment markets the wrong way, making it hard for them to spot real opportunities
 for innovation. The concept of jobs to be done, which holds that customers don’t buy products or services, but rather hire
 them to get jobs done in their lives, provides a superior alternative to traditional segmentation schemes.3

Generally speaking, the way in which a company chooses to define market segments influences which products it develops, drives
 the features incorporated in those products, and shapes how the company takes them to market.4
  Segmentation schemes define who is framed as a competitor and how large specific market opportunities are believed to be.
 Most companies segment along lines defined by the characteristics of their products (category or price) or customers (age,
 gender, marital status, geographical location, or income level). Some business-to-business companies slice their markets by
 industry; others do so by size of business. The problem with such segmentation schemes is that they are static. Customers’
 buying behaviors change far more often than their demographics, psychographics, or attitudes do. The 18–34 age demographic
 that is often used in consumer marketing, for example, lasts 17 years. Education level is generally fixed by age 30. An individual’s
 income might vary more often, but it is generally stable for years. Demographic data cannot explain why a man takes a date
 to a movie on one night but orders in pizza to watch a DVD from Netflix the next.

Product and customer characteristics are poor indicators of customer behavior, because from the customer’s perspective that
 is not how markets are structured. Customers’ purchasing decisions do not necessarily conform to those of the “average” customer
 in their demographic; nor do they confine the search for solutions within a product category.

When customers find that they need to get a job done, they “hire” products or services to do it. Companies therefore need
 to understand the jobs that arise in customers’ lives for which their products might be hired. In other words, it is the job,
 not the customer or the product, that should be the fundamental unit of market segmentation and analysis.

Most of the “home runs” of marketing history were hit by marketers who sensed the fundamental job that customers were trying
 to get done— and then found a way to help more people get it done more effectively, conveniently, and affordably. The strike-outs
 of marketing history, in contrast, have generally been the result of developing products with better features and functions
 than other products in the same category, or of attempting to decipher what the average customer in a demographic wants. Working
 to understand the job to be done is worth the effort.

Flawed Paradigm 3: Sunk Costs

The third flawed paradigm is the doctrine that fixed or sunk costs should not be considered when evaluating future investments.
 This doctrine confers an unfair advantage on attacking firms. It shackles incumbent firms that attempt to respond to a disruptive
 attack.

The basic argument is that managers should compare only the future or marginal cash outlays (either capital or expense) that
 are required for an innovative investment, subtract those outlays from the marginal cash that will likely flow in, and discount
 the resulting net flow to the present. Despite the logic that underlies this principle, this approach can make the same investment
 appear attractive to an attacking company, but unattractive to the incumbent leader being attacked. It exacerbates the innovator’s
 dilemma.

For example, integrated steel mills seeking to respond to disruptive steel minimills had a choice: build competitive minimills
 or seek to fill 
 slack capacity in existing plants with cost-competitive products. The choice to maximize marginal profitability always biases
 a company to focus first on filling idle capacity. True to this reasoning, the integrated steel mills decided against building
 new plants to lower their long-run average costs. This seemingly sensible decision facilitated minimills’ ability to drive
 disruption.5

When a successful attacker is gaining ground, therefore, executives of the companies being attacked need to do their investment
 analyses in the same way that the attackers do. This is the only way they can see the world as the attackers see it, and the
 only way they can predict the consequences of not investing to preempt the attackers’ growth plans.

Companies seeking to unlock the power of disruptive innovation need to make sure they don’t allow this and other flawed paradigms
 of financial management to lead them in unproductive directions. For example, it is critical to consider alternative scenarios
 when running net present value analyses and rethink financial incentive schemes that divert resources away from strategically
 critical investments whose payoff lies beyond short incentive horizons.6

Flawed Paradigm 4: Core Competencies

Companies make a raft of decisions based on what they perceive to be their core competencies. More than forty years ago, Theodore
 Levitt pointed out how a company’s misperceptions of its core competency would frequently cause it to miss opportunities for
 growth.7
  Forty years later, I note regretfully that companies still make mistakes based on these false perceptions.

These mistakes come in many flavors. Processes that facilitate the successful innovations that make up a firm’s core products
 often constitute disabilities when new architectural innovation is required.8
  Companies that outsource what seems at this point to be a peripheral value-added activity often find their outsourcing partner
 building its own opportunities to develop competencies that are required to succeed in the future.9
  Finally, companies often fail to understand the true competencies of their managers: Experienced managers whose competence
 we have 
 learned to trust in delivering the needed results in our core businesses may not actually be equipped to build new businesses.10

How to Drive Transformation

A slew of barriers stand in front of the manager seeking to create growth through innovation. Conventional wisdom works in
 conventional circumstances, but it misleads when circumstances change. This difference tilts the advantage toward the entrant
 and forces incumbents to work hard to create the organizational space they need to succeed through disruption.

The plethora of barriers supports one of the fundamental recommendations presented in The Innovator’s Dilemma: incumbent companies hoping to launch disruptive innovations should give disruptive ventures substantial autonomy.11
  Placing a disruptive project squarely in the middle of the core operations can consign it to failure.

Successfully creating a capability around disruptive innovation, however, requires more. I believe that companies seeking to unlock the transformational power
 of disruption need a common language, a process that treats different types of innovation projects differently, and demonstration
 projects that show the value of different approaches.

Common Language

One of the best-known stories in the disruption literature—how in the 1990s Intel recognized and responded to the threats
 emerging at the low end of its microprocessor business—had a huge common-language component. In the late 1990s, I went out
 to Intel about twenty times, educating about one hundred managers at a time on the principles and language of disruptive innovation.
 Some time after going through the sessions, Intel launched what is now known as the Celeron processor, a stripped-down, low-cost
 chip to compete in the least-demanding tiers in its industry. The Celeron processor slowed the advances of disruptive attackers
 such as Advanced Micro Devices (AMD) and Cyrix, and became a substantial business for Intel.

Education played a critical role in helping Intel formulate and execute the Celeron strategy. After the Celeron had successfully
 entered the market, Andy Grove, then Intel’s CEO, told me, “You know, the disruptive model didn’t give us any answers to any
 of the problems, but it gave us a common language and a common way to frame the problem so that we could reach consensus around
 counterintuitive courses of action.”

But Grove stepped out of day-to-day activities in Intel in the mid-2000s, and many of the senior managers with whom I interacted
 left in the coming years. As the senior leaders I had educated left Intel, the company’s ability to continually create disruptive
 change atrophied. The language system had not penetrated deeply enough in the organization. Companies that truly want to create
 a long-term capability for disruptive change need to invest in building the common language that can drive longer-term success.

I have been very heartened that some companies have chosen to develop corporate training programs to embed the key tenets
 of disruptive innovation within the very fabric of the organization.

A Different Process

The resource allocation process is at the root of the innovator’s dilemma. Without active management, this implicit, often
 invisible process will direct money and human resources toward efforts that bolster a company’s current business. The process
 will deflect money and human resources away from the disruptive innovations that power future growth.

Companies have to wrest hold of the resource allocation process, making sure that dollars and bodies flow toward disruptive
 innovation. Additionally, they need to make sure that they treat different types of innovation opportunities differently.
 Although managers routinely approach different kinds of problems differently, in my experience companies lump together elements
 related to growth and manage them by a single set of metrics. This doesn’t make much sense. An incremental improvement in
 an existing market cannot just be measured, monitored, and managed as if it were a bold new strategy in an emerging market.
 Pursuing fundamentally different opportunities the same way guarantees that one of the opportunities will be suboptimized.

Generally speaking, new-growth approaches need to go through a more iterative development process, where the focus is on identifying
 and addressing the key assumptions and risks. The appropriate metrics that guide a new-growth idea should not be measures
 such as net present value or return on investment, which provide insights into the performance of the core business; rather,
 companies need to use qualitative measures that relate to success in the target market.

Demonstration Projects

Despite the significant academic research and evidence from the field supporting the power of disruptive innovation, many
 of the principles required to manage disruptive innovation successfully may still appear counterintuitive at best, and threatening
 at worst, to managers in established companies. Having a number of demonstration projects can show skeptics the power of following
 a different approach. Some of the companies detailed in this book that have done the best job of succeeding with disruption
 have started with one or a handful of clear success stories before seeking to expand their efforts.

I believe you will find that The Innovator’s Guide to Growth contains a wealth of practical methods to build a common language, follow different processes, and create successful demonstration
 projects. One of the things I have enjoyed most of all from my own journey over the past decade is learning from like-minded
 innovators. Please tell me and my colleagues what you learn so that we can strengthen our collective understanding of how
 to unleash the power of disruptive innovation.

1. 
 Richard N. Foster, Innovation: The Attacker’s Advantage (New York: Summit Books, 1986); Vijay Govindarajan and Chris Trimble, 10 Rules for Strategic Innovators (Boston: Harvard Business School Press, 2005).
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INTRODUCTION

Your Guide to Growth

TREES DON’T GROW to the sky forever.” With that sentence, the CEO of a multibillion dollar media company urged a cross-functional group of
 senior managers to develop innovative ideas. It was 2005. Even though the company’s core business was healthy, the CEO knew
 that creating new growth would be critical for long-term success.

As the tectonic plates in the media industry shifted dramatically over the next twenty-four months, the CEO’s words seemed
 prescient. As of the writing of this book, the industry is in the midst of a transformation that has all the hallmarks of
 disruptive change: emerging challengers offering lower performance along dimensions like accuracy and production quality that
 have mattered to companies such as the New York Times, Time Warner, and NBC Universal for generations; challengers winning
 through simplicity, accessibility, and affordability; new models, such as Google’s advertising-supported search, undercutting
 economic models that have prospered for generations. First to feel the effects of the change were music companies, then newspapers,
 then radio and television. The ability of the market leaders to make it through to the other side is still very much in question.

Of course, what is bad news for one set of companies is good news for another. Entrepreneurs are seizing hold of the trends
 to create booming growth businesses. The past decade has seen the emergence of Google, DoubleClick, LinkedIn, Facebook, MySpace,
 YouTube, bebo, Rhapsody, 
 and of course Apple’s iPod product line. And incumbents aren’t powerless. Rupert Murdoch’s News Corporation purchased MySpace’s
 parent in 2005 for $580 million—a price tag that is increasingly looking like a bargain. A troika of newspaper companies launched
 CareerBuilder.com. Hearst Interactive Media has made a plethora of prescient investments in emerging technologies like Slingbox.
 Time Warner has created booming Web properties like CNN.com and TMZ.com. Leading newspaper publisher Gannett has recast its
 newsrooms into “information centers,” built local online businesses around communities such as mothers and high school sports,
 and changed its content model to involve local communities in new ways.

Despite the opportunities in this and other industries, the odds remain stacked against the growth-seeking innovator, whether
 he or she is an entrepreneur or a manager inside a deep-pocketed incumbent. Most start-up companies—even those backed by the
 highest-quality venture capital firms—fail. Most internal innovation efforts deliver disappointing returns.1

If the odds of getting it right once are so low, pity the corporate CEO who must simultaneously strengthen and extend a company’s
 core business while creating a steady stream of new growth businesses. Mastering this dual challenge is incredibly complex.
 What makes the challenge even tougher is that meeting expectations is not a recipe for creating above-average share price growth.2 After all, the stock market has already priced its expectations about a company’s future into the stock price. Providing
 “upside surprise” means delivering growth that the market doesn’t foresee.

In many cases, companies that are honest about their strategy realize that their innovation portfolio is insufficient to meet,
 let alone exceed, expectations. They may have an excellent plan to expand their core business into new geographic areas, customer
 segments, and markets. They may have fantastic products and services in development that will provide meaningful growth in
 the next three to five years. But companies that crunch the numbers typically find that realistic estimates of their portfolio’s
 potential suggest a meaningful gap between where they want to be and where their projections tell them they will be. We call
 this the “growth gap.”

Too often, companies cross their fingers and hope that somewhere in their labs sits a miracle that will plug that growth gap.
 Miracles are hard to come by. Almost every large-sample study ever done suggests 
 that companies lack the ability to create wave after wave of growth as investors and analysts demand.

When confronted with this reality, executives will often blame the frustrating unpredictability of innovation. Indeed, there
 is a general sense that a fog enshrouds the world of innovation, obscuring high-potential opportunities and making success
 a fleeting phenomenon. This fog means that the innovation process takes an indeterminate time, produces innovations of variable
 quality, and can be extremely expensive.

One reason the fog exists is that the tools and approaches that work so well in a company’s core business may not be useful—and
 can even be harmful—when seeking to create new growth businesses. While this book contains no miracles, it provides practical,
 market-tested tools and approaches to pierce the innovation fog. Several of the practical tools and worksheets that appear
 in this book are available online at 
 www .innosight.com/resources.

Our primary audience is senior executives and middle managers within existing corporations that are seeking to create new
 growth business. Many of the concepts and tools in this book should also be useful for entrepreneurs, venture capitalists,
 investors, government officials, strategists, consultants, or other individuals with a vested interest in innovation. While
 the focus is on new growth, the tools and approaches also provide different ways of strengthening and extending existing businesses.
 Readers who heed this book’s advice will meaningfully improve their ability to spot and seize opportunities for growth and
 to build corporate capabilities to make the pursuit of growth through innovation more predictable.

Disruptive Innovation as a Key Growth Lever

Our belief, backed by significant research, is that disruptive innovation is the key to plugging growth gaps and routinely
 surprising the market. According to Harvard Business School Professor Clayton Christensen’s seminal research into the hard
 disk drive industry, start-ups in that industry that followed a disruptive approach increased their odds of success sixfold.3
  Our evaluation of the research in Blueprint to a Billion found that 50 percent of companies that had a high market value when they broke 
 through $1 billion in revenue were disruptors.4
  Innosight’s research showed that fully a third of the 175 companies that were on Fortune’s Global list in 2005 but had not been on the 1994 list had their roots in disruption. When Richard Foster analyzed the companies
 that provided the best total return to shareholders in any fifteen-year period between 1970 and 2001, he found that seven
 of the top ten were disruptors.5

Readers of The Innovator’s Dilemma,The Innovator’s Solution, or Seeing What’s Next will be familiar with the basic disruptive model.6
  The box at the end of this chapter, “Disruptive Innovation Model,” describes the model for those who are unfamiliar with it.

Disruptive Innovation

The concept emerged when Christensen’s research in the hard disk drive industry illustrated an interesting pattern. Every
 time an innovation involved making a better hard disk drive that would be valued by current customers, incumbents in the marketplace
 won. Christensen termed these sustaining innovations, because they sustained established performance improvement trajectories by offering demanding customers better
 performance. However, new entrants to the market would win when an innovation involved making a hard disk drive that current
 customers actually couldn’t use because it seemed to have too little raw performance, even though it was smaller and more flexible. Entrants would seek
 out nontraditional markets that uniquely valued the innovation, despite the limitations that made it unattractive to the mainstream.
 Christensen termed these disruptive innovations. In sum, incumbents tended to win sustaining battles; entrants tended to win disruptive ones.

Further research showed that this pattern wasn’t unique to hard disk drives. More than 130 years ago, Western Union passed
 up the telephone because the technology could send a signal only a few miles. In 1880, Kodak’s Brownie camera transformed
 the photography industry by making it simple and easy for individuals to take pictures (“You push a button, we’ll do the rest.”).
 In the 1950s, Sony introduced transistor technology in its small portable radios. The giants of the vacuum tube era saw transistor
 technology, invested in it, and failed. In the late 1950s, 
 Toyota’s first car to hit the American market, the boxy but cheap Corona, was largely dismissed by Detroit auto manufacturers.
 In the 1960s, Wal-Mart opened its first discount retail stores, providing goods that sold themselves at rock-bottom prices.
 In the 1970s, personal computers were initially used as toys. In the 1980s, Cisco introduced devices that allowed functional
 departments to interconnect, humbly beginning the transformation of the networking business. In the 1990s, eBay began by selling
 simple collectibles that were very difficult to trade before the World Wide Web arrived.

In all cases, disruptors created growth by redefining performance, either by bringing a simple, cheap solution to the low
 end of an established market or by helping “nonconsumers” to solve problems they were facing in their lives.

Recent examples of disruptive innovation include Skype’s Internet phone service, YouTube’s online video service, MinuteClinic’s
 diagnostic kiosk model, Procter & Gamble’s Swiffer and Febreze product lines, Salesforce.com’s hosted software service, Nintendo’s
 Wii gaming system, and Metro’s free daily newspaper. Our belief is that if you want to influence or shape a market in which you compete, sustaining strategies are the key to achieving your goal. But if you want to redefine a market, create a new one, or defend against attack from below, disruptive strategies are essential to success.

Principles of Disruptive Innovation

With Christensen we have now studied disruptive developments in more than sixty different industries. We have seen disruption
 in product businesses, service businesses, regulated businesses, businesses that sell to consumers, businesses that sell finished
 goods to other businesses, component suppliers, and raw material suppliers. Studying these historical disruptions and working
 with companies to build disruptive businesses has illuminated simple patterns, principles, and processes that can help innovators
 get disruption right. Even better, many of these patterns and principles are equally applicable to sustaining opportunities
 as well. That’s good news for established companies that must master the 
 ability to sustain their current business while simultaneously launching disruptive growth businesses.

While the rest of the book explores these patterns and principles in great depth, we will introduce here three essential principles—overshooting,
 breaking the rules, and the power of business models—that are the critical building blocks of disruptive success.

Principle 1: Overshooting Creates Conditions for Disruption

One of the core components of the disruptive model is that companies innovate faster than people’s lives can change. This
 means that in the pursuit of attractive profits, established companies will almost always end up “overshooting” progressive
 tiers of a market (overshooting is described in more depth in chapter 3). They will, in essence, provide products that pack
 too much performance for the average person to use. Think about your spreadsheet software. Unless you are an investment banker,
 odds are that you use only a fraction of that software’s capabilities. Companies have to play this game. The sustaining innovations that move a company along an established improvement trajectory are the lifeblood
 of any established firm. However, companies that only sustain create circumstances that favor disruptors, or miss great growth opportunities sitting right under their noses.

On the flip side, disruptors recognize that “good enough” can be great. By lowering performance along one dimension, innovators
 can increase it along overlooked dimensions such as simplicity and convenience that allow them to connect with customer groups
 dissatisfied with existing offerings.

Principle 2: Disruption Comes from Breaking the Rules

Intuit founder Scott Cook knows a thing or two about disruption. Intuit’s first software package, Quicken, made it easy and
 simple for individuals to manage their personal finances. QuickBooks helped owners of small businesses who lacked accounting
 skills to manage their businesses. In 1993 Intuit spent close to $250 million to purchase ChipSoft, whose 
 software allowed customers to file taxes electronically. Marrying that software with the company’s ability to simplify the
 complexities of accounting resulted in the powerhouse brand TurboTax. Today, Intuit’s QuickBase software (which allows small
 businesses to enjoy the benefits of higher-end enterprise resource planning software) and payroll software (targeted at businesses
 that can’t afford solutions by leading providers) have significant disruptive potential.

In a 2007 interview, Cook shared his views on disruption:

At their core, disruptions are mindset changes. Often multiple mindset changes at once. That’s the reason they haven’t been
 done by all the competitors, because there are some elements, probably many elements, that are entirely different than what
 people had expected or done before . . . When we developed QuickBooks the big problem was that we totally understood the market,
 or so we thought. It was only when we got surprised by our customers and then watched them work that we found out that our
 understanding was wrong. And not just our understanding, but every player in the industry had missed this. It was only by
 savoring the surprise and watching prospects work that we saw it. And that caused us to develop the first accounting software
 with no accounting in it. And it became the market leader in a month. [We had] unbelievable results, because it was based
 on an entirely different mindset than the whole industry had.7

Prior to QuickBooks, the prevailing assumption was that software for small business had to have accounting features. But owners
 of small businesses didn’t care about, nor did they understand, most of those features. They were looking to make sure they
 didn’t run out of cash. Intuit challenged the prevailing mind-set—and created a massive growth business.

Almost any disruptive success story involves an innovator turning conventional wisdom on its head. Consider these examples:


	Everyone in the mop category knew that a mop was a onetime purchase, until Procter & Gamble introduced Swiffer, whose
 consumable cloths now produce close to $1 billion in annual revenue.

	Everyone in the medical industry knew that doctors’ offices had to treat all medical conditions, until MinuteClinic’s kiosks showed how to build a business through treating a limited number of conditions
 that could be unambiguously diagnosed using rule-based tests.

	Everyone at Dow Corning knew that the company couldn’t afford to compete in the commodity end of its business, until
 its Xia-meter distribution channel became a booming growth offering.

	Everyone in the video game industry knew that success was all about introducing better graphics and higher-quality
 game play, until Nintendo’s Wii showed how simple, intuitive game play could be a path to success.

	Everyone in the music industry knew that people who had access to pirated music wouldn’t pay anything for MP3 files,
 until Apple’s iTunes showed how a well-designed, reasonably priced model that was tightly integrated with Apple’s iPod music
 player could thrive.



Successful disruptive innovators master the art of trade-offs. Their offerings typically aren’t better along traditional performance
 dimensions. In fact, they are typically just good enough along dimensions that historically matter in a mainstream market.
 Disruptors redefine the notion of performance by pulling overlooked innovation levers. Simplicity. Convenience. Accessibility.
 Affordability. All these are hallmarks of disruptive innovation.

Principle 3: Business Model Innovation Often Powers Disruption

More often than not, the true disruptive power of an innovation lies not in the features and functionalities of the offering,
 but in the business model that encases the product or service. Successful disruptors feature new revenue or profit models.
 They have the ability to make money at 
 low price points or to serve a small market profitably. Or they play in a very different value chain, with new partners, suppliers,
 and channels to market. It is these business model differences, not technological prowess, that so often throw incumbents
 off balance. Think about it: Why would a well-run incumbent want to introduce a seemingly low-margin product that its mainstream
 customers can’t use and that uses an unfamiliar distribution channel?

Common Missteps

The appeal of the concept of disruptive innovation is obvious. The word itself implies something powerful and compelling.
 Layer on top the finding that firms entering new markets have the highest chance of success when they use a disruptive approach,
 and it is easy to see the concept’s appeal.

But language can be a funny thing. You see, the word disruption itself is loaded with alternative meanings and connotations, many of which run counter to the precise pattern Christensen
 identified in his original stream of research. As the concept has seeped into the mainstream, this language “disconnect” has
 led to confusion, misunderstanding, and the occasional misallocation of resources.

Companies and investors who don’t understand precisely what disruption is can end up fostering strategic confusion, ultimately
 throwing resources at exactly the wrong projects.

The two most common misapplications of the model are (1) confusing a breakthrough with disruption and (2) analyzing only the
 internal impact of an innovation.

Confusing a Breakthrough with Disruption

The error people make most frequently is assuming that a great leap forward in performance is synonymous with disruption.
 Think of Airbus building the enormous 550-seat A380 jet liner; the mobile phone industry introducing next-generation technology
 with screamingly fast data transfer rates; Gillette intricately squeezing another blade onto the 
 face of a razor; UPS investing millions to optimize its route structure for maximum speed and minimum fuel consumption (one
 trick: minimize left turns!); or Microsoft launching Office 2007, which featured dramatically redesigned spreadsheet, word
 processing, and presentation software.

These types of innovations constitute breakthroughs for each company’s product lines by promising significant improvements
 in performance compared with existing products. They may require hundreds of millions of dollars in investment and can generate
 tremendous value if managed properly. But they are not disruptive.

Disruptive innovations are all about making a different set of tradeoffs: offering lesser performance along one dimension
 in exchange for new benefits related to simplicity, convenience, and low prices. Think ten-seat microjets used as air taxis,
 plain vanilla $25 mobile phones, and “good enough” word-processing software accessed over the Internet.

Companies that think they can successfully crack into a market by leapfrogging existing competitors and selling to the most
 sophisticated market tiers often end up sorely disappointed.


Assuming Different to Us Is Disruptive to the Market


Companies all have their biases: those with strong engineering groups tend to evaluate every opportunity along technological
 dimensions; those with strong brand identities look at the world through marketing-tinted lenses. These kinds of biases lead
 companies to make the fundamental mistake of assuming that because they’ve never undertaken a task before, doing so must necessarily
 be disruptive.

However, a concept that is disruptive to one company may just be sustaining to another. Therefore, truly understanding the
 impact of an innovation requires evaluating that opportunity from the market’s perspective. There are times when an approach
 can “feel” disruptive to individuals within a company but look highly sustaining to existing customers or competitors, giving
 the project a low probability of success.

The failures of the Internet era serve as potent reminders of this principle. Many a business plan claimed to be a sure thing
 because of the Web’s disruptive nature. In truth, the Internet was simply a technological 
 infrastructure that proved disruptive to some companies but sustaining to others. The Web sustained most financial institutions
 by giving them a better way to serve their customers through online balance checking, bill paying, fund transfers, etc. But
 it has disrupted newspaper companies by enabling the creation of new offerings such as eBay, Monster.com, and Match.com that
 have each picked off various pieces of the lucrative classified advertising business, once considered a newspaper stronghold.

To see through these biases, companies must take an external view and assess a specific opportunity through the eyes of target customers and competitors. If the target customers would
 view the solution as a marginal improvement over what they already have and the potential competitors would be highly motivated
 to compete, heavy investments in the hope of creating disruptive growth are likely to disappoint.

Success Stories

Successfully mastering disruptive change is possible. In the past decade we have watched and helped many companies proactively
 use disruptive concepts to create booming growth businesses—for example, Barclays, Bell Canada Enterprises, Cisco, Citrix,
 Dow Corning, eBay, E.W. Scripps, Infineum, Intel, Johnson & Johnson, Lockheed Martin, Motorola, Nokia, Procter & Gamble, SAP,
 Salesforce.com, Skype, Spot Runner, Teradyne, and Turner Broadcasting. While you’ll read more about many of these case studies
 throughout this book, Dow Corning and P&G are worth describing in more depth here.

Dow Corning is a multibillion-dollar joint venture between chemical giant Dow Chemical and glass maker Corning. The two titans
 formed the joint venture in 1943 to exploit the then emerging field of plastics and explore the market potential of silicones.
 Today, Dow Corning is the prime supplier of silicone-based products. It provides high-end design services, personalized sales
 support, and flexibility to its buyers around the globe.

In the early 2000s, the company recognized that its excellence actually overshot a group of customers who had become expert
 in their own 
 right about the silicone products they needed; it therefore began seeking simply to purchase the cheapest silicone on the
 open market.

Then-CEO Gary Anderson instructed one of his senior managers to create a small team to build a business to win this market
 space. To win at the low end of the market, the business, dubbed Xiameter, had to create a correspondingly lower-cost model.
 Xiameter broke with Dow Corning’s traditionally high-touch, service-oriented sales model, instead minimizing the cost of delivering
 an order and implementing strict constraints on the degree of flexibility offered. To achieve a low-cost model, the Xiameter
 team developed an online order entry system that mandated a strict set of business rules to be followed if customers were
 to be given low prices. Deviation from the rules covering delivery time, large quantities, customer service assistance, and
 any custom order handling incurred additional fees. Prices were set based on spot rates in the market, averaging a 10 to 15
 percent discount on the traditional product.

In six short months Xiameter went from ideation to test market. Three months later it launched in full. Three months after
 that, Dow Corning had recouped its entire investment. Thus within a year Dow Corning progressed all the way from an idea to
 a successfully launched business. In 2006 online sales accounted for 30 percent of Dow Corning’s sales. Even better, the core
 business was not cannibalized or compromised—much of Xiameter’s business comes from new customers previously priced out of
 the company’s products. The resounding success of the venture infused the entire Dow Corning organization with a renewed spirit
 of entrepreneurship and sparked increased innovation efforts.

Dow Corning followed that effort with training courses on disruptive innovation and focused efforts to build disruptive businesses
 in a business and technology incubator. In 2005 Scott Fuson, then chief marketing officer, said, “Disruptive innovation completely
 changed the internal landscape at Dow Corning.”

Procter & Gamble is the world’s largest consumer products company. Brands such as Always, Bounty, Crest, Dawn, Folgers, Gillette,
 Ivory, Mr. Clean, Olay, Pampers, Pantene, Swiffer, and Tide are world renowned. The company touches two billion consumers—and
 sells $200 million worth of products—every day.

Disruption is not a foreign concept to P&G. In fact, many of its powerhouse brands today have their roots in disruptive innovation.
 In the 1940s Tide made it simple and affordable for people to clean their clothes without going to professional cleaners or
 spending hours hand-washing garments. In the 1950s Crest’s fluoride-based toothpaste moved dental care from treatment to prevention.
 In the 1960s Pampers revolutionized baby care with its easy-to-use disposable diapers.

Some of P&G’s recent success stories come right out of the disruptive playbook. Crest Whitestrips allow people to whiten their
 teeth simply and easily at home. It is a $250 million brand. Swiffer consumable cloths, which make it simple to clean quickly,
 yield close to $1 billion in revenue. Febreze allows consumers to freshen fabrics in ways that used to be impossible. It also
 is close to a $1 billion brand.

Disruption is the phenomenon that connects these historical and recent success stories. In each case P&G took a complicated,
 difficult task and made it simple and affordable.

In 2004 P&G decided that it needed to take a more systematic approach to disruption if it hoped to reach its growth goals.
 As a business unit president told one of the authors, “It will be impossible for us to reach our bottom-line goals without
 disruption representing a much greater percentage of our overall portfolio.” In 2004 Innosight ran a pilot workshop with seven
 project teams. One team launched an air-freshening product in 2006 that was one of the most successful launches of the year
 in that category. Another recently introduced a category-changing baby care product in China. A third found a creative way
 to test market a disruptive health care product using the Web and word-of-mouth advertising. In-market learning helped this
 team make several key changes to its strategy. In late 2007 the team estimated that the product, which allows consumers to
 manage a nagging health concern conveniently, has the potential to be a $500 million brand.

P&G became convinced that developing a competency in the area of disruptive innovation would be critical in order for it to
 be able to deliver the “decade of growth” it was selling to Wall Street. In 2005 the company worked with Innosight to create
 a small team of “guides” to help senior leaders and project teams master disruption. These guides 
 developed a deep competency in disruptive innovation and began working with a handful of pilot project teams. After looking
 back at its own history to determine the specific pattern that separated its successful disruptive efforts (“beauties”) from
 its failed ones (“beasts”), the company began using that pattern to set priorities for a range of disruptive initiatives.
 It created tools and templates to help project teams working on disruptive ideas to shape and evaluate different strategies.
 Different tools were required, because P&G’s standard tools—so good at guiding activities in known markets—were insufficient
 for new, difficult-to-measure markets.

In late 2006 CEO A. G. Lafley said that he expected each business unit eventually to focus 10 to 20 percent of its innovation
 portfolio on disruptive innovation. The internal team of guides worked to develop a predictable process to help business units
 craft a coherent disruptive strategy and then put together a portfolio of high-potential disruptive innovations. The company
 created a series of training courses to help leaders learn new mind-sets and techniques to master disruptive change.

Some of its efforts won’t bear fruit for years. But by creating widespread awareness, getting senior management buy-in, developing
 specific tools and processes, and building a portfolio that allocates time and money to disruptive projects, P&G is well on
 its way to developing a capability that will keep it years ahead of its competitors.

Overview of This Book

The fundamental premise of this book is that following the right steps and putting in place the right structures can allow
 managers and entrepreneurs to improve significantly their odds of creating profitable growth businesses. This view contrasts
 with a prevailing stream of thinking that innovation is random and requires creative genius. Our belief, backed by market
 evidence, is that following the right steps can enable any manager to create new growth businesses successfully. Furthermore,
 senior managers who implement the right systems and structures can free internal innovators from the shackles of processes
 and policies that are not conducive to innovation.

Figure I-1 provides a schematic of the book.

Chapter 1 describes three key precursors to innovation: a core business that is in control, a game plan for growth, and mastery
 of the resource allocation process.

The next seven chapters walk through a three-step process to spot and seize a single opportunity. The first step involves identifying opportunities for innovation. Chapter 2 describes how to identify barriers that constrain consumption. Chapter 3 suggests
 a number of analyses to pinpoint overshooting. Chapter 4 provides tips and tricks to identify important, unsatisfied jobs
 to be done. The tools and techniques in these chapters should help you determine whether you have an actual opportunity to
 create an innovative growth business.

FIGURE I-1

Overview of The Innovator’s Guide to Growth



The second step involves formulating and shaping a strategy to seize identified opportunities. Chapter 5 presents some thoughts on how to craft a disruptive idea. Chapter
 6 introduces several analytical techniques to help assess and shape early-stage, highly uncertain strategies.

The final step involves building the business. Chapter 7 explains how to take ideas forward in ways that are consistent with what we call “emergent strategy.”
 Chapter 8 demonstrates how to set up and manage teams whose charter is to create disruptive growth. As figure I-1 shows, the
 process of formulating ideas and building strategies is iterative, with new insight causing teams to reconsider market opportunities
 and conceive of different solutions.

Chapters 9 and 10 describe how organizations can make the pursuit of innovation-driven growth more systematic. Chapter 9 discusses
 how to structure for innovation. Chapter 10 presents metrics and measures to help track the progress of the innovation activities.

Despite the belief that disruptive innovation is the best mechanism to create new growth, this book is not really about disruptive
 innovation, but rather about practical tools and techniques that allow innovators to see and do things differently. When aiming
 for growth, it’s always good to understand the world from your customer’s perspective, figure out when you are providing too
 much performance, realize that quality is a relative term, pick apart a plan to isolate key assumptions, and create the right
 set of innovation metrics. The patterns, principles, and practices of disruptive innovation can inform all innovation efforts.

While we are not yet at the point where innovation is paint-by-numbers predictable, patterns of success and failure are coming
 into sharper focus by the day. The checklists, question guides, templates, and activities sprinkled throughout this book will
 help innovators to do the following:


	Identify opportunities that others are likely to miss.

	Craft solutions that create new growth while disorienting seemingly unassailable market leaders.

	Manage the risk of early-stage projects.

	Implement structures and systems to create winning businesses again and again.



This guide will help you join the community of practitioners who are beginning to change the world of innovation from one
 of frustrating inconsistency to one of orderly patterns. As long as there are those who can’t see the patterns, those who
 can gain a powerful source of competitive advantage. Good luck, and happy innovating!

Disruptive Innovation Model

Figure I-2 presents the basic disruptive innovation model, showing performance on the vertical axis and time on the horizontal
 axis. The model comprises three important pieces. First is the dotted line that represents the performance demanded by a given
 group of customers. That line is relatively flat, showing that the problem a given group of customers is trying to solve actually
 changes only slowly over time. The single line represents the mainstream customers in a market; the bell curve on the right
 side of the model illustrates how any market contains a mix of customers, ranging from very demanding ones at the high end
 to less demanding ones at the low end.

FIGURE I-2

Disruptive innovation model



The second key part of the model is the solid trajectories measuring the performance supplied by companies. These lines are
 more steeply sloped than the dotted line, indicating that companies almost always innovate faster than people’s lives can
 change to make full use of those advances. The pursuit of profits motivates companies to move along these trajectories; the
 more demanding the customers, the more likely they are to pay premium prices for better products or services.

The third part of the model distinguishes between two different types of innovation. The first type of innovation (indicated
 by the curved, dotted arrows that move along a given line) sustains an established improvement trajectory. Companies sustain when they take a good product or service and make it better so that
 they can charge their best customers higher prices. Examples of sustaining innovations include Gillette’s five-blade Fusion
 razor blade, Airbus’s A380 super jumbo jet, and Sony’s PlayStation 3. Academic research suggests that incumbent firms almost
 always win these battles. The second type of innovation (indicated by the downward sloping, solid, curved arrow that leads
 to the creation of a new line) occurs when a company disrupts and redefines that trajectory. A disruptive innovation involves offering lower performance, at least along dimensions that historically matter in a mainstream market. In exchange it offers benefits along
 other dimensions, such as simplicity, affordability, or customization. Examples of disruptive innovation include low-priced
 microjets, eBay’s online auction, Nintendo’s Wii video game system, and Google’s advertising model. Research suggests that
 incumbent firms almost always lose these battles.
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CHAPTER 1

Precursors to Innovation

ANY EXECUTIVE KNOWS INTUITIVELY how difficult it is to master the forces of innovation. Large sample surveys support these intuitive conclusions. Most ideas
 never gain traction. Companies that achieve greatness topple. Large companies that survive tend to underperform relative to
 the market.1
  Conglomerates that seek to diversify to deliver better returns tend to be worth less than the sum of their parts.

The central argument of this book is that there are in fact practical ways to buck these trends. Companies that act appropriately
 can follow a different approach that allows them to create growth repeatedly.

The natural tendency for companies seeking to implement the ideas in this book is either to launch a stream of innovation
 initiatives immediately or to create a growth group to develop solutions. While these actions may sometimes be necessary,
 moving too quickly can lead to frustration and failure. Companies that are serious about creating systematic capabilities
 need to make sure they have the right “precursors” for their innovation efforts. This chapter suggests three critical precursors:


	Control over your existing assets

	A game plan for growth

	Mastery of the resource allocation process



There is no silver bullet for companies interested in enhancing their organization’s ability to innovate. But putting these
 three precursors together can give companies a much greater chance of realizing the innovation potential that exists within
 their firms.

1. Gain Control over Your Existing Assets

One executive we know is a senior leader in a multibillion dollar business unit within a multi-multibillion dollar company.
 He has successfully launched a stream of disruptive growth ventures within his business unit. The company trots him out to
 give advice to other business units seeking to create disruptive growth. His first piece of advice? “Don’t try to create disruptive
 businesses.”

The executive gives this counterintuitive piece of advice to remind his audience that the first issue the business unit should
 address is whether it has the “right” to innovate. His view is that an in-control core business is a necessary precursor to
 innovation.2
  An out-of-control core will almost always—appropriately—pull time and attention away from growth efforts.

Consider Delta. As its core business sharply deteriorated in 2005, the airline folded its low-cost Song venture back into
 its core business and sold its growing Atlantic Southeast Airlines regional jet arm to SkyWest to raise desperately needed
 cash. Unfortunately, the core just wasn’t on solid enough footing to support growth initiatives.

Understanding whether your core is in control requires more than looking at raw growth rates. One good starting point is comparing
 your year-by-year revenue and profit growth rates with the average for your category or industry. If you aren’t performing
 at least as well as that average, it is a sign that your core business isn’t in control. You can’t help it if your industry
 is in structural decline, but you can make sure that you are managing that decline at least as well as other industry participants.

As you seek to gain control over your core business, you may also decide that you need to shed some underperforming assets.
 Selling specifically or trading more generally is a critical capability for growth-seeking 
 companies. As Richard Foster notes in his 2001 book Creative Destruction, if companies want to outperform the market, they have to change at the pace of the market, without losing control of core
 operations. Specifically, Foster argues that companies have to develop the ability to create new growth businesses, operate existing businesses, and trade declining businesses.3

One well-known classic example of a company that had to exit one business to unleash its innovation potential is Intel. In
 the early 1980s, Intel was still spending billions of dollars on research and development in its dynamic random access memory
 (DRAM) business. However, the commodity characteristics of that business meant that it actually accounted for a trivial part
 of Intel’s overall profits. The key driver of Intel’s profits was microprocessors. Intel hadn’t intended this outcome to occur,
 but it did. Andy Grove and Gordon Moore famously “fired” themselves as CEOs of a DRAM business, and “rehired” themselves as
 CEOs of a microprocessor business. By exiting the DRAM business, they set the stage for two decades of phenomenal growth.4

Similarly, consider what happened to Duracell after it was acquired by leverage-buyout king Kohlberg Kravis Roberts (KKR)
 for $1.8 billion in 1988. KKR helped Duracell sell off underperforming divisions and consolidate production. As its core business
 steadied, Duracell diversified into new product lines. As a result, after years of stagnant or nonexistent growth, cash flow
 increased by more than 15 percent a year annually between 1989 and 1995. The company introduced many innovations, such as
 rechargeable batteries and battery multipacks, that allowed it to become the market leader. The company went public in 1991
 and was purchased by Gillette in 1996 for $2.8 billion. Including cash flow from operations, KKR made close to a 40 percent
 compounded return on its investment. Foster notes, “Duracell had to destroy to create.”5

The disruptive concepts described in the following three chapters can be a helpful way to identify the specific assets that
 should be traded. When you see clear signs that you have other assets that can be stronger bases from which to reach nonconsumers
 (chapter 2), or that overshooting is about to set in or has already set in (chapter 3), or you have assets that can help customers
 get critical jobs done (chapter 4), consider selling off that piece of the business.

2. Build a Game Plan for Growth

Once core operations are under control, the next task is to build a game plan for growth. Creating a compelling game plan
 involves estimating the target results of the organization’s innovation efforts, defining a target innovation portfolio, developing
 a “train schedule” for innovation, determining goals and boundaries for innovation, and identifying growth domains.

Calculating the Growth Gap

It’s hard to create a game plan if you don’t know what a winning outcome looks like. Companies need to start by fully understanding
 the gap between their organization’s growth aspirations and their innovation pipeline.

First, articulate the desired outcome of your innovation efforts and where you expect to find growth. Broadly speaking, growth
 comes from organic efforts or acquisitions that expand the core business, moves into adjacent markets, or initiates to create
 entirely new businesses. Companies should have a rough estimate of their financial targets and how much growth they expect
 to see from each of these categories.

Next, approximate from the bottom up how much potential is in your innovation pipeline in each of your categories. After completing
 the analysis, check the gap between where you hope to be and where you will be according to your current projections. Be sure
 to risk-adjust the projections of uncertain growth strategies.

Calculating a growth gap is no easy task (see tool 1-1 for some pointers). It requires making a multitude of assumptions,
 many of which are sure to be wrong. However, even directional findings from the exercise can be telling. One immediate warning
 sign: defining success as requiring every innovation project to meet or exceed its current projections.

Consider the experience of a large consumer products company. The company spent about a month developing detailed estimates
 of how much growth it could expect from its core business and products in its development pipeline. It was shocked to learn
 that—even in the most optimistic scenarios—it still had to come up with almost an additional billion dollars in new growth
 to meet its ten-year strategic targets. Before the exercise, senior executives had sensed that innovation was important. After
 the exercise, innovation became the number one item on the corporate agenda. The insight helped magnify the company’s innovation
 challenge and rally key managers around the need to approach innovation differently.

TOOL 1-1

Application exercise: Calculate your growth gap

Instructions
 
 
 Current revenues: Revenues for the current fiscal year.
 
 
 Five-year growth rate: Projected annual growth rate for existing operations (not including adjacent moves and new initiatives).
 
 
 Projected year 5 core revenues: Current revenues x (1 + growth rate) ^ 5.
 
 
 Targeted adjacencies: Description of new customers, regions, or channels that extend the core business.
 
 
 Projected year 5 adjacent revenues: Expected revenues from adjacent moves.
 
 
 Number launched this year: Estimated number of new growth initiatives launched in a given year.
 
 
 Year 5 revenues/initiative: Average expected revenue generated by initiatives launched in a given year in year 5 (e.g., the third year of revenues for
 initiatives launched in year 2).
 
 
 Projected success rate: The expected success rate of initiatives launched in a particular year.
 
 
 Projected year 5 new growth revenues: Number launched x revenue / initiative x success rate.
 
 
 Target year 5 revenues: The strategic target for revenues in year 5.
 
 
 
 
 
 Target year 5 revenues______
 
 
 Projected year 5 revenues______
 
 
 Growth gap______
 
 
 Note: This and several other tools appearing in this book are available at www.innosight.com/resources.

Advanced analytical techniques that lead to a distribution of potential outcomes can help provide deeper insight into the
 growth gap. For example, one $5 billion company created several “doomsday” scenarios that described negative future states.
 It developed a consensus among senior managers about what could happen to key economic variables in each scenario. It then
 used Crystal Ball simulation software to run thousands of scenarios, with each of those drivers changing randomly according
 to a predefined set of parameters. The analysis led the company to believe that there was a reasonable chance that it could
 be staring at a gap of $500 million in earnings (representing 20 percent of earnings) in five years. Of course, the projections
 could have been wrong, but the chances that the gap would be significant helped motivate the company’s leaders to take action.
 As a side note, the company discovered that one benefit of this approach is that it is much easier to align people around
 the possible outcomes for a particular variable than to gain consensus on the most likely outcome for that variable, or to ask people to sign their name to a precise answer. Once senior leaders agree on the inputs into the simulation model, the results are just math. It seems simple, but this approach can help management teams escape
 groupthink and see a growth gap with greater clarity.

Mapping Out a Balanced Innovation Portfolio

The growth gap analysis often identifies an out-of-balance innovation portfolio. All good investors know the value of aligning
 their portfolios with their investment objectives. If you want to pursue an aggressive growth strategy, you might allocate
 50 percent of your funds to stocks in small and medium-size companies, 40 percent to large companies, and 10 percent to bonds.
 In any given year, the portfolio could lose money, but in the long run it should produce strong growth. If you want to take
 less risk, your portfolio might contain 50 percent stocks in large companies, 30 percent bonds, and 20 percent cash. Although
 your upside might be lower, the odds that you will lose money in any given year will be lower too.

Companies should similarly think carefully about the mix of projects they pick to satisfy their growth objectives. Organizations
 that scrutinize 
 their innovation portfolio often find that their investment allocation doesn’t match their intended strategy. Frequently,
 the great majority of their investment lands in close-to-the core, incremental improvements with a single, highly risky initiative
 that has a large chance of failure. While this portfolio might seem “safe,” portfolio theory suggests that increasing diversity
 is a crucial way to decrease risk.

Try to achieve a stronger balance among the incremental improvements required to sustain the core, logical adjacencies that
 leverage a key part of the core business, and completely new and novel growth initiatives. The results from the growth gap
 analysis above should provide directional input regarding how much to invest in each category.

It is important to note that the same balance is not likely to be achievable in every unit in a large organization. Achieving
 the desired mix across your corporation may require disproportionate investment in one unit of your organization over another.

Creating a Train Schedule

The innovation portfolio can help companies create a “train schedule” that helps them manage the number of opportunities they
 are working on at any given time.

The concept of a train schedule comes from a Harvard Business School case about Medtronic, the Minnesota-based medical device
 company that largely created the pacemaker market.6

Throughout the 1970s and into the early 1980s, the company, along with its industry, grew and became more complex. Looking
 to be free of Medtronic’s growing bureaucracy, managers began to leave Medtronic and form smaller and nimbler competing companies.
 These new companies were able to introduce rival products into the market more quickly. At the same time, Medtronic’s product
 development efforts were slowing to a crawl.

Medtronic began to encounter one product development problem repeatedly. It would be set to launch a new product when—lo and
 behold—a more focused competitor would leapfrog ahead of it with a similar product that had a particular feature Medtronic
 hadn’t built into its new offering. The company’s sales force would then protest, 
 saying, “We can’t launch this product without this feature and that feature. Let’s go back and rescope our product development
 effort.”

When Medtronic was finally ready to launch this new, retooled product, another competitor would jump out in front with a similar
 product that had yet another new feature. And Medtronic’s sales force would once again demand that the company delay the release
 of its product until it could more effectively compete in the marketplace.

As a result, at one point Medtronic launched no substantial new products in its pacemaker line for almost a decade, even though
 it was investing aggressively in that product arena. The company’s market share dropped from about 70 percent to 30 percent.

To address this challenge, Medtronic brought in a new senior executive to manage the product development process. Along with
 a number of important changes, the executive instituted a train schedule for innovation mapping out a detailed time frame
 for developing each of the company’s product lines over the next ten years. The schedule stipulated both the date on which
 Medtronic would start development for each product and the date on which the company would ship the first generation of that
 product. Medtronic reserved capacity in its development organization to make sure it could accommodate the schedule and launch
 each new product on time.

The schedule didn’t specify exactly what the innovation would be. It did, however, distinguish between types of innovation. Every few years Medtronic would have to
 launch a major new platform, which would be followed by line extensions and derivative products.

The train schedule had a clarifying effect on the entire organization. Everyone now knew the precise day on which the company
 was going to initiate the development of a new platform or line extension. Six months prior, managers knew they needed to
 prepare a contract book that spelled out what would be included in the new platform, since nothing could get on the development
 train if there was any technological uncertainty. In this way, ideas that were not feasible at a particular time were quickly
 winnowed out.

The effect on the sales force was particularly acute. When competitors unveiled a new feature and the sales force complained,
 senior managers could say, “That train has left the station. But it’s all right. There 
 is another train leaving soon. We’re going to take this idea, write it on a sticky note, and stick that note on the train
 schedule. That way we can be sure we consider the idea at the right time.”

Now that Medtronic was putting out products in this rhythm, competitors were thrown off balance. They began to encounter the
 same problems that Medtronic had encountered. Medtronic’s market share jumped back up to almost 60 percent.

A train schedule can help companies avoid the basic problem that confounded Medtronic: a lack of focus that results from having
 too many projects running simultaneously in an undisciplined manner. Such a schedule helps companies manage resources and
 ensures that they start new projects early enough to have the appropriate impact at the appropriate time.

A train schedule with multigenerational product planning can also help ensure that companies meet their future growth targets.
 If managers understand the expected size, success rate, and required resources for each of the different types of trains that
 leave the station, they can accurately predict the number of initiatives they need to be working on at any given time in order
 to meet their growth goals.

Remember, despite our best efforts, innovation still remains risky and unpredictable. A good way to begin estimating how many
 activities you have to put on the train schedule is to look at past innovation initiatives within your own company. Many organizations
 are surprised to find that their failure rate is much higher than they had thought, meaning they must either introduce more
 initiatives or find ways to increase their innovation success rates. Although we believe that adopting the tools in this book
 can help decrease that failure rate, companies still need to make sure they take into account the stochastic nature of innovation
 when building their train schedules.

Identifying Goals and Boundaries

Many companies subscribe to a notion that the way to unleash innovation is to let chaos reign. According to this theory, companies
 should seek to avoid constraining innovation, instead seeking ways to encourage managers to “think outside the box” to dream
 up the best new ideas they can.

There are several reasons to believe that letting chaos reign can be a bad idea. First, managers who lack constraints can
 spend a significant amount of time pursuing ultimately fruitless paths. For example, a team at a company Innosight advised
 spent three months evaluating a potential acquisition. The target was following a classically disruptive strategy and, while
 small, was growing rapidly. Yet the company ultimately decided not to make the acquisition. Why? The target was a service
 business, one that our client—a mass-market manufacturer of low-priced consumer goods—ultimately decided was just too different
 for comfort. The project team squandered significant time and effort going down what proved to be a blind alley.

On the flip side, managers can sometimes pass up good ideas because they assume that their company wouldn’t do something when
 that is not the case. In any company, middle management plays the vital role of screening and filtering innovation ideas.
 When senior management asks, “Why do we never see any good ideas?” a likely answer is that middle managers are screening out
 or discarding ideas that they think are out of bounds. The natural inclination of these middle managers is to reject something that doesn’t fit what the company
 does today. In other words, line managers may impose sharply stricter mental constraints than senior managers intend.

Finally, when companies lack a good definition of what they want to do and what they won’t do, they often tend to “bet the
 farm” on any idea that seems to deviate from the core business. They then layer risk after risk on an idea until it has little
 chance of being successful. While companies should avoid being constrained by their current definition of the core business,
 deviating too far from the core business can be dangerous too: research by Chris Zook, who heads Bain & Company’s Global Strategy
 Practice, suggests that companies have low odds of success when they try to stride beyond their core business along multiple
 dimensions simultaneously.7

To break free of these traps, companies should clearly define what is on and off the table along key dimensions of their business
 by answering questions such as the following:


	
Which customer group can we target? If we are a consumer-focused company, can we consider business customers? If we are 
 a business-focused company, can we consider targeting consumers? If we target large companies, can we target small ones? If
 we sell to service providers, can we go directly to end users?

	
Which distribution channel can we use? If we typically use a retail channel, can we consider direct sales? If we generally use mass channels, can we consider using
 niche ones?

	
What revenues do we have to reach at steady state? Is it $100 million? $50 million? What constitutes steady state?

	
What kind of margins do we need to obtain at steady state? Above our current margins? On par with our current margins? Below our current margins?

	
What is the offering we will provide? If we typically sell products, can we sell services? If we typically sell services, can we sell products?

	
What geographic areas will we target? If we typically launch locally, can we launch globally? If we typically launch globally, can we launch locally? Should we
 consider large geographic areas or small ones?

	
Which brand will we use? Can we consider creating a new brand?

	
How will we generate revenues? Can we consider new revenue streams? Which ones are on and off the table?

	
Which suppliers and partners will we use? Can we consider using new suppliers? Can we consider outsourcing tasks we normally do ourselves? Can we consider bringing
 tasks inside that we normally outsource?

	
What tactics will we use? Can we consider acquisitions and partnerships?

	
What go-to-market approach will we use? Can we consider test markets with preliminary prototypes that aren’t perfect?



Other dimensions might matter in particular industries. Pharmaceutical companies might want to incorporate perspectives on
 medical 
 efficacy claims (e.g., ranging from perceived benefit to clinical proof ). Chemical industries might consider allowable environmental
 impact (e.g., none, manageable, severe). Media organizations might wish to consider advertising reach (e.g., local, national,
 international).

For any company, the key is to identify what is desirable (what you want), discussable (up for consideration), and unthinkable
 (out of bounds). Making these parameters very clear at the outset—and being willing to consider changing them as new information
 comes in—can help ensure that teams focus on the right activities. Figure 1-1 uses a simple visual to capture a corporation’s
 goals and boundaries.

FIGURE 1-1

Goals and boundaries



Picking Growth Domains

The final component of a game plan for growth is a short list of “domains” that have high potential for innovation. Selecting
 a few priority domains is an important mechanism to help innovators focus their early efforts. A great growth business can
 come from a domain that is not on the initial list, but focusing on priority areas almost always helps.

The path to high-potential, unexplored opportunity spaces isn’t always obvious. One trick is to imagine familiar adjacent
 markets that you touch, but in which you don’t actively participate. Look for a market close enough to the core to allow your
 capabilities, assets, or knowledge to form the foundation of a new growth offering, but also far enough away from the core
 for traditional competitors to scratch their heads when they hear about the opportunity space. For example, one Indian transportation
 company decided to target the wheelchair market as an off-the-radar way to develop technologies for automobiles.

The concept of nonconsumption (described in chapter 2) can be a helpful tool as well. To what extent do factors such as product
 cost, complexity, or inconvenience constrain consumption? For example, there are more than 47 million people in the United
 States without health insurance. This market has obvious potential for disruptive growth.

Generally, judgment plays a huge role in separating opportunity spaces that truly represent fertile ground from those that
 are well traversed and unlikely to lead to fruitful new markets. Ideally, companies seeking to look beyond the “normal” opportunities
 that characterize their market should combine the wisdom and judgment of senior management with a dose of outside thinking.
 An important part of this process can be having executives go to the periphery of their market. For example, when Johnson
 & Johnson was trying to imagine new growth possibilities in the late 1990s, it became clear that China could be a big opportunity.
 Members of the senior team traveled to China to hold a meeting over several days so that they could see local opportunities
 through their own eyes. Going to the source of the opportunity allowed the executives to envision opportunities in new ways.8

Selecting domains requires striking a delicate balance. Howard Stevenson of the Harvard Business School defines entrepreneurship
 as the pursuit 
 of opportunity without regard to resources controlled. On the other hand, companies do have to have (or must be able to create)
 some kind of right to win in a marketplace. Spotting opportunity spaces requires managing this balance, while remembering
 that tomorrow’s capabilities might look very different from those of today.

Here is one final piece of advice. The definition of today’s business plays a critical role in highlighting future opportunities
 for growth. More than forty years ago, Harvard Business School Professor Theodore Levitt chided companies for not always understanding
 correctly what business they are in.9
  He cited companies that thought they were in the railroad industry and didn’t realize they were actually in the transportation industry; as a result, they missed opportunities to expand into aviation and logistics. Companies often think that their
 core business is defined either by product category or by the primary attributes of their product or service. But asking why customers buy your product or service can provide a more accurate and more expansive answer to the question, “What business
 are we in?”

Take Procter & Gamble’s Crest brand, for example. During the early 1990s, the brand defined itself largely as fluoride-based
 toothpaste in a tube. That definition led the company to focus exclusively on creating new flavors and features that could
 go in a tube. In the mid-1990s, however, the brand team realized that consumers purchased its products in order to have “healthy
 teeth and great smiles.” The set of competitors— and opportunities—expanded to include mouthwash, dental floss, electric and
 manual toothbrushes, teeth-whitening procedures administered by dentists, and other cosmetic work. Determining why customers
 hire your offering can expose new routes for growth (the concepts in chapter 4 help delineate this target).

In addition, consider Legal Sea Foods. For seafood aficionados in and around the Boston area, Legal Sea Foods restaurants
 have long been the place to go to eat a great meal. In recent years the company has expanded down the East Coast to more than
 thirty locations. If you were to ask most people who have dined at a Legal Sea Foods outlet to describe the business, they
 would most likely call it “a restaurant chain.”

Legal’s management, however, thinks of the company as a seafood business. Restaurants just happen to be Legal’s primary distribution
 channel. 
 This framing helps Legal identify new types of distribution opportunities and ideas for expansion beyond simply building more
 restaurants. These might include selling branded food products in supermarkets or distributing seafood products in European
 markets.

3. Master the Resource Allocation Process

At the heart of the innovator’s dilemma is the resource allocation process, a diffuse, difficult-to-master process that is
 woven into the fabric of large companies. Taking control of that process is hard, but vital for success.

The most important action companies seeking to master the resource allocation process can take is to create a pool of separate
 resources—people and dollars—for growth initiatives. After all, saying that your innovation portfolio is balanced is meaningless. You need to allocate resources appropriately for the different
 types of innovation. Remember, it is not your strategy that determines how you allocate resources; rather, it is how you allocate
 resources that determines your strategy. In other words, the way in which you spend your time and money reflects your priorities.
 Claiming that innovation is important is meaningless if you and your organization don’t allocate appropriate resources to
 that end.10

Creating—and fiercely guarding—separate pools of resources is critically important. Companies that put all of their innovation
 resources into a single pot often find that low-risk (but lower-return) core initiatives crowd out higher-risk investments
 with greater growth potential.

How Many Resources?

The analysis that leads to the formulation of the growth plan described above should suggest the amount of resources that
 need to be allocated to growth efforts. The following four factors can also help determine an appropriate allocation:


	
The rate of growth in the core business. A decreasing growth rate mandates that a company direct more resources toward new initiatives.

	
Changes in the competitive intensity of the base business. When competition heats up in the base business (or a company spots signs that competition will heat up), more resources should be allocated to new initiatives, particularly if the base business is mature.

	
The company’s expertise in creating new growth businesses. If a company has never before successfully created one, it needs to allocate comparatively greater resources to such initiatives,
 because it will inevitably make more mistakes as it navigates unfamiliar territory.

	
The ratio of capital intensity of potential new businesses compared with older ones. Efforts with relatively high asset intensity require more resources.



Except in rare situations—for instance, when a company is a brand-new start-up or is in irrevocable decline and therefore
 being managed simply for cash—companies should set aside at least some portion of their resources for new business initiatives.

At the same time, however, a company needs to be careful about allocating too many resources to new growth initiatives. Companies
 have to balance sustaining the core and creating the new. Tilting too far in either direction can cause irreparable harm to
 the company. Insufficient emphasis on new initiatives guarantees a problem several years down the line, whereas too little
 emphasis on core initiatives guarantees a problem just a few quarters into the future.

Flooding growth initiatives with resources, however, can cause them to sink. When you are setting off on a new course, the
 only certainty is that you may well be headed in the wrong direction (a problem discussed in more detail in chapter 7). A
 team with too many resources can wander in the wrong direction for too long, whereas a team with limited resources is compelled
 to test critical assumptions quickly, experiment, and adapt accordingly.

In short, there’s good news for cost-conscious companies just starting their innovation journey. In the early days, the biggest
 investment that companies need to make is time, not dollars. Investing as little as a few 
 million dollars in the early days can be sufficient—if managers are specifically tasked with finding and nurturing new growth
 businesses.

Time Is the Scarcest Asset

When setting aside resources for innovation, be sure to allocate human as well as financial resources. In fact, in many companies
 time is a much scarcer asset than money.

Steve Silberman is the executive editor of theDesert Sun, a newspaper organization in Palm Springs, California, owned by Gannett. In 2006 the Desert Sun decided to make innovation one of its strategic priorities. Silberman and Desert Sun publisher Michelle Krans decided to have the entire management team set aside one full day a week for four months to focus
 on innovation. The team revamped existing products, launched a new coupon-based Web site targeting local restaurants and young
 consumers, and set up internal structures to make innovation repeatable.11

At the end of the four-month process, Silberman reflected on the experience: “The core operations take so much time that if
 you don’t set up time for innovation, it won’t happen. I remember at one point, we had a retreat and we said we can take some
 time away from our core operations and it won’t suffer . . . And we said, ‘What would happen if we didn’t set aside time for
 innovation, would we suffer?’ And the answer was yes.”

When companies think about allocating human capital to innovation, they face a fundamental choice. Should we ask everyone
 in a department or business unit to dedicate a portion of their time to innovation (à la 3M and Google), or should we set
 aside a small group of people to focus all of their time on innovation?

As always, the question isn’t which system is objectively superior, but rather which one is most appropriate given a company’s
 circumstances. Having a broad group of people each dedicate a small amount of time (the “10 percent plan”) works best when
 individuals have the ability to formulate and begin to develop innovative ideas. It also helps if the organization has a history
 of innovation, so that individuals and their colleagues can develop a collective intuition about what is or is not a good
 idea.

Dedicating a group of people to innovation is often appropriate when a company is in the early stages of its innovation journey
 and needs to develop new norms (see chapter 9). It also helps when the goal is to develop ideas that are significant departures
 from the core business. If creating new products is a background task, most managers are likely to fall back on concepts that
 have worked before instead of trying legitimately different approaches. Suggesting that people spend a portion of their time
 on innovation almost always leads the urgency of the core business—rationally—to crowd out the important innovation activity.

In short, our perception is that the 10 percent plan frequently functions as a security blanket that helps managers feel good
 (we’re allocating resources to innovation!) but rarely contributes to meaningful results. All else being equal, we favor dedicating
 100 percent of five resources to innovation over dedicating 10 percent of 100 resources for that purpose.12

Removing managers from core operations can be one of the most difficult decisions for senior leaders. After all, the managers
 who might be most capable of successfully launching new growth businesses typically (though not always—see chapter 8) play
 critical roles within the core business. However, companies that want to boost their efforts to innovate need to develop the
 ability either to cut back smartly on their core organization or to refill critical positions as necessary.

Treat Investments like Capital Allocation Decisions

It takes great discipline to maintain separate buckets of funding and people for different types of initiatives. If the core
 business begins to face trouble, there is an overwhelming temptation to use some of the resources allocated to longer-range
 ventures to save the company. In the short run, such measures almost always seem to make sense; in the long run they can be
 disastrous.

When setting aside a separate pool of resources, senior leaders should consider treating the expense as a capital expenditure,
 not an operating expense. Including growth efforts in the budgeting cycle can lead to perverse behavior, whereby people spend
 money in order to use up their entire budget allocation and thus ensure that they receive the same amount the following year.
 This is a problem in all run-rate-based budgeting 
 situations with a use-it-or-lose-it approach, but it can be particularly acute for growth groups operating in unknown territory.
 No group focused on growth should aspire to profligate spending. A far better approach is to spend money wisely as opportunities
 evolve.

We recognize that the temptation to reduce spending on new initiatives when times are tight is intense. However, companies
 that treat investment in innovative growth businesses as fully allocated expenses make it easier for those businesses to continue
 working, even when times are tough.

Advice for Line Managers

Many of the issues discussed in this chapter are highly strategic in nature, requiring deep involvement—and leadership—from
 senior management. If you can see that your company lacks the necessary precursors but do not have the authority to make these
 changes, consider taking the following steps:

	Hold a half-day session with senior management to discuss growth and innovation. Ask the group to answer these questions:



– What is our five-year growth goal?

– How confident do we feel in our ability to realize that goal?

– How well do we innovate compared to our peers?

– How well do we innovate compared to world-class innovators in other industries?

– Are there any reasons to believe that our market will undergo seminal change in the next five years? Do we feel adequately
 prepared to grapple with that change?

– What conditions would have to exist for our business to decline 20 percent over the next five years? Are there signs
 that such conditions are possible?

– What percentage of our innovation portfolio is allocated to close-to-the-core innovations?


	Begin holding discussion groups with like-minded managers. Try to develop a broader coalition that can begin to develop a
 “whisper campaign” concerning innovation.

	Form a small team to work nights and weekends on a disruptive project. While this approach works less well in capital-intensive
 industries, in most circumstances a small team can make tremendous progress within a set time. The demonstrated value of a
 differentiated approach can spur further action.



Advice for Senior Managers: Manage Expectations

A company that is just starting its innovation efforts is unlikely to see an immediate payoff. Indeed, The Innovator’s Solution describes how companies seeking to create new growth businesses should be patient for growth but impatient for profits.13
  It is a tough recommendation for companies to follow, particularly those that feel a need to create a big bang.

Senior managers, in particular CEOs or business unit leaders, play an enormous role in helping a company actually adhere to
 this mantra. Senior managers have to manage internal and external expectations carefully to provide the necessary space for
 growth efforts.

The role of the senior manager is to overcommunicate the innovation imperative while consistently stressing that new growth
 efforts will require nurturing to pay off. Of course, these statements must be translated into action.

Phil Kent is the CEO of Turner Broadcasting, a leading cable broadcaster and multibillion dollar subsidiary of Time Warner,
 whose brands include TNT, TBS, CNN, Cartoon Network, truTV, and Turner Classic Movies. When Kent and his management team decided
 that innovation had to be a strategic imperative of the division, he went to each of the company’s offices to give a presentation
 titled “Turner 2.0.” It described how Turner’s history was based on bold innovations and how it had to innovate to succeed
 in the quickly changing media environment.

His efforts, and decisions to fund the creation of a new products group and a platform research and development group, made
 it clear to the organization that innovation was not just an idle buzzword. Additionally, 
 Kent made clear in his presentations that not all efforts would succeed and that it would take time for the effort to pay
 off.

Convincing external stakeholders of the value of innovation efforts is an incredibly difficult challenge, particularly when
 the innovations have different margin characteristics from those of core operations. Yet another reason why starting small
 can be prudent is that it is easier to shield small investments from the penetrating gaze of public markets. Larger investments
 garner closer scrutiny, which can ratchet up expectations to the point where success is impossible. One tool that companies
 can use is making a modest-sized acquisition to provide coverage for growth efforts. They can also create separate subsidiaries
 for new growth efforts.

It is critical for senior management to spell out a convincing story about growth to analysts and shareholders. While Innosight
 was working with the American Press Institute in 2005–2006 to help the U.S. newspaper industry grapple with disruption, many
 newspaper executives complained privately that pressure from investors and analysts made it impossible for the executives
 to do what they knew was right. Specifically, executives said that outside pressure made the creation of margin-dilutive growth businesses untenable.
 Since almost no new initiative offered margins that could compete with the high operating margins of the legacy print business,
 executives felt that their only option was to manage a core business in systemic decline. Yet in conversations with analysts,
 the biggest complaint the project team heard was that newspaper companies did not have a compelling explanation for how they
 would arrest the declines in their business. Given that analysts are trained skeptics, a newspaper company with a coherent
 plan for growth would have a much greater chance of gaining their support.

Summary

Before turning to individual innovation initiatives or innovation-specific structures, companies need to make sure they have
 the appropriate precursors to innovation. This chapter described three critical precursors (summarized visually in figure
 1-2):

FIGURE 1-2

Precursors to innovation




	A core business that is in control.

	A game plan for growth that includes an overall target, a desired innovation portfolio, a train schedule of innovation,
 goals and boundaries for innovation, and targeted growth domains.

	A resource allocation process that sets aside—and fiercely guards—financial and human resources.



Managers seeking to raise awareness of precursor gaps should consider building grassroots support, holding a senior management
 session, or conducting “sideline” work on disruptive projects. Senior managers should communicate clearly and frequently to
 align internal and external resources.

Application Exercises


	Look back at your company’s strategic plan from five years ago. What were your growth targets? Did you achieve them?
 How?

	Assign a small group to recommend ten areas that could live with fewer resources. Note that these are not resources to be
 fired; they are resources that can be redeployed to innovation.

	Ask your management team to keep a diary of how it spends its time over the course of a month or analyze the team’s
 calendar. See what percentage of time is allocated to growth and innovation. Remember, where you spend your time is a reflection
 of your priorities.



Tips and Tricks


	Slack capacity almost always gets filled by something. Unless you hire new resources, successfully allocating resources
 to innovation will require halting some internal activities.

	When seeking to envision growth gaps, run plausible “doomsday” scenarios to make clear the potential magnitude of the
 problem.

	There’s no such thing as too much communication. Senior managers need to communicate their commitment to innovation
 clearly and often.
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PART ONE

Identify Opportunities



With the precursors to innovation in place, the next seven chapters describe a three-step process to develop a disruptive business in identified growth domains. The first step is to spot opportunities to create novel growth businesses. Identifying these opportunities requires thinking and acting in new ways. Instead of targeting demanding customers, think about customers who for one reason or another cannot consume (chapter 2), or consider the least demanding customers who might be seeking a different solution (chapter 3). Rather than just asking what solutions customers actively want, try to understand the problems they cannot adequately solve today—their “jobs to be done” (chapter 4). By the end of this stage in the process, you should have identified target customers, gained insight into their points of frustration, and begun to formulate hypotheses about potential solutions. Try to avoid jumping too quickly to the answer. Thoughtfully considering potential customers and understanding their problems can highlight previously unanticipated routes for growth.

Within my company, the theories of disruption have helped me choose the markets we focus on, the feature set we seek to build,
 and the next stepping stone we want to target and own. When the incumbents say your product is not good enough, that is an
 opportunity to go after their customers who think their solution is too much. We view it as a positive when competitors view
 our product as not good enough, because it scopes the niches that we ought to be going after.

—Vanu Bose, founder and CEO, Vanu Inc.


CHAPTER 2

Identifying Nonconsumers

THE NOTION THAT someone who doesn’t consume can be a likely target for a booming growth business certainly seems counterintuitive. However, one of the powers
 of disruptive innovation is that it can greatly expand markets by flinging open the doors to those who historically faced
 some kind of “constraint” on their consumption.

Indeed, finding ways to connect with nonconsumers is one of the best methods for internal innovators to position disruption
 as an opportunity instead of a threat. Rather than talking in fire-and-brimstone language about how disruption will destroy
 a lucrative business line, you can talk in hope-and-glory language about how disruption can be the ticket to create that next lucrative growth market. Many managers implicitly link disruption to Joseph Schumpeter’s gales of “creative destruction.”
 Competing against nonconsumption, however, can lead to significant creative construction. This approach is powerful because it allows an entrant to stake out a position in a market while minimizing the
 chances of a devastating competitive response. After all, if an entrant reaches customers not being served by a market leader,
 the market leader feels no pain.

Market research reports tend not to pinpoint the amount of nonconsumption in a given market space. Identifying nonconsumers
 therefore requires some good structured thinking coupled with a bit of art. This 
 chapter defines nonconsumers, highlights how to identify specific constraints on consumption, and shows companies how they
 can begin to conceptualize ideas to reach nonconsumers.

Nonconsumption Defined

Seeing What’s Next’s glossary defines nonconsumption as “An absence of consumption. Typically refers to either people (nonconsumers) or contexts
 (nonconsuming contexts) where consumption is inhibited by certain barriers.”1
  In other words, nonconsumers face a barrier that constrains their ability to solve an important problem. They must either go without or attempt to solve the problem to the best of their
 ability using existing products and services. These choices often result in an inadequate solution that leaves nonconsumers
 frustrated.

Almost always, when a company begins to think about nonconsumers, the total potential market begins to look significantly
 larger, and the company’s market share looks significantly smaller.

Consider how thinking about nonconsumption led Reid Ashe, executive vice president and COO of Media General (a diversified
 media company), to rethink the market in Richmond, Virginia. That market has about 16,000 public-facing businesses that might
 want to advertise in one of Media General’s products. However, in 2006 Media General served only about 3,500 of them. The
 best that the other 12,500 businesses could do was place an advertisement in the Yellow Pages, which wouldn’t adequately solve
 many of the key problems they faced while running their business.

Why didn’t these businesses use Media General’s products? Many of them—especially small ones—found that Media General’s products
 were too expensive, didn’t reach their target customers, or were too complicated or difficult to use. Finding ways to serve
 those nonconsumers would open large opportunities for growth.

Identifying nonconsumers can help companies that seem to have saturated their market to spot new growth opportunities. For
 example, when one of the authors described the concept of nonconsumption during a session for a major cable broadcasting company
 in 2005, an audience 
 member raised his hand. “More than 90 percent of U.S. households subscribe to cable television,” the audience member said.
 “I don’t see how this concept applies to us.” The speaker responded, “How frequently do people watch your programs when they
 aren’t sitting at home in front of their television?” Silence. The audience member had defined consumption of his product too narrowly.

Over the past couple of years, a bevy of solutions have emerged that bring video to new contexts, such as the personal computer
 or the mobile phone. Bringing video to these hitherto nonconsuming contexts could allow the company to create growth in a
 seemingly flat market.

Before we explain how to spot barriers that constrain consumption, let’s describe two mistakes companies commonly make in
 seeking to identify nonconsumption.

The first mistake is assuming that someone who doesn’t consume wants to consume. Sometimes, uninterested customers are just that. Some customers choose not to consume because solving a particular
 problem or doing a certain job just isn’t a priority for them. Confusing lack of interest with constrained consumption can
 lead a company to chase the wrong target.

Consider companies that sought to introduce low-cost computers in the mid-1990s to the portion of the U.S. population that
 had yet to purchase computers.2
  Manufacturers of these computers assumed that these individuals hadn’t yet purchased a computer because existing solutions
 were too expensive. However, some people just didn’t have any problems for which computers were a desirable solution. They
 wouldn’t use a computer no matter how little it cost (one author remembers the computer purchased for a grandparent that ended
 up as a very nice paperweight).

The second mistake companies make is assuming that a nonconsumer of their product doesn’t consume any product. For example, during brainstorming sessions with newspaper companies, many executives will concede instantly that
 teenagers are nonconsumers. Clearly, surveys show that fewer teenagers today read newspapers than was the case a decade ago.
 Does that mean that those teenagers haven’t found adequate solutions to the information and entertainment-related problems
 they face in their lives? In many markets, the answer is no. Teenagers have a host of choices for receiving information—such
 as television shows (The Daily Show), online social networking sites (MySpace.com, Facebook), branded Web content sites (Yahoo!), and text messaging—that they
 consider perfectly adequate. It just so happens that they find these sources more desirable than a newspaper.

That’s not to say that a newspaper company couldn’t find growth by developing an innovative solution targeted at teenagers,
 but confusing them with classic nonconsumers might lead a company to focus its innovation energy in the wrong direction.

Nonconsumers with the highest growth potential are those who face a legitimate barrier that leaves them frustrated by their
 inability to meet an important need.

Four Types of Constraints

Generally, four different barriers can constrain consumption: skills, wealth, access, and time. Each can be identified in
 different ways.

Skill-Related Constraints

Sometimes, individuals can’t consume because they lack the requisite skills to do so. They either have to go without or turn
 to an expert who can solve the problem for them. Skill-related constraints are prevalent in service-related industries. People
 need to go to expert teachers to receive education because they can’t teach themselves. They need to consult expert doctors
 to receive health care because they can’t diagnose and treat themselves.

Skill-related factors also tend to exist in the early days of a new technology business. In the early 1970s, not many people
 were consuming computing technology. Using the mainframe and minicomputers that existed in many enterprises required specialized
 training. Without that training, most managers had to forgo the power of computing. Of course, technological advancements
 in operating systems and processors hide almost all the dizzying complexity in today’s personal computers. The amount of consumption
 of computing services has gone up exponentially.

Production-related skill deficiencies.

In business-to-business contexts, skill-related constraints occur when companies (or professionals) lack the requisite ability
 to produce something themselves.

The health care industry presents many clear examples of nonproducers. For example, Clayton Christensen was recently presenting some thoughts on how disruption might change the face of health
 care at a course on managing change in medical student education at the Harvard Medical School.3
  He demonstrated how one implication of the disruptive innovation theory is that overshooting and modularization drive commoditization.

The room was populated by physicians who were the deans of other medical schools. One of them asked, “Are you suggesting that
 doctors could become commoditized?” When Clayton confessed that this was precisely what he was suggesting, an uproar ensued—until a prominent orthopedic surgeon stood up.

“If you don’t think doctors can be commoditized,” the surgeon said, “turn around and look at me. I’m being commoditized right now.” He then described how, in the early days of hip and knee replacement surgery, most of the
 nonhospital billings went to the doctor, while just a small portion of the cost was captured by the maker of the implants.
 “This was appropriate,” he said, “because whether or not the implant was successful was highly dependent upon the skill, judgment,
 and experience of the best orthopedic surgeons in the world. But implant makers have continually added more value to their
 implants, in order to make it ever simpler and more foolproof for any orthopedic surgeon to do a perfect implant every time,” he continued. “As they’ve pulled the resolution of complexity away
 from the surgeon and solved existing problems within implantable devices, they are commoditizing the surgeons—anyone can perform
 the surgery.” The surgeon reported that in 2004 the implant manufacturers’ share of the total bill exceeded the surgeon’s
 portion for the first time.

This example fits a general pattern in the medical industry. Device companies create growth by developing products that make
 it much easier for lesser-trained physicians to provide top-notch care. Essentially, 
 these companies compete against nonproduction by embedding the art that was once available only to the most highly skilled
 specialist into products that any physician can use.

For example, consider developments in the defibrillator market. Even though the word “defibrillator” doesn’t exactly roll
 off of the tongue, everyone who has watched one of the multitudes of medical dramas on television knows what it is. Health
 care professionals use the device when a patient suffers sudden cardiac arrest, that is, when the heart stops functioning.
 The physician charges up the machine, yells, “Clear!” and places paddles connected to the device on the patient’s chest. A
 powerful jolt of electricity attempts to revive the stopped heart.

On television, the dramatic music swells, the patient’s heart starts beating again, and all is well in the emergency room.
 In reality, the sad truth is that many times the life-saving technology can’t be delivered quickly enough. The American Heart
 Association estimates that sudden cardiac arrest kills almost one thousand Americans a day. Every minute is precious: a victim’s
 chance of surviving drops by 7 to 10 percent every minute that passes after an event without defibrillation.

The emergence of small, portable Automated External Defibrillators (AEDs) brought care out of the emergency room to ambulances
 and high-traffic areas such as stadiums and shopping malls. Philips introduced its first AED in the late 1990s and has since
 sold more than 150,000 devices. Versions of its device are now widely used for training purposes and on major airlines.

Philips HeartStart Home Defibrillator, introduced in 2002, is the latest advancement along this chain. Users purchase the
 device over the counter, meaning they do not have to have a prescription from a physician. Initial versions cost around $1,500,
 placing it within the reach of many individuals who have family members at high risk of suffering a sudden cardiac event.
 And simple diagrams and voice instructions enable nonexperts to use the device competently.

Identifying skill-related constraints.

To identify skill-related constraints, map out the consumption or production chain of a good or service. Whenever you see
 long “chains” before ultimate consumption occurs, you’ve spotted a skill-based constraint. 
 Again, the health care industry provides a telling example. Today, a patient goes to a primary care doctor, who refers the
 patient to a specialist, who may refer the patient to a subspecialist.

When there are such long chains, look more closely to spot shifts in the way in which problems are solved. When the process
 moves to a rule-based regime, there are often opportunities to create simple ways for nonexperts to follow the rules and solve
 the problems themselves (see the box, “The Rules of Disruption”).

If you are a business looking for skill-related constraints, also look for producers who would be delighted to get into a
 market but lack a specific piece of expertise. For example, many spa and salon companies that cater to a well-heeled clientele
 would love to extend their brand into personal care products such as soap or shampoo. However, many lack the expertise to
 produce products that match their luxury brand image. The choice for many companies, then, is to either offer not-very-good
 products or not offer products at all. A team at leading silicone provider Dow Corning found a clever way to target these
 nonproducers.

Historically, Dow Corning sold its silicone to consumer packaged goods providers like Procter & Gamble and Unilever that would
 combine the silicone with other ingredients into branded finished products. Even though Dow Corning provided high-quality
 silicones to these companies, as one of many suppliers it found it difficult to charge premium prices and earn attractive
 profits.

Dow Corning decided it could get inputs from other component suppliers and formulate customized solutions for spas, salons,
 and other nonproducers. Not only was the company’s solution compelling to its new customers, it allowed Dow Corning to earn
 more attractive margins than it could as a commodity supplier to P&G.4

Wealth-Related Constraints

One of the most obvious barriers to consumption is a lack of the financial assets required to be able to afford existing products
 or services. Throughout history, innovators who have been able to effect a dramatic reduction in the price of products and
 services have greatly increased consumption by expanding a product from the upper classes to the masses.

The Rules of Disruption

When people first encounter a challenge, it has to be solved in an unstructured, experimental manner using “Edisonian” trial-and-error
 techniques. Problem solvers need to rely on expert judgment because they do not know what causes what, and why. Consequently,
 they place a high premium on expert knowledge or scientific skill. Consider the first time a bank officer had to determine
 the creditworthiness of a potential borrower. The officer was forced to rely on his own judgment about what would make someone
 likely to pay back a loan. This officer would pore over customers’ financial records and interview them individually to get
 a sense of whether they were a good risk or not. In essence, the bank officer would run experiments to try to determine what
 separates good applicants from bad.

Over time, however, experimenters begin to unearth patterns. The loan officer began to recognize the markers that identify
 good risks. In his case, four factors seemed to distinguish the good from the bad: length of time at current residence, length
 of tenure with current employer, annual income, and past performance in bill payment.

The ability to recognize these sorts of patterns gives experts knowledge that makes it much easier for them to solve problems
 efficiently. “This is one of those,” they say, “so I know if I do this, this is what the result will be.” It also allows them
 to help other employees develop the same expertise and watch for the same patterns. At this juncture, disruption is still
 difficult, however. People still need to have a certain body of knowledge to solve key problems that may still arise.

The big breakthrough occurs when pattern recognition goes from implicit intuition to well-defined, codified rules. It’s at
 this point—with the transition to rule-based protocols—that innovators can create products that truly fuel disruption.

In 1956 a company called Fair Isaac created a standard, predictive risk assessment tool. Instead of relying on an individual’s
 ability to assess patterns, it plugged the four key variables mentioned here into a statistical algorithm that produced a
 single “credit score.” People with no specific knowledge could use the algorithm to assess an applicant’s creditworthiness
 with as much accuracy—if not more—as could a loan officer whose judgment might be clouded by extraneous and unimportant factors.

Further refinements to the credit-scoring methodology fueled disintegration and disruption in the banking industry. The development
 of rules allowed loan decisions to move closer to the ultimate consumer, enabling different types of producers—such as specialist
 credit card providers (for example, MBNA, which was purchased by Bank of America for $35 billion in 2005) and other specialist
 providers without expert risk assessment knowledge or pools of loan officers—to offer more than good-enough service and increasing
 customization and convenience. Specialist companies gained traction in automobile loans, home mortgages, and most recently
 small business loans.

The classic example of this pattern is of course the automobile. In the early part of the twentieth century, the market for
 these expensive machines was limited to hobbyists who could afford them. Henry Ford’s insight was to use a different production
 model to lower the price of a car dramatically, thus making it affordable for a wider population. By making the automobile
 significantly less expensive, Ford greatly expanded consumption.

Seventy years later, Southwest Airlines followed the same basic pattern. In its early days, the airline’s primary competition
 wasn’t other airlines. 
 It was the bus, or the decision not to travel at all because it was just too expensive. By making it affordable for more people
 to fly, Southwest was able to expand the airline market substantially.

Generally speaking, because of the significant wealth-related constraints of many developing markets, there are large pools
 of nonconsumers who would welcome relatively simple, affordable products that are better than nothing at all. C. K. Prahalad
 from the University of Michigan, for example, implores companies to find ways to tap into the “fortune at the bottom of the
 pyramid.”5
  One company that has found 
 success following this approach is Cummins, a U.S.-based company that makes engines and other generators. Several years ago
 it introduced a relatively simple, cheap generator set (“gen set”) in India. Customers like small retailers, farmers, and
 local hospitals began using the 100-kilowatt gen set as a reliable way to obtain backup power on India’s notoriously unreliable
 electrical grid. While the gen set provided only 20 percent of the electricity provided by a traditional Cummins generator,
 it was more than adequate for customers who just needed low levels of reliable power at an affordable price. Overall, sales
 of Cummins power generators more than tripled from 2003 to 2007.6

Identifying wealth-related constraints.

To identify whether there is an opportunity to compete against wealth-related nonconsumption, create a consumption pyramid.
 To build this pyramid, segment a market by purchasing power. Look at the penetration of a product or service at given tiers
 of the pyramid. A solution with relatively high penetration at the top portion of the pyramid and relatively low penetration
 at the bottom portion of the pyramid often indicates that such an opportunity exists.

For example, by 2006 many developed markets had mobile phone penetration rates that exceeded 100 percent of the population.
 Yet less-developed markets had much lower penetration. And within those markets, the penetration into lower-income tiers was
 very low. Motorola’s introduction of the low-priced Motofone in 2006 explicitly sought to target these nonconsumers.

Note that this pyramid doesn’t have to cover all the world’s consumers. You can create pyramids in a specific local market
 or, if your company sells to businesses, look at the penetration of your products based on the revenues of the companies you
 target. If you have low penetration among small companies, there might be an opportunity to create market-expanding growth
 with a simple, affordable solution.

For example, much of Google’s tremendous growth over the past few years has come from reaching small businesses that found
 its targeted advertising services affordable and effective. Traditional media companies, whose business models are based on
 amalgamating mass audiences, couldn’t adequately serve these small businesses. Google’s simple, text-based 
 advertisements and do-it-yourself bidding system for keyword terms greatly expanded the advertising market and created a tremendous
 growth business.

When assessing the potential at the lower tiers of the consumption pyramid, be sure to understand the factors that really
 inhibit consumption. Sometimes it is cost, but sometimes it is just the fact that the non-consumers have other, more important
 problems they need to solve.7
  Always be wary of the mantra, “If we build it, they will come.”

Access-Related Constraints

A third class of constraints on consumption relate to access. There are products and services we can consume, but only in specific locations or contexts. Think back to the 1970s. Sure, you could make and receive telephone
 calls in your home or your office. But if you happened to be in a location without a wired phone, or at an airport with the
 payphone occupied or out of service, you were out of luck. Technological constraints limited consumption to specific locations.
 Similarly, recall the photocopying centers that dotted many large corporations a generation ago. The big, complicated photocopiers
 sold by Xerox were located in centralized locations. There was no good solution for people who had quick, small jobs. Innovations
 by mobile phone manufacturers and copier manufacturers like Canon and Ricoh obliterated these barriers and created large growth
 markets.

The Internet has played a powerful role in democratizing access to information. Before the Internet, information resided in
 centralized locations, or in the brains of experts. Search engines now make it easy to access a wealth of information.8
  There has also been democratization in the production of information. Before Gutenberg created the first viable printing press, only a very few could produce the printed word.
 Even after the creation of the printing press, only a few could afford the development of business models that cost effectively
 brought the printed word to the masses. With the rise of the Internet, many of us have moved from being consumers of content
 to being producers and distributors of content. While people could always keep diaries in the past, sharing those diaries
 with the rest of the world was next to impossible. 
 Today, seemingly every teenager uses online tools to detail the banalities of his or her life in amazing (and, to parents,
 often horrifying) detail. The increase in processing power of computers and bandwidth is currently allowing the same phenomena
 to play out in the world of video production. It is becoming progressively easier for people to shoot, edit, and produce high-quality
 short videos. The democratization of video production is likely to have a dramatic effect on the business models of movie
 makers and television broadcasters.9

Identifying access-related constraints.

Ask two questions to identify access-related constraints:

1. Are there occasions when someone might want to consume an existing product but cannot? A gap between the desired and available occasions of consumption
 presents another opportunity to compete against nonconsumption. As an example, consider the recent growth of food products
 that can be consumed on the go, such as General Mills’s Go-Gurt.10
  Conceivably, a person might want to consume yogurt on a multitude of occasions—at home during breakfast, in the car on the
 way to work, at an after-school soccer game, and so on. About ten years ago, however, consumption was primarily limited to
 the home, and yogurt appeared to be a stagnating, uninteresting product category. Although leading manufacturers such as General
 Mills and Danone continually introduced new, better-tasting varieties with more attractive— but still conventional—packaging,
 those innovations created barely a ripple of growth.

Then in 1999 General Mills introduced Go-Gurt, a product targeted at kids. Instead of changing its product’s characteristics,
 General Mills changed the product delivery. Go-Gurt is packaged in a tube, which allows one-handed consumption. Rather than
 sitting down with a spoon, children can grab Go-Gurt and, as the name implies, eat it on the run.

Go-Gurt was not a trivial innovation. General Mills had to create a package that kids could put in their mouths without fear
 of injury or dye leakage. To be truly convenient, the Go-Gurt 
 package had to be easy to open but not so much so that it would accidentally burst or tear when carried inside a backpack.

General Mills’s efforts paid off handsomely. Go-Gurt took off, with first-year sales reaching more than $100 million, rejuvenating
 the yogurt category and helping General Mills capture market leadership from Danone. Driven by other innovations related to
 “drinkable yogurt,” U.S. yogurt sales overall increased nearly 60 percent from 1998 to 2003.

2. Are there solutions that customers desire but are simply not accessible? Generally speaking, so-called “long tail” business
 models remove access-related barriers. Lacking the constraints of physical retailers, offerings like Amazon’s bookstore; Apple’s
 iTunes music, video, podcast, and audio book store; and Netflix’s DVD rental business can offer—and profit from—seemingly
 limitless varieties of books, songs, and movies. Prior to the creation of these models, customers found it difficult to find
 niche content that might not appeal to mainstream markets.

Time-Related Constraints

The final constraint on consumption is time. In some situations people have the ability and wealth to consume an available
 product or service but doing so is too cumbersome or time consuming. Two good examples of this constraint are the buying and
 selling of collectibles and reading the newspaper.

For an avid collector of small items in the early 1990s, it was very hard to be an active trader. Though collectors could
 scour all the garage sales in the neighborhood, or perhaps go to conventions or shows with other collectors, finding a like-minded
 collector was simply too time consuming for all but the most devoted individuals. As a result, the trade in many small collectibles
 was extremely limited.

Enter online auction provider eBay. EBay began by creating a marketplace for consumers looking to trade relatively simple
 collectibles, such as Beanie Babies and Pez dispensers. Its simple solution delighted consumers who previously had no efficient
 way to buy and sell collectibles. 
 From this humble beginning, eBay grew into a true retailing power-house that sells everything from cheap collectibles to high-end
 automobiles. Hundreds of thousands of users make enough money buying and selling goods on eBay to consider that activity their
 primary profession.

Similarly, one reason newspaper readership has been steadily declining over the past few decades is that people lead increasingly
 busy lives and find it harder and harder to sit down and spend the hour or two required to digest the content of a printed
 newspaper. Ironically, many newspapers have responded to this problem by adding additional sections, making the newspaper
 an even more daunting time investment.

Some newspaper companies and entrants are trying a different approach to reach time-starved consumers. Swedish newspaper provider
 Metro, for example, offers free newspapers consisting of bite-sized stories that readers can digest quickly. Instead of trying
 to cover issues comprehensively and in depth, Metro aims to do the opposite: make it simple and easy for people to consume
 the day’s news. The Metro model has spread to many cities that have extensive commuting networks. By distributing their papers
 only in centralized locations such as train stations and by relying on wire services for content, these companies keep their
 costs low, allowing them to make money even if they give their core product away free.

Spotting time-related constraints.

Two analyses can help pinpoint time-related constraints.

1. Assessing “dropouts,” people who used to consume but have stopped. Many former newspaper readers stopped subscribing because
 they simply didn’t have the time to wade through the newspaper. Whenever customers decide that the rewards of consuming a
 product aren’t worth the frustration involved, a potential opportunity exists to develop a simpler solution. The issues people
 are trying to resolve in their lives tend not to change all that rapidly. What changes are the solutions they can consume
 and the constraints on their consumption of those solutions.

2. Analyzing trends in time required to use products.

As companies improve their products over time, they have a tendency to make them more feature-rich and complicated. This increased
 complexity means that customers then have to invest more time to upgrade to the latest version. If the trend continues upward,
 some customers may find it too time-consuming to use the latest version of products.

The video gaming industry is an example of this trend. Although we haven’t run this precise analysis, we’re willing to bet
 that the time required for a regular user to start playing new video games has gone up sharply over the past decade. Lack
 of available time to invest in developing mastery could then inhibit some users from adopting new video game systems. Nintendo’s
 Wii system and other “casual games” that focus on easy-to-understand game play specifically address this barrier to consumption.

Companies can regularly survey or observe their consumers to gain insight into this variable.

The four types of nonconsumption discussed throughout the chapter (and summarized in table 2-1) often overlap. For example,
 in the past if you wanted to receive a management education, you would have to pay high fees to attend an inconveniently located,
 centralized institution, where you would receive instruction from experts over a period of two years. Look at the constraints
 packed into that sentence. Those who can’t leave the workforce for two years face time-related constraints. Those who can’t
 afford the tuition face wealth-related constraints. Those who can’t go to the location where a school is located face access-related
 constraints. Those who want to do it themselves face skill-related constraints. Of course, these constraints are even tougher
 for students in countries that lack developed MBA programs. One reason we have consistently been bullish on the prospects
 of on-the-job training; simple, convenient solutions like those offered by the University of Phoenix and the Open University;
 and computer-based education is the fact that they simultaneously address multiple barriers to consumption.

TABLE 2-1

Summary of constraints on consumption

Type of constraint
 Description
 Examples
 Analysis to identify
 
 
 Skills

Expertise required to solve a problem; individuals can’t “do it themselves”

• Photography in the late nineteenth century

• Computing in the 1970s

• Map out the consumption chain of a good or service

• Identify producers “locked out” of a market because they lack a key skill

Wealth

Current solutions are expensive, limiting consumption to the wealthy

• Airline travel prior to the 1970s

• Advertising prior to the creation of cheap, simple, “search” advertising (à la Google’s Ad-Words offering)

• Create a “consumption pyramid”

• Assess whether the lower tiers of the pyramid have problems they can’t solve because solutions consumed at the top of the pyramid are too expensive

Access

Consumption can take place only in particular settings,

ora limited variety of solutions are available

• Telephony prior to the advent of mobile phones

• Niche movies prior to the creation of Netflix and Video on Demand offerings

• Analyze occasions when someone is unable to consume existing products

• Assess whether desirable solutions are “locked up” and unavailable

Time

Consumption takes too long

• Buying and selling collectibles prior to the creation of eBay

• Video game systems prior to the creation of the Nintendo Wii

• Assess “drop-outs,” people who used to consume but stopped, to identify whether a lack of time influenced the decision to stop consuming

• Analyze trends in required time investment to use products

Implications of Spotting Constraints on Consumption

A legitimate constraint on consumption almost always presents opportunities for innovation. What specifically should you do
 once you spot such a constraint? The prescription is simple: develop a product or service that removes the constraint. If
 the constraint is related to wealth, make the solution less expensive. If it is related to ability, make it easier. If it
 is related to access, make it more accessible. If it is related to time, make it quicker.

If you already participate in a market, think about how you might reimagine your current products to bring them to currently
 constrained 
 customers. If you don’t, think about a simple, convenient solution that will be better than nothing at all.

Companies seeking to compete against nonconsumption should remember three important principles.

Principle 1: Make the Complicated Simple

Competing against nonconsumption almost always requires an innovation that makes a solution simple, convenient, or affordable.
 An ideal solution allows individuals to “do it themselves.”

In 1888 George Eastman’s simple “Brownie” box camera made it easy for individuals to take pictures on their own instead of
 having to hire a professional. A century later, Intuit made it simple for individuals and small businesses to manage their
 finances by using Quicken and QuickBooks. In the medical arena today, numerous companies are developing self-administered
 solutions that will make it simple for individuals to manage their own health care proactively.

That’s not to say that competing against nonconsumption is technologically trivial. In fact, making the complicated simple
 can be one of the most difficult tasks facing an engineer. Competing against nonconsumption requires making the complexity
 invisible to the customer. In The Laws of Simplicity, Rhode Island School of Design President John Maeda advises that, “The simplest way to achieve simplicity is through thoughtful
 reduction.” He goes on to explain that there is an obvious trade-off between simplicity and complexity, but notes: “When in
 doubt, just remove. But be careful of what you remove.”11

Principle 2: Don’t Let Mainstream Concerns Derail You

When widely read Wall Street Journal product reviewer Walter Mossberg assessed Philips’ HeartStart Home Defibrillator in 2005, he wrote: “The HeartStart Home
 Defibrillator is a well-designed and easy-to-use device that doesn’t intimidate or scare off average users. Whether you’re
 using the instruction booklet or following the automatic voice instructions, you won’t have any trouble using the HeartStart.
 And even though it’s pricey, its cost pales next to the value of the lives it might save.”

For the most part, the market agreed with Mossberg.12
  For example, by early 2006, about sixty people had reviewed the product on Amazon.com, giving the product an average rating
 of 4.5 (out of five) stars. But some users panned the product. A one-star reviewer wrote, “I am an EMT and retired Hospital
 Administrator . . . I view marketing this without the proper training to be irresponsible.” Another noted, “This is a very
 dangerous device when used by the untrained.”

What was behind the schism? Negative reviews typically came from experienced health care professionals who had received detailed
 training about the optimal treatment regimen for a sudden cardiac arrest sufferer. They know that using a defibrillator by
 itself is typically inadequate, and that many times cardiopulmonary resuscitation should be administered before attempting
 defibrillation.

Because the experts compared the HeartStart Home to their expert knowledge, they viewed this solution as inferior and pilloried
 the product. The naysayers had a valid point, of course. It would be ideal if everyone knew the exact right treatment regimen
 and had access to trained experts to deliver the right care competently and quickly. However, in many situations that is just
 not possible. And if Philip’s home-based defibrillator revives a patient for just a few extra minutes until an expert arrives,
 it has done its job.

The debate amongst Amazon reviewers is exactly the type of debate that echoes through the hallways of incumbent companies
 thinking about introducing a product that trades off performance along some dimension in exchange for improved simplicity,
 greater convenience, or lower cost. In most of those debates, however, the naysayers overseeing large, profitable businesses
 drown out the advocates. So the disruptive product or service never sees the light of day.

If you encounter this kind of negative response inside your company, remind the doubters how excited teenagers were to purchase
 Sony’s transistor radio in the 1950s. The sound was nowhere near the quality of floor-standing radios. But it was better than
 nothing at all, and that was the frame of reference of most teenagers. Something is almost always better than nothing.

Some companies proactively seek to deflect mainstream criticism. When Procter & Gamble introduced its Crest Whitestrips, a
 home-based teeth-whitening kit, in 2003, it knew that dentists would likely 
 deride the product as not good enough and anticipated this criticism by offering them a professional version of the product.

Principle 3: Innovate, Don’t Force

Companies seeking to compete against nonconsumption should avoid forcing their existing products on nonconsumers. Remember,
 trying to persuade nonconsumers to consume what they have demonstrated they don’t want is not a good growth strategy. Instead,
 companies need to pinpoint the problem that the customer can’t adequately solve and remove the barriers to consumption. While
 this approach sometimes involves creating “lite” versions of existing products, often it may mean developing something completely
 different that is attuned to the needs of the nonconsumer.

Summary

Nonconsumers face constraints on consumption that inhibit their ability to benefit from existing products or services. To
 use the nonconsumption concepts, remember:

	There are four constraints on consumption:



–Skill-related constraints. People lack the requisite ability to “do it themselves.” Mapping the delivery chain of a product or service can highlight
 skill-related constraints.

–Wealth-related constraints. People can’t afford desirable solutions. A consumption pyramid can help identify wealth-related constraints.

–Access-related constraints. A barrier prevents consumption in convenient settings. Looking for “locked up” solutions or occasions where consumption
 can’t occur can help unearth access-related constraints.

–Time-related constraints. The complexity of existing solutions, or length of time required to use them makes the investment not 
 worthwhile. Analyzing customers who stopped consumption can pinpoint time-related constraints.

	When you spot a constraint on consumption, look for an innovation that removes the barrier. Remember to make the complicated
 simple, making sure that the solution meets the needs of the target customer, not the expert.



Application Exercises


	Talk to a colleague about your company’s core offering. What kind of constraints exist that limit consumption?

	Look at the items you purchase at the grocery store. List those that are now consumable in more locations than in the
 past.

	Make a list of all your visits to the doctor in the past year. Consider which of the visits didn’t really require the
 expert attention of a doctor.



Tips and Tricks


	Make sure you adopt a customer-first perspective. Sometimes, from the nonconsumer customer’s point of view, either
 a perfectly adequate solution to the problem already exists, or the problem just isn’t very important.

	In business-to-business contexts, look for circumstances in which consumption is centralized or only large, resource-rich
 businesses are customers.

	Don’t forget about nonconsuming occasions or locations; they can have as much growth potential as nonconsuming customer groups.
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CHAPTER 3

Identifying Overshot Customers

AT THE HEART OF the disruptive innovation model is the concept of overshooting, that is, providing too much performance for a given group of customers. Remember, the model holds that companies innovate faster than people’s lives
 can change to take advantage of the advances those companies provide. As companies innovate, products or services that were
 previously not good enough become perfectly adequate; ultimately, they become too good for a given group of customers.

Overshooting has several important implications. Typically, it opens the door for another company to change the game by competing
 on previously ignored dimensions of performance, such as convenience or customization. Overshooting can create opportunities
 for specialist providers to compete in ways that were not feasible before. And it can allow disruptive companies to create
 new business models that allow them to prosper at low price points.

When overshooting sets in, incumbents need to consider carefully how they allocate their innovation resources. Continuing
 to invest in the old game plan promises lower returns as customers grow increasingly unwilling to fund investment in performance
 improvements.

After describing overshooting in more detail, this chapter presents analyses a company can run to spot signs of overshooting.
 Finally, it lays 
 out the strategic choices an incumbent and an entrant face when overshooting occurs.

What Overshooting Is and Is Not

The glossary inSeeing What’s Next defines an overshot customer as, “A particular customer segment for which existing products or services are more than good
 enough.”1
  Seems simple enough, right? Overshooting occurs when a product or service has performance that a customer doesn’t need, and
 therefore doesn’t value.

Imagine you signed a contract to write a novel and your publisher said, “Instead of giving you your advance in cash, we can
 double the amount and put it toward a multimillion-dollar Cray supercomputer. You’d still have to foot the vast majority of
 the computer’s bill, but every little bit helps!” How much interest do you think the average author would have in that Cray
 supercomputer? Although the computer can no doubt do amazing things, the machine is of no use to someone interested in simple
 word processing. It overshoots the job that author needs to get done.2

It is important to note that overshooting does not mean that customers are unwilling to accept improved products and services. If you received that Cray free with a programmer thrown in to solve the sticky problem of
 actually learning to use the darn thing, maybe you would want to have the computer. So customers will usually accept better
 offerings. The question is whether they are willing to pay for those performance improvements. Overshooting occurs when an incremental improvement no longer provides meaningful benefits
 to a customer, making that customer unwilling to pay for that improvement. An economist would say that the customer receives
 almost no marginal utility from that performance improvement. What makes overshooting even more punishing is that it can occur
 just as a company finds that making incremental improvements to existing products is becoming more difficult and expensive.3
  Required investment goes up, market returns taper off, and the innovator’s dilemma awaits.

As discussed in the next section, our experience suggests that identifying overshooting requires precisely defining the customer
 group and the relevant performance dimensions.

Defining the Customer Group

Remember, every market has a distribution of customers, ranging from very demanding customers who aren’t satisfied by the
 very best products to very undemanding ones who can be satisfied with very little.

Consider how various customers use mobile phones. Power users, who switch phones whenever a new model comes out, use their
 phones to send e-mail, make phone calls, browse the Web, send text messages, edit files, listen to music, and take and send
 photos and videos. The phones these users favor can do all these tasks but tend to have some limitations as a result. Intensive
 use quickly burns the battery. Sometimes the phones will crash. And using some of these functions requires a deft hand—in
 today’s generation of phones, users “get” high levels of performance but frequently have to “give up” simplicity and usability.
 (Apple’s iPhone is trying to break these trade-offs.)

Many users wouldn’t know what to do with such an advanced phone. All they want to do is make calls and maybe bang out a text
 message or two. They would find the complicated interface of the advanced phone off-putting and the phone’s unreliability
 frustrating.

Now consider the performance demands of an elderly consumer with limited vision and impaired mobility who just wants to be
 able to make phone calls while taking short trips away from home. A phone with large characters, easy-to-press buttons, and
 a very simple user interface could meet this user’s needs.

When trying to determine if a market is overshot, be sure to define the boundaries of that market precisely. Returning to
 our facetious supercomputer example, imagine how the scenario would change if it were a biochemist instead of an author who
 would be receiving the supercomputer. A biochemist looking for a better way to rapidly test billions of possible molecule
 combinations would likely jump at the supercomputer offer.

Identifying the Right Performance Dimensions

In a perfect world, product designers would be able to create products that demanded no trade-offs and provided pitch-perfect
 performance 
 along all dimensions easily and affordably. But of course the real world teems with trade-offs. Almost always, companies have
 to choose which dimensions of performance they are going to maximize and which they are going to ignore.

It is extremely rare for a product or service to exceed a customer’s demands along all dimensions. The challenge, therefore, is to identify in what respects a product or service is too good and in what respects
 it is not yet good enough.

To take another example from the mobile phone market, Verizon’s 2004 “Can You Hear Me Now?” commercials for its mobile phone
 service demonstrated the company’s belief that cellular phone customers were not yet overshot along dimensions of call quality.
 Indeed, almost any U.S. customer would have expressed frustration at the frequency with which wireless calls terminated early,
 or the interference that made many calls inaudible.

A classroom interchange between Clayton Christensen and a student reinforces this notion. Christensen was presenting on-the-job
 corporate training as a disruptive threat to the Harvard Business School. The training may not be as good, he argued, but
 it is much more convenient and customized.

The student said, “I don’t see how this could be disruptive. Disruption occurs when a company overshoots the needs of a given
 group of customers. No disrespect, Clay, but I am not overshot by your teaching.”

Despite Christensen’s best efforts, it may in fact be impossible ever to overshoot on the dimension of quality of instruction. However, it is very possible that the school does overshoot on the
 intensity, length, and breadth of its program. The requirement that people take two years out of the workforce to learn everything
 from basic accounting to strategic thinking to operations management exceeds the demands of students who just need to learn
 a particular subject quickly. (See the box, “Teaching Exercise: Local Phone Company’s Pitch.”)

How to Spot Overshooting

Definitively determining whether a company has entered overshot terrain can be difficult. Why is it tough to secure incontrovertible
 evidence that overshooting has set in? One reason is that because overshooting begins in specific market tiers, it can get
 lost in a swirl of conflicting evidence. Also, the data and evidence trickling into a market reflect what has already happened,
 sometimes even in the distant past. In industries that have multiyear purchasing cycles, for example, market share reports
 provide insight into a series of decisions reached years earlier. In other words, they provide precious little guidance into
 the choices being made today that will end up shaping future market share reports.

Teaching Exercise: Local Phone Company’s Pitch

A good way to reinforce the notion of overshooting is to try to “sell” your colleague a new and improved offering from your
 local telephone provider.

In most developed countries, the local phone service is pretty remarkable. Remember the 1990s Sprint commercials claiming
 that its service enabled customers to hear a pin drop? Today, almost any call from one landline to another sounds crystal
 clear. Networks have what is known as “five 9s” reliability, meaning they work 99.999 percent of the time, or all but about
 five minutes a year. Phones even have a feature called “line powering,” which means the wire carries a small electrical current
 that powers the phone; even if power in your neighborhood goes out, your phone will still work.

Now imagine the following pitch from the local telephone company.

“Have I got a deal for you! You think you could have heard a pin drop before? Now you’ll be able to hear the pin whooshing
 through the air. Five 9s is so 1999. We provide that elusive sixth nine. That’s right, your phone will be down for no more than thirty seconds a year. We’ve improved the reliability of line
 powering to the point where we can guarantee that your phone will work no matter what. All this for just a few extra dollars a month.”

Now ask your friends if they’d be willing to pay “a few extra dollars a month” for this improved service offering. Most will
 decline—if they have to pay for it. Their existing phone service already overshoots their needs along dimensions of performance
 and reliability. The evidence of this overshooting is clear, as customers increasingly “cut the cord” and switch to less reliable
 mobile phone services or Internet-based offerings from companies like Skype and Vonage.

Typically, companies find that the signs are mixed, and interpreting them requires management’s judgment and intuition. Therefore,
 innovators seeking to spot overshooting need to act like forensic scientists, amalgamating and analyzing various pieces of
 evidence before coming to a conclusion. Remember a guiding principle: look for signs indicating that a given group of customers
 is growing increasingly unwilling to pay for improvements along a particular performance dimension.

Three specific approaches can help uncover signs of overshooting:


	Direct interaction with customers

	Margin, price, and share analysis

	Analysis of recent product introductions



The following sections discuss each approach in depth.

Direct Customer Interaction

Direct customer feedback is one immediate way to detect strong signs of overshooting. For example, a salesperson may return
 from a sales call and say, “My customers are just beating me up on price. I keep offering them better products, and they just
 don’t seem to care. They just keep asking, ‘Can you do it cheaper?’”

In fact, one company that Innosight advised trained its sales force in the concept of overshooting and asked salespeople to
 alert designated product managers immediately if they spotted any signs of it. For many companies, the sales force is the
 true front line of interaction with customers. If salespeople know what to watch for, they can spot signs very early.

Market research can also be a powerful tool to determine whether a particular customer segment is overshot. For example, one
 medical device company used quantitative research to identify overshot and under-shot performance dimensions. By having customers
 make discrete choices about sets of products, it was able to determine that products that performed even better in particular
 areas wouldn’t garner premium prices. 
 That finding signaled that customers were already overshot along those performance dimensions.

No customer will ever say yes to the question, “Are you overshot?” You have to tease out whether your customers would be willing
 to pay for further performance improvements along particular dimensions. Watch for customer indifference, which can be a leading
 sign of overshooting. Customer behavior can be quite telling. When loyalty decreases, or the purchase process begins to take
 longer than it used to, overshooting could be a factor.

Margin, Price, and Share Analysis

Generally speaking, when margins and prices in a given tier are trending downward and “low-end” competitors are taking share
 from “high-end” competitors, the situation indicates overshooting.

Although running the analysis to spot these trends seems straightforward enough, there can be some subtle complications. Consider
 Intel’s discovery in the 1990s that its microprocessors had overshot the least demanding market tier, the market for computers
 costing less than $1,000. There was at least one clear sign that Intel was losing that battle to cheaper competitors such
 as Advanced Micro Devices and Cyrix: its share in that market tier plunged from 90 percent to 30 percent. However, if Intel
 had looked only at its overall gross margins, it would have missed the signal. As it was losing share only at the low end of the market, its average margins
 were actually increasing. In fact, increasing margins can sometimes be a paradoxical sign of overshooting—particularly if
 sales are flat or declining. Those increasing margins occur because a company’s lowest-price, and lowest-margin, customers,
 are falling off the roster, increasing the company’s weighted average margins. While it can feel good in the short run, it
 is worth remembering the wise words of Andy Grove, then Intel’s CEO: “If I lose the low end today, I will lose the high end
 tomorrow.”4

The easiest way to spot the signs, then, is to focus the analysis as much as possible on a given market tier. For some companies,
 identifying the least demanding market tier is easy. For others selling multiple products for multiple uses, it can be more
 challenging.

For example, one chemical company had close to ten thousand different customers who used its products in a range of different
 applications. It decided to break down all its sales over three years by product line and industry application. It then analyzed
 pricing and margin trends in each of those submarkets. By breaking down its offerings, it was able to pinpoint a dozen or
 so specific markets in which margins and prices had been trending downward.

The company’s work wasn’t done, however. It then had to interview product developers, members of its sales force, and some
 customers to figure out the reason for that trend. About half the submarkets had “normal” explanations for price declines.
 In one case, for example, the company had excess inventory that it had dumped at rock-bottom prices. In another application,
 an existing competitor had made taking over the market a strategic imperative. Good old-fashioned competitive forces drove
 down prices and margins as a result. Understanding these dynamics is of course important, but the implications of inventory
 dumping and competition are very different from the implications of overshooting.

Through this focused analysis, the company was able to extract from hundreds of markets the half dozen or so that exhibited
 the clearest signs of overshooting. It was therefore able to redeploy scientists working on improvements in already overshot
 dimensions to areas that had higher potential and promised a higher return on innovation investment.

Sometimes pricing and margin data can be misleading as well. One consumer products company had a hunch that its core product
 line had overshot some tiers of the market. Yet the product’s overall sales and margin figures over the previous few years
 appeared to be stable or even trending upward. No matter how it sliced the data, prices and margins in individual market tiers
 had remained healthy. To be sure, its overall share had slipped a few points, but not to a degree that had caused any material
 impact.

How could the company square its intuition with the data? The project team looked at the data more deeply and discovered that
 the company had definitively lost the war for the low end of the market. Private-label products had been introduced into this
 market about a decade earlier. Interestingly, the private-label producers hadn’t affected the company’s 
 prices or margins and had captured less than 10 percent of the overall market. However, they had captured almost 50 percent of the lowest market tier and were just beginning to gain share in the middle tier. The company had at last found the data
 to support its hunch.

When analyzing shifts in market share, pay particular attention to a company that is losing share to a product with clear
 limitations along important dimensions. The fact that a growing number of customers considered AMD or Cyrix’s lower-performing
 processors “good enough” pointed to overshooting. Similarly, consumers choosing private-label products over branded products
 are indicating their lack of willingness to pay premiums for better products.

Specific analysis: Substitution curves.

Could the consumer products company have spotted the emergence of the private label in its category earlier? In industry after
 industry, companies are surprised because a new solution that seemed too insignificant to matter suddenly bursts into the
 mainstream. Spotting important developments early can be critically important.

One technique that can be useful to spot emerging developments before they become commonplace developments is what is called
 a “substitution curve.”5
  Figure 3-1 presents a substitution curve for wireless and wireline minutes of use in the United States. The y axis plots the market share of the new solution divided by the market share of the traditional solution on a logarithmic
 scale.6
  A value of 1.0 means the new solution has 50 percent of the market. A value of 0.1 means the new solution has about 9 percent
 of the market. The x axis should plot increments of time, usually in years, on an arithmetic scale. Typically, a straight line will connect the
 data points. What this technique allows you to do is to spot the implications of emerging developments when they still have
 a seemingly insignificant market share (see tool 3-1 for more information). This technique can help to separate the small
 developments that are destined to stay small from the ones that are destined to blossom into great businesses. It can be a
 powerful way to disarm the argument, “We don’t have to worry about those guys because their market share is too small to matter.”

FIGURE 3-1

Wireless/wireline substitution curve

Log scale U.S. wireless minutes share/wireline minutes share, 1989–2003



Year
 Wireless minutes (billions)
 Wireline minutes (billions)
 Wireless share/ wireline share
 
 
 1989

2

321

0.006

1990

3

342

0.010

1991

5

405

0.013

1997

63

648

0.097

2003

830

613

1.354

Source: Federal Communications Commission; CTIA; Innosight analysis.

Analysis of New Product Launches

The final area to analyze to tease out overshooting is new product launches, specifically, analyzing product reviews and the
 “legs” of launches over time.

In certain industries, new-product introductions receive significant fanfare and reviews. Analyzing the reviews from the professionals
 and user communities can highlight signs of overshooting. When reviewers greet a new feature with a collective yawn, it is
 a sign that the company is overshooting the market’s needs. For example, in 2007 Microsoft released Vista, the latest version
 of its operating system. Product reviewers were dismissive of many features that developers had surely spent years optimizing,
 a sign that Microsoft had overshot pieces of the market. The growth of the blogo-sphere provides a powerful new tool for forensic
 analysts to reveal signs of overshooting. Read the blogs covering a defined space to take the pulse of the market’s reaction
 to the latest new-product introductions.

TOOL 3-1

Substitution curve

Instructions

Complete columns A and B for up to five time periods (typically years). Calculate columns C through E. Plot column E on the
 chart below. Draw a straight line that runs between the points. When the line crosses 0.01, the new technology has roughly
 1% market share. When it crosses 0.1, the new technology has roughly 9% market share. When it crosses 1, the new technology
 has 50% market share. If you use Excel or PowerPoint to make the graph, make sure it is a logarithmic scale.

Time period
 A Unit sales of new technology
 B Unit sales of old technology
 C Share of new technology [A / (A + B)]
 D Share of old technology [B / (A + B)]
 E Share of new/ Share of old [C / D]
 
 
 1.

2.

3.

4.

5.



Example: Hybrid cars in the United States

Time period
 A Unit sales of cars,U.S. (millions)
 B Unit sales of new non-hybrid passenger cars* (millions)
 C Share of new technology [A / (A+B)]
 D share of old technology [B / (A+B)]
 E Share of new Share of old [C / D]
 
 
 1. 2001

0.02

8.40

0.2%

99.8%

0.0024

2. 2002

0.04

8.06

0.5%

99.5%

0.0050

3. 2003

0.05

7.56

0.7%

99.3%

0.0066

4. 2004

0.09

7.42

1.2%

98.8%

0.0121

5. 2005

0.22

7.45

2.9%

97.1%

0.0295

6. 2006

0.25

7.53

3.2%

96.8%

0.0332



*Excludes light vehicles

Sources: National Automobile Dealers Association; Hybridcars.com.

Another area to analyze is to look at what happens after a company launches a new product. Almost always, the company hopes
 that its new product will have significant and lasting impact, and that its success will allow the company to charge premium
 prices and bask in years of robust growth. When overshooting sets in, though, new products 
 don’t have the bang they once did. Companies may enjoy a mild sales boost, but they find that it dissipates rapidly, and that
 they aren’t able to maintain price premiums for as long as they could in the past.

The chemical company discussed in the previous section looked at this issue systematically. It found that in some markets
 the price premium for new products had been trending downward, to the point where they were sold at a discount in some markets.
 This trend is a very clear sign of overshooting. Similarly, the consumer products company looked at all its new products over
 many decades, analyzing their sales for several years after each launch. It found that the new products it had launched in
 the 1980s and early 1990s had robust sales five years after launch. However, the new products it had launched in the late
 1990s and early 2000s tended to emerge with small bangs and then quickly fade away. The company had responded by launching
 more and more products, because it needed to do so to meet its financial targets. In essence, it was running to stand still,
 pushing products into the marketplace that customers didn’t really care about.

Figure 3-2 presents results of some of the analyses discussed in this section. By running similar analyses, your company can
 determine if it has overshot a tier of the market. To round out this section, let’s look at a real-world example of overshooting.

Case Study: Insulin

Eli Lilly’s failed efforts to create even purer insulin demonstrate the impact of overshooting.7
  Many diabetics use insulin every day to help maintain the appropriate level of blood glucose. Historically, insulin was manufactured
 from the ground-up pancreases of cows and pigs. For most of the twentieth century, manufacturers focused on increasing insulin’s
 purity. In 1925 impurities stood at fifty thousand parts per million (ppm), dropping to ten thousand ppm by 1950. By 1980
 impurities had dropped to only ten ppm, primarily as a result of investment and development by Eli Lilly, the world’s leading
 insulin manufacturer.

Despite the purity that Eli Lilly had been able to achieve, animal insulins were still slightly different from human insulin.
 A fraction of 1 percent of diabetic patients built up a resistance in their immune systems when treated with animal insulin,
 so Lilly contracted with Genentech to create genetically altered bacteria that could produce insulin proteins that were 100
 percent pure and equivalent to human insulin. After investing nearly $1 billion dollars in the effort, Lilly introduced its
 “Humulin” brand insulin to the marketplace at a 25 percent price premium over other insulin products.

FIGURE 3-2

Overshooting analysis



The market was not excited about Humulin. Sales growth was disappointingly slow, and Lilly found it difficult to sustain a
 premium price for the product. “In retrospect” a Lilly researcher noted, “the market was not terribly dissatisfied with pork
 insulin. In fact, it was pretty happy with it.”8
  Lilly had spent a significant sum of money and organizational resources creating a product that overshot the demand. Most
 consumers of insulin didn’t want or need a more reliable product and therefore weren’t willing to pay more for an insulin
 that, while technically superior, had no meaningful impact on the management of their condition.

While Humulin sales proved disappointing, a much smaller Danish insulin maker, Novo Nordisk, correctly identified an undershot
 performance dimension in the same market: convenience. The company developed a line of insulin pens, which made it much more
 convenient for diabetic patients to take their insulin. Conventionally, people with diabetes had to carry a syringe, draw
 a precise amount of insulin out of a vial, hold up the needle, and flick the syringe several times to dislodge air bubbles.
 Usually they then had to repeat the process to draw a second type of insulin from a different vial. Only at that point could
 they inject themselves with the insulin.

Novo’s pen simplified the process. It held a cartridge that contained a mixture of the two types of insulin, so that users
 simply had to turn a small dial to the amount of insulin they needed to inject, put the pen’s needle under the skin, and press
 a button. The Novo pen reduced what had been a one- to two-minute process to ten seconds. For diabetic patients taking insulin
 every day, or even multiple times a day, this increase in efficiency represented a meaningful advance.

Novo was able to command a 30 percent price premium per unit of insulin. The success of the company’s pens and premixed cartridges
 helped the company increase its share of the world market substantially, and do it profitably. The convenience of the pen
 brought many more diabetic patients into the insulin-using market, especially in Europe. Both Eli Lilly and Novo Nordisk had
 satisfied the mainstream market’s need for insulin purity. Regulators assured the reliability of both brands. When the market’s
 need for reliability had been sated, the basis of competition shifted to convenience, and the company that delivered a more
 convenient product benefited.

Implications of Overshooting

As is always the case, overshooting creates both opportunities and threats. Specifically, an incumbent in an overshot situation
 should seek to invest in different performance dimensions and consider a consolidation play to remove increasingly unnecessary
 industry capacity. An incumbent or an entrant looking to create a new growth business should think about changing the game
 by developing an innovative business model that better meets the needs of overshot customers.

Invest in Different Performance Dimensions

In overshot situations, incumbents should consider curtailing investment that promises improvements along overshot dimensions.
 The company is unlikely to realize the full rewards of the innovation effort, because customers will not value the enhancements.
 Companies have to be careful, because proposals for these kinds of efforts often contain data showing the fantastic returns
 from past investments in similar enhancements. But that data explains what happened in the past, not what will happen in the
 future.

Consider how Nintendo approached the gaming market in the mid-2000s. In 2006, the three major game console manufacturers each
 introduced new gaming systems. Sony and Microsoft followed the industry’s traditional playbook: improve graphics performance
 to appeal to the hard-core gamer. Sony’s PlayStation 3 and Microsoft’s Xbox 360 both featured more advanced games with clearer
 graphics than had ever existed. 
 However, as companies have introduced new and improved game consoles, games have become too complicated for the mainstream
 consumer. While it used to be possible just to pick up a controller and start playing, some of today’s games take weeks to
 master. The hard-core gamer is delighted; the mainstream customer says, “Why bother?” One indication that clearer graphics
 and more complicated games had eclipsed the mainstream was that the percentage of U.S. households with game consoles had been
 steady at roughly 33 percent for several years.

Seeing these signs, Nintendo decided to move in a different direction. The Wii console it introduced in 2006 wouldn’t win
 any prizes for its stunning graphics capability. Instead, Nintendo chose to focus on making its games easier to play and more
 socially engaging. Nintendo‘s main priority was to create an innovative controller that simplified game play. A user can control
 a game by waving the wireless controller instead of moving a joystick or furiously mashing buttons. Playing a tennis game?
 Swing the controller like a racket, and your racket on the screen will swing too.

By choosing to focus on an overlooked performance dimension (ease of use) over an overshot performance dimension (graphics),
 Nintendo created a blockbuster success. The company’s stock surged 50 percent the year after it launched the Wii, which outsold
 the Playstation 3 by a six-to-one margin in Japan in the first half of 2007.

Consolidating

Once overshooting has set in, there will almost always be an opportunity for consolidation to remove what increasingly is
 redundant capacity in a marketplace. Companies can acquire leading competitors and attempt to emerge as the dominant player
 in a dwindling marketplace.

Enterprise software giant Oracle chose to follow this route in the mid-2000s. Oracle’s CEO Larry Ellison stunned Silicon Valley
 in 2003 by launching a hostile takeover bid for rival PeopleSoft.9
  Many business analysts consider hostile takeovers to be a tool wielded by mature, old-world industries, a last-resort effort
 hardly worth contemplating in an innovative, nimble, high-growth industry such as software where alliances and pure competition
 are the norm.

Using the concepts in this chapter, we can see why Ellison might have felt the need to shift strategy. Signs of overshooting
 had been apparent for years. Burned by the expense and difficulty of large-scale upgrades at a time when economic indicators
 wouldn’t support those improvements, companies were growing increasingly unwilling to upgrade their software, instead stretching
 their existing products to last as long as possible. In many cases Oracle had to offer deep discounts to persuade users to
 upgrade their software. Users would say things like, “I am still trying to figure out how to use all the functionality in
 your last version. And now you want me to go through the pain of upgrading again? I don’t think so.”

Some customers had even turned to simple, cheap solutions offered by companies such as Salesforce.com. Other companies, unable
 to afford Oracle’s products, had chosen to use MySQL’s Linux-based database product. Although MySQL’s product couldn’t do
 everything that Oracle’s product could, its flexibility and low price made it very attractive for Web applications such as
 Web logs and financial Web sites. In 2004 MySQL was still much too small to have a meaningful impact on Oracle, but its foothold
 position meant that it could grow to become a legitimate threat to Oracle. Sun Microsystems acquired MySQL for $1 billion
 in early 2008.

By 2006, signs began emerging that Oracle’s consolidation play was paying off, as its stock began to rise again. If anything,
 Oracle waited too long to shift its strategy—signs of overshooting had started to appear years before, as growth slowed and
 disruptive attackers established footholds in adjacent markets. But Oracle’s actions allowed it to keep its stock price moving
 upward in increasingly challenging circumstances.

While consolidation plays aren’t necessarily the most glamorous of strategies, they can create substantial value. Consider
 Exxon’s merger with Mobil in 1999. In the late 1990s, the price of oil was plunging. Analysts suggested that the era of growth
 for big oil companies was over. The amalgamation of the two largest U.S. oil companies created the world’s third-largest corporation.
 The combined entity saved close to $5 billion in the two years after the merger; between 1999 and 2004 Exxon-Mobil earned
 $75 billion in net profit and generated more than $100 billion in free cash flow. The successful merger created a wave of
 other mergers in the industry: British Petroleum merged with Amoco and Atlantic Richfield, Chevron merged with Texaco, and
 Philips Petroleum 
 merged with Tosco. As the combined giants consolidated operations to take advantage of economies of scale, they achieved huge
 savings, expanded their respective market shares, and increased profitability.

Similar stories can be told in the banking industry (with Citibank snatching up Travelers, and Bank of America purchasing
 Fleet) and the telecommunications industry (with SBC purchasing AT&T, and Verizon acquiring MCI). In those industries, established
 companies realized that continuing to push for incremental advancements in largely saturated markets wouldn’t be sufficient
 to meet growth objectives. Joining forces to gain economies of scale was the only way to continue to push profits ever higher.

The one drawback of a consolidation strategy is the increasing inability of the resulting behemoth to focus on the small markets
 that so often serve as the foothold for explosive growth strategies. Large shadows can obscure high-potential growth opportunities.
 It’s just hard to support small-scale growth efforts when revenues extend to the tens of billions. It seems sensible for a
 manager at a massive company looking for billions of dollars in growth to dismiss a business that offers a mere $220,000 in
 first-year revenue. Of course, Google’s first-year revenues were $220,000. Many great growth stories have similarly humble
 beginnings, but massive companies can struggle to focus on the small beginnings that translate to blockbuster endings.

Another challenge of this approach is that although it temporarily boosts the merged entity’s fortunes, it doesn’t fundamentally
 change industry dynamics. Once the glow of the merger wears off, the combined company faces continuing challenges to create
 even more growth. Acquisition targets that are meaningful enough to have a material impact on financial results become progressively
 harder—and more expensive—to find.

Changing the Game with Business Model Innovation

When overshooting sets in, companies have an opportunity to change the game by introducing a new business model that allows
 the company to profit by offering “good enough” performance along the overshot dimension at low price points.

At an innovation conference attended by one of the authors, Kal Patel, the executive vice president of strategy for Best Buy
 said, “There are no bad customers, only bad business models.” Overshooting creates real opportunities for new products and
 concomitant business models that strip out unnecessary overhead to offer “good enough” solutions at low prices. As described
 in this book’s introductory chapter, silicone leader Dow Corning followed this path when it responded to overshot circumstances
 by creating its Xiameter distribution arm (business model innovation is discussed in more detail in chapter 5).

Summary

An overshot customer is one who cannot use and therefore does not value further performance improvements along particular
 dimensions. There are three important aspects to remember about overshooting:


	Overshooting means that a given group of customers is unwilling to pay premium prices for further improvements along
 a given performance dimension.

	Talking to customers; analyzing price, margin, and share; and zeroing in on new product introductions can be important
 ways to spot overshooting.

	In overshot circumstances, companies should consider investing in overlooked performance dimensions, consolidating
 the market, or introducing a game-changing business model innovation.



Application Exercises


	Consider a product you use every day, for example, your computer or your television. Are performance dimensions available
 for which you would not be willing to pay higher prices?

	Look back at your company’s recent new-product launches. Have they met your expectations? If not, why not?

	Sit with a colleague to talk about those you consider to be your “worst” customers. Why are they your worst customers? Think
 about how an entrepreneur might see opportunity instead of challenges.



Tips and Tricks


	Spotting overshooting requires intuition and judgment; signs tend to become crystal clear only after it is too late
 to take action.

	Be precise about customer groups and performance dimensions. It is rare that all customers are overshot along all dimensions.

	Remember that there is rarely conclusive evidence of overshooting. Act like a forensic analyst, carefully analyzing
 multiple pieces of evidence before coming to a conclusion.
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CHAPTER 4

Identifying Jobs to Be Done

THE CONCEPT OF “jobs to be done” probably generates more interest than any other concept in The Innovator’s Solution.1
  The concept that customers “hire” products and services to get jobs done in their lives is highly intuitive and extremely
 understandable (see the box, “Theory Refresher: Jobs”). The case studies in the book—describing how many consumers “hire”
 milkshakes as a way to fill long, boring commutes and Research In Motion’s BlackBerry to kill time productively— carry a counterintuitive
 ring of truth. The prescription seems simple: to identify opportunities to create new growth, look first for important “jobs”
 that people can’t get done satisfactorily with current solutions.

The jobs-to-be-done concept is straightforward, but it can dramatically change the way you think about new opportunities. It forces you to see the world
 from your customers’ perspective, and to understand not just what they are doing, but why they are doing it. Just as a well-designed manufacturing process can ruthlessly stamp out variation, starting with deep insight
 into the job the customer is trying to accomplish can improve the predictability of the innovation process.

When it comes time to act on this concept, however, many companies we have worked with find themselves stuck. The concepts
 that look so appealing in print become surprisingly difficult to implement.

This chapter gives a more detailed view of what a “job” is, suggests ways to learn more about jobs-based opportunities, and
 explains how the notion of jobs can help companies master the innovation life cycle.

Theory Refresher: Jobs

The concept of jobs to be done is described in chapter 3 of The Innovator’s Solution.a The concept is simple. It holds that customers don’t really buy products; they hire them to get jobs done. To identify opportunities to create new growth, then, look first for important “jobs” that people
 can’t get done satisfactorily with available solutions.

For example, Intuit’s QuickBooks software makes it easy for owners of small businesses to accomplish an important job: make
 sure my business doesn’t run out of cash. Before Intuit’s innovation, existing alternatives, such as pen and paper and Excel
 spreadsheets, weren’t good enough to get this job done. Professional accounting software packages were actually too good—confusing and filled with unnecessary features. QuickBooks did the job better than any alternative and quickly took over
 the category.

The jobs-to-be-done model is simple but powerful. It shifts the focus from solutions that customers use to the fundamental
 problems they can’t adequately solve. Instead of categorizing customers into demographic groups that can be poor predictors
 of behavior, attitudes that might influence purchasing behavior, or activities that people currently perform (often because they have no better alternative), it zeros in on circumstances and constraints that surround the jobs people are trying to get done. These characteristics are more deeply connected to the best possible
 solution than any other segmentation scheme.

In short, the jobs-to-be-done model provides a blueprint for innovation: find those frustrated customers and zero in on the
 roots of their frustration.

Differentiating Jobs from Other Schemes

Just as important as having a solid definition of a job is having a good understanding of how jobs-based thinking differs
 from other ways in which you can categorize customers. Often, companies will segment their markets by demographic demarcation—such
 as age, gender, or income level—or by their product category. Both approaches carry risk. Needs-based segmentations align
 more closely with jobs-based thinking, with some subtle differences.

Demographic schemes. Almost every company tries to pigeonhole its customers into demographic categories. But customers just don’t live their lives
 as representatives of demographic categories.

Consider efforts by Vodafone Group PLC to target consumers who had not yet embraced mobile phones.b In 2005 Vodafone noted that the penetration rate of mobile phones in many of its markets approached (and, in some cases,
 exceeded) 100 percent. Vodafone’s approach to target untapped markets was a new mobile phone handset, called “Vodafone Simply.”

Vodafone hoped that Simply would appeal to a class of consumers who either hadn’t purchased mobile phones or didn’t use the
 phones they had purchased because of their complexity. Instead of whizz-bang features like streaming video and Web browsing,
 Simply featured easy-to-understand menus with large fonts. When the phone, produced by a Paris-based electronics maker called
 Sagem SA, ran low on batteries, a clear “Please Charge” message would appear on the screen.

A demographic-based view would say that older consumers would make up Simply’s target market. A jobs-based view would say
 that Simply’s target market is anyone who doesn’t use cell phones because they are too complicated. While it is almost certainly
 correct to assume that there is a correlation between users’ ages and their interest in simple offerings, it is certainly wrong to assume that only older users—and no younger users—would embrace a simpler offering.

Assuming that age defines the target market carries two related risks. First, Vodafone could miss younger consumers who are
 interested in simplicity, thus artificially restricting the sales potential of Simply. Even worse, Vodafone could alienate
 older consumers who are in fact interested in the latest technology, pushing them into the arms of its competitors. It is
 possible that Vodafone’s failure to take a jobs-based view is one reason the Simply product struggled.

Of course, sometimes demographic markers and a customer’s job do overlap. For example, it’s a pretty good bet that teenagers
 will use products that help students prepare to take standardized college admissions tests (although the products might be
 purchased by their 
 parents). But in many other cases the connection between a job and a demographic group is weak at best.

Product categories. Defining markets by product categories carries risks as well. Customers certainly don’t live their lives in product categories.
 Companies that forget this can miss both threats and opportunities. Consider Coca-Cola. The company’s share of the market
 for carbonated soft drinks has remained steady for decades. That must mean the company’s core business is healthy. Yet the
 company struggled during the 1990s and the early 2000s. How can these two statements be reconciled?

When a new way emerges to get a job done in a better, simpler fashion, it often creates an entirely new product category.
 If you don’t understand the job your core customers hire your product to do, you can miss that new growth. Missing a growth
 opportunity is usually a bad thing, but it gets even worse when that growth opportunity begins to intrude on your core market.

For Coca-Cola, imagine the core job is to quench thirst. Clearly, the company would want to measure its market share against
 all the other ways in which people can quench their thirst. Bottled water, fruit drinks, coffee, and other beverages are obvious
 competitors. If Coca-Cola measured its share against all these competitors, it is quite likely that its declining share would
 have precipitated a strategic shift earlier. As Pepsi, which focused on “share of stomach,” moved aggressively into water
 and other emerging beverage and snack categories, Coca-Cola had to play catch-up (and in some cases pay premium prices for
 acquisitions) to fill gaps in its product portfolio.

Needs-based schemes. A jobs-based view of a market does bear a strong similarity to a needs-based view that seeks to find a customer’s fundamental
 wants and desires. The subtle but important difference is that a jobs-based view focuses more on the circumstance itself,
 whereas a needs-based view focuses on the customer as the unit of analysis. Some needs-based analyses also fail to ask the
 fundamental 
 “why” question. If you don’t understand the root of the need, you risk targeting the wrong problem. Nonetheless, in our experience
 companies that analyze their customer needs thoroughly obtain extremely important and actionable insight and find it relatively
 easy to begin augmenting their needs-based analysis with jobs-based thinking.

a. Clayton M. Christensen and Michael E. Raynor, The Innovator’s Solution (Boston: Harvard Business School Press, 2003).

b. Innovator’s Insights #45: “Simply on Target?” September 6, 2005. Available at 
 http://www.strategyandinnovation.com/insights/insight45.pdf.

The Jobs-Based View of Markets

At a basic level, the concept of a customer job is simple. Think of a job as a problem a given customer needs to solve, or
 a task the person needs to accomplish. Remember that astute insight attributed to Harvard Business School marketing guru Theodore
 Levitt: “People don’t want a quarter-inch drill—they want a quarter-inch hole.” The drill is a means to an end. The end is
 the hole—that’s the problem the customer is seeking to solve.

An innovator needs more information, however, in order to identify whether there is an opportunity for new growth. We’ve found
 that answering the following five questions helps to pinpoint jobs-based opportunities.

1. What Fundamental Problem Is the Customer Trying to Solve?

Using the jobs-to-be-done concept requires first understanding the problems a customer faces—whether at work or in daily life.
 We find it helpful to push for as much specificity as possible when describing a job. Even if you will ultimately choose to
 express the concept more generally, try to identify a focused customer and a specific problem her or she is trying to solve.
 Complete a job statement that looks like the following:

[Customer] wants to [solve a problem] in [this circumstance]

Identifying the circumstance is particularly important. For example, trying to access the latest news while you are on an
 airplane is a fundamentally different problem than trying to access the latest news while sitting in front of your television
 or commuting to work. Listening to music at home, listening in a car, and listening while exercising are all quite different
 activities. Similarly, watching a full-length, professionally produced television show is not at all the same as watching
 video clips shot by a friend and posted on YouTube. While both activities require a product that allows you to watch a moving
 image, they bear little resemblance to each other in terms of the desired quality of that image; the need to be able to start,
 stop, and go back to the same location in the video; the importance of being able to view it multiple times, and so on. The
 circumstance has a tremendous influence on the solutions you may consider and how you will evaluate those solutions. Companies
 that look at customer “experiences” will find a job statement familiar. For example, mobile phone companies think about experience
 in terms such as “enabling simple and reliable phone calls” or “providing easy access to one’s e-mail.” A job statement expands
 on these experiences by focusing on the circumstances in which the customer experiences the product. The questions that follow
 further explore the motivation behind the experience.

2. What Objectives Do Customers Use to Evaluate Solutions?

It is vital to understand the objectives a customer applies in choosing between solutions. The objectives should be relatively
 unambiguous, and at a level of detail beyond which it is unproductive to dig further. Typically, the objectives will relate
 to how the customer uses the product or service, whereas the job itself will relate to more fundamental problems that an offering
 helps the customer surmount. For example, the objectives of a teenager whose job to be done is to try to engage with other
 teens might include a solution that is very inexpensive, impresses her friends, and allows immediate interaction.

Think beyond dimensions of functional objectives to consider emotional and social ones as well. The teen might want a solution
 that exudes “cool,” and is “not her parents’ technology.”

Similarly, think about the objectives by which an Indonesian mother might choose between alternative cooking aids such as
 spices or prepared sauces. Functional characteristics such as how the aid makes the food taste, how long it takes to use,
 and so on are clearly important. Also important are emotional aspects such as the sights, smells, and sounds created by the
 aid. Finally, societal components are critical. The mother may care about adhering to societal norms in regard to her role
 as a mother. She might consider an aid that is too functional and replaces her “mother’s touch” to be less than optimal.

3. What Barriers Limit the Solution?

The flip side to objectives is the barriers that place some solutions beyond consideration. For instance, a mobile phone might
 need to be operated while both hands are occupied. A meal might need to be prepared in less than ten minutes. Barriers are
 typically functional and leave little room for interpretation. (The concepts described in chapter 2 help to identify barriers.)

Barriers can also limit consumption occasions, so making them explicit can help to concentrate innovation efforts on endeavors
 that expand the total market size. For example, perhaps an innovative voice-driven interface can eliminate the need for hands
 to touch the mobile phone at all. This innovation could allow mobile phones to be used in many more contexts, increasing total
 mobile phone usage.

4. What Solutions Do Customers Consider?

Look at the different ways in which customers can get the job done. In the recent past, teenagers looking for something to
 do could “hire” their mobile phones to send a text message to their friends, read a teen magazine, or head down to the mall.
 Increasingly, they also now log on to MySpace, Facebook, or another social networking site on their computers or phones. These
 sites have succeeded because they fulfill the objectives much better than existing solutions.

Candidates can include products, services, or compensating behaviors—work-arounds that customers follow because no existing
 solution adequately gets the job done (compensating behaviors are discussed in more detail later in the chapter).

5. What Opportunities Exist for Innovative Solutions?

The final piece of the jobs puzzle is looking for gaps between what customers want and what different solutions are available.
 If you can pinpoint the important job that isn’t being done adequately, you have found an opportunity for innovation.

Case Example: Experience Sharing

Let’s use these questions to look at jobs to be done by customers who take pictures. Why do people take pictures? There are
 many reasons, of course, but one problem statement might be, “Share fun experiences I’ve had with family and friends.” What
 criteria might a consumer use to assess how well a particular solution gets that job done? Sample “objectives” might include
 the following:


	Clarity of experience communication

	Ease of sharing experience with multiple people

	Speed of experience capture

	Speed of experience transfer

	Ability to capture the “essence” of an experience

	Ability to capture the context of an experience

	Fun provided by the process

	Ability of output to fit within social conversations



Critical barriers might be the need for the experience capture process to take just a few seconds, or a desire to spend no
 more than five minutes sharing the experience.

With the job, objectives, and barriers in place, let’s think about different solutions people might hire to get the job done.
 Before the advent of digital photography coupled with e-mail, there were three conventional ways to share experiences: take
 still pictures, write letters, or tell stories. Each solution had clear liabilities. A photographic slide or print is cumbersome
 and expensive to share with multiple people over geographic distances. A letter can be copied and sent via traditional mail,
 but it takes a long time to write (providing low “speed of experience capture”). And telling stories fits closely within social
 conversations but has some clear distribution limitations.

Assessing each solution against the objectives displayed in figure 4-1 shows why digital photography has experienced such
 remarkable growth over the past two decades: it truly gets this job done better than any alternative. Still, however, there
 are ways in which companies can continue to improve digital offerings to address barriers that inhibit getting the job done
 well. The process of loading photos onto a computer and sharing them with friends is still somewhat burdensome, and certainly
 not fun. Digital images are difficult to pass around at a social gathering. Innovations that make it even easier and fun to
 share images on the fly could continue to power the growth of digital photography.

FIGURE 4-1

Digital imaging: getting the job done



Creating a Jobs Tree

While seeking the “one true job” for any customer in a given circumstance is always desirable, frequently customers have many
 jobs they are trying to get done. A simple way to make sense of a long list of jobs is to create a tree. At the highest level
 of a tree is a fundamental problem the customer faces. For a store owner, for example, it may be to create enough wealth to
 care for her family. To do this, the store owner needs to maximize the return on her existing investments as well as maximize
 the profits of an individual store to add to her investment portfolio. To maximize the profits of a store, the owner must
 minimize staff turnover, increase the number of customers who walk in the door, and successfully persuade them to buy more
 merchandise. Creating a simple tree can help show the hierarchy of jobs and how jobs relate to one another.

How can you tell when you are at the top of a jobs tree? Keep asking the question, “Why?” You might hypothesize, for instance,
 that one job store owners must get done is to improve the effectiveness of advertising. Why? Because they want to draw more
 customers into the store. Why? Because they want to maximize the store’s profits. Why? Because they would like to provide
 for their family. Why? Because! When you reach “because,” you have climbed to the highest level of the job tree.

Job trees can help drill down to the level of detail at which jobs are truly actionable. Figure 4-2 presents a sample jobs
 tree related to preventing disease or injury. While avoiding routine illness, serious illness, injuries, and negative environmental
 influences are all important, “enhancing flexibility” is a job that can be accomplished more directly.

Doing the Job of Finding the Job

With a deeper understanding of what a job is and what you should look for when trying to identify one, the next challenge
 is actually to uncover those jobs that have the highest potential for a new growth opportunity. The challenge facing the innovator
 is that there aren’t many off-the-shelf market research reports listing them. So you have to go out and build the information
 yourself.

FIGURE 4-2

Prevent disease/injury jobs tree



The following sections discuss a raft of different ways to unearth jobs to be done, ranging from internal brainstorming to
 external observation. Many of the techniques we are about to describe will be old hat to market researchers. That’s good news.
 Our experience suggests that using the jobs-to-be-done concept does not require radical new market research techniques. The
 tried-and-true techniques that companies use to conduct research can, if used properly, provide tremendous insight into important,
 unsatisfied jobs that leave room for innovation.

Team Brainstorming

Starting your quest to identify jobs to be done can be surprisingly easy. Get a group of colleagues together in a room. Introduce
 the concept of jobs to be done. Then start talking, trying to identify potential jobs that could be the basis of a new growth
 opportunity. Use the questions detailed earlier to guide the discussion.

For example, Innosight helped a media company craft its strategy for wireless devices. In ninety minutes the team created
 a list of thirty jobs that it thought were important to consumers in a mobile context and dozens of potential ways for customers
 to get those jobs done. Obviously, the team needed to do further work to shape, refine, and rank order those jobs, but having
 the initial list streamlined further conversations.

It can be helpful for brainstorming sessions to have a starting point that provides some context. Consider beginning with
 a particular customer group, a technology, a situation, or any combination of these items. Without some sort of grounding,
 sessions can wander aimlessly.

There are many good resources available to help structure and run a brainstorming session.2
  Here are some specific approaches that have worked for us:


	
Provide stimuli. Give people background information on the area in which you are brainstorming, such as market research reports, provocative
 articles, or emerging offerings in the area. 
 Videotape a few customer interviews and show them to the brainstorming group.

	
Assemble a diverse internal group. A long-held belief in the world of innovation is that true breakthroughs almost always occur at “intersections,” when people
 bring novel ways of thinking to existing problems.3
  Blending together diverse internal groups can encourage these intersections and foster creative thinking.

	
Bring in selected outsiders. Sometimes outsiders can stifle discussion because managers are wary of giving away “trade secrets.” But a choice customer,
 supplier, or partner can bring a very valuable perspective to a discussion. TheRichmond Times-Dispatch, a newspaper in Richmond, Virginia, invited four owners of small businesses to lunch. Managers asked the owners about problems
 they encountered on a day-to-day basis. That one lunch led to the identification of half a dozen opportunities for innovation.
 Similarly, a topical expert, a futurist, or someone from an adjacent industry can help a team reach surprisingly counterintuitive
 insights. A team of Motorola engineers and marketing professionals went to visit Burton Snowboards a few years ago to talk
 about potential opportunities. The goal of the initial meeting was just to see if there were areas in which the two companies
 could collaborate. As a result of that meeting, in addition to forming a global sports-marketing alliance, the companies launched
 a series of products together, including a line of Burton jackets with technology and controls optimized to work with Motorola
 phones, and a line of snowboard helmets with built-in Bluetooth modules.



Focus Groups/Light Customer Interaction

Focus groups are one of the most reliable ways to obtain feedback from customers and learn more about jobs in a marketplace.
 In essence, focus groups are an inexpensive way to begin innovation-based conversations with customers. Focus groups can be
 particularly useful in helping to shape long lists of jobs that emerge from brainstorming sessions, add 
 additional jobs to the list, develop a rough sense of which jobs have the most promise, and get directional feedback on specific
 ideas.

Companies need to be careful, however, about expecting too much from focus groups. Never ask customers to define a solution
 for you. Although customers are good at explaining the problems they face in their lives, they are much less effective at
 designing reasonable solutions to those problems. They tend to latch onto existing solutions and generally lack the sophistication
 to sense what is feasible.

Also, be wary of asking customers to react to a written description of a new offering. Make an effort to produce something
 physical, particularly if the offering is something markedly different from what has ever been seen before. You don’t have
 to have a fully working product though. Take, for example, Procter & Gamble’s innovative Mr. Clean Magic Eraser product. As
 the name itself indicates, the product is like a chalk-board eraser that can “magically” clean walls covered in crayon or
 other hard-to-remove stains. P&G could easily have given consumers a wooden block that approximated the size of the eraser.
 It could then have said, “Imagine that this block could . . .” Even that rough prototype would have helped customers visualize
 the offering more clearly, allowing them to provide more useful input.

Beyond focus groups, a handful of one-on-one, in-depth interviews with customers can help a company learn more about a specific
 space. When conducting interviews or focus groups, the following questions can be helpful:


	What is the problem you are facing? Why do you care about solving it?

	What is the process you currently use to solve that problem?

	What alternatives do you consider when going through this process?

	Why do you select the option you select?

	What do you like about the current option?

	What don’t you like about the current option?

	What frustrates you when you are trying to solve this problem?

	What other people are involved in this process? What is the nature of your interaction with these people?



Don’t just interview the person you think will be the end customer. Think about people with whom the customer might interact,
 or people who might refer the offering to the end customer. Mobile phone manufacturers, for example, need to think about mobile
 phone carriers, distributors, and agents in addition to the actual end consumer. Each group can have different jobs, which,
 if ignored, could spell trouble.

For example, the teenager selling phones in the mall kiosk or at the local store has a great deal of influence over purchasing
 decisions and has very definite views about which phones are the best to sell. He or she may be pushing the phones that elicit
 the fewest questions from consumers so that the sale is easy. A purchasing executive for a carrier like Verizon or T-Mobile,
 however, may be trying to fill a portfolio of phones to offer at a range of retail prices. Neither the critical need for a
 portfolio-filling product nor the preference of the influential retail salesperson would naturally surface through consumer-focused
 work. Always try to obtain as comprehensive a picture as possible about the selected space.

Motorola uses focus groups, interviews, panels and other forms of market research throughout the strategy formulation and
 product development process. A group called “Consumer Insights and Intelligence” serves as a central point to bring together
 expertise in market monitoring, planning research, new product research (such as user trials and human factors research),
 and market effectiveness research. Focus group research is complemented by trend research; brand, retail, and advertising
 research; and other methodologies to assist product planners and marketing executives as they develop product portfolios,
 detailed product designs, and go-to-market strategies.

Customer Observations

Customers often find it hard to articulate the points of frustration in their lives. Alternatively, they may be compensating
 for their inability to solve a problem in ways they don’t even realize. Watching customers closely (or using related techniques
 such as customer diaries) can be a critical way to spot these unarticulated jobs.

For example, many health insurance providers have struggled to find a way to serve the 47 million Americans who are uninsured.4
  Particularly perplexing to these providers are young consumers who can afford insurance but choose not to purchase it. Many
 insurers assume that young adults remain uninsured by choice through a false sense of invincibility that obviates the value
 proposition of most insurance plans.

To delve more deeply into this group’s needs, Blue Cross of California had dozens of uninsured twenty-somethings keep detailed
 diaries of their health care decisions over several months. The company learned that the real problem wasn’t really a sense
 of invincibility. Rather, existing products were just too complicated and included benefits that didn’t matter enough to these
 customers.

To address these needs, the company introduced a line of products called “Tonik,” targeted at the “active uninsured.” The
 product line offers packages such as “Thrill-Seeker,” “Calculated Risk-Taker,” and “Part-time Daredevil,” all of which provide
 basic coverage, include a set number of checkups, and cover catastrophic events. However, they require higher copayments and
 exclude certain benefits, such as coverage for pregnancy-related care.

A different kind of observational technique involves walking a mile in your customer’s shoes. Credit Suisse’s banking arm
 has its senior managers go through “immersion experiences,” during which they visit bank branches to watch customers and complete
 typical customer transactions, such as buying foreign currency.5
  Experiencing customer frustration first-hand gives senior management deeper insight into the problems facing Credit Suisse’s
 customers.

Conducting deep observation can seem relatively expensive and complicated, but it doesn’t have to be. One mobile phone manufacturer
 was evaluating the potential of a product targeted at retailers. Company representatives worked with a specialist to do three
 detailed in-store evaluations and then went to half a dozen stores on their own. The research took about a month and cost
 less than $25,000.

Furthermore, making customer observation part of your company culture can dramatically lower the incremental cost of gaining
 breakthrough insight. Financial software provider Intuit is famous for following its customers home and watching how they
 use the software. The first time Intuit followed this approach, it was surely complicated and 
 expensive. But it now is so ingrained in the company’s culture that no one finds the process untoward. If your company interacts
 regularly with a particular group of customers, think about regular mechanisms you can institute to make gathering customer
 feedback more systematic. For example, consider having all new employees listen in at a call center; this can be a quick and
 simple way to hear customer pain directly.

Analyzing Compensating Behaviors

Looking for situations in which people follow “compensating behaviors” or work-arounds because no existing solutions adequately
 solve their problems can also reveal attractive job spaces. Watch for customers stretching a product to do something it was
 not designed for, or “kludging” together several products to produce a less than optimal solution. Those compensating behaviors
 signal that customers do not have access to the ideal product for the job.

In the mid-1980s, Georgena Terry observed that women were modifying bicycles because existing models gave them neck and shoulder
 pain. Women would follow other forms of compensating behaviors, such as putting gel seats on men’s saddles, because seats
 that were comfortable for men were extremely uncomfortable for women. Terry’s eponymous company, Terry Bicycles, developed
 a line of products that recognized the unique market for bicycles and related products for female consumers and created a
 profitable growth business.

Another example is local businesses that place display or classified advertisements in the local newspaper. Newspaper companies
 call those businesses “advertisers.” Yet what is the real problem they are trying to solve? It is almost never to advertise. Rather, companies want to solve problems such as “help me build my brand,” and “bring greater predictability
 to my business,” or “improve my ability to attract and retain employees.” Advertising isn’t a job. It is a compensating behavior.

Customer Case Study Research

One specific approach that can often reveal surprising findings is what Gerald Berstell and Denise Nitterhouse term “customer
 case research” (CCR). CCR focuses closely on a customer’s decision to purchase a product. The 
 purchasing process is a rich source of information because, as Berstell and Nitterhouse note, “there’s almost always a story
 behind why people initiate the purchase process.”6

CCR involves conducting deep interviews with customers to have them walk through the purchase process, asking questions such
 as, What initiated the purchase decision? What alternatives did you consider? Why did you choose the option you did? Berstell
 and Nitterhouse advise researchers to act like journalists trying to get to the bottom of the story.

Good CCR can unearth surprising findings. For example, a project collecting more than one hundred case studies of replacement
 tire purchases found that very few actually started with a flat tire. More often, the customer had recently bought a high-end
 car stereo system or car cell phone and as a result had suddenly become aware of tire-generated road noise impairing the audibility
 of these new devices. The tire manufacturers that commissioned the research had not yet discovered the job of improving a
 car’s acoustical environment for new audio devices.

Keys to Success

There are two critical success factors to remember when using the methods we have described:


	Act like an investigative reporter, using a variety of techniques to uncover and synthesize jobs clues.

	Ask questions consistent with the jobs-to-be-done model. This model places the customer’s problem squarely in the center
 of the information equation. Questions must focus on understanding problems instead of gaining reactions to proposed solutions.



P&G is world renowned for its ability to spot opportunities for innovation. CEO A. G. Lafley stresses the importance of spending
 time with consumers or customers to understand what jobs they need done. “At least in my business, which is business to consumer—but
 I suspect also in business-to-business applications—the customer or the consumer can rarely tell you what he or she wants
 or needs,” Lafley says. “That means we have to spend an extraordinary amount of time with our customer 
 or consumer. That means we need to understand unarticulated or unable-to-be-articulated needs and wants.”

Prioritizing Jobs: Quick Checks and Detailed Quantitative Research

Developing a long list of jobs is not enough. The reason to use jobs-based thinking is to find high-potential opportunities
 to create novel growth strategies. What jobs could be the springboard to growth? Three simple questions can help point the
 way:


	Is the job important to the customer?

	Does the job occur relatively frequently?

	Is the customer frustrated by the inability to get the job done with today’s solutions?



Answer yes to each of those questions, and you have found a job space begging for a new solution (see tool 4-1 for a more
 advanced ranking mechanism). Be wary of situations in which the answer to the first two questions (importance and frequency)
 is yes but the answer to the third question (frustration) is no. Even if a job is very important, it is hard to get customers
 to switch solutions if they are perfectly satisfied with their ability to get that job done today. In fact, companies generally
 need to be cautious when considering an opportunity to target satisfied customers—even if those customers aren’t consuming
 anything at all. Frequently, companies look at their market penetration figures and see an easy path to growth: just persuade
 people who aren’t consuming to consume. But some people don’t consume because the jobs the solution targets just aren’t very
 important to them.

While these three simple questions can be a useful way to sort through a list of jobs quickly, some circumstances warrant
 more detailed, quantitative research that helps to rank jobs more definitively and determine the trade-offs customers make
 among different jobs. Many firms specialize in helping to build and administer quantitative surveys. Here are a few pointers
 for those who want to go down the quantitative path:

TOOL 4-1

Jobs scoring sheet

Instructions
 
 
 Job to be done: The fundamental problem facing a customer in a given circumstance.
 
 
 Importance: How important getting that job done is to the customer, on a scale of 1 (not important) to 5 (critical).
 
 
 Frequency: The relative frequency with which the job occurs in the customer’s life, on a scale of 1 (rarely) to 5 (very frequently).
 
 
 Frustration: The frustration the customer feels with current solutions, on a scale of 1 (perfectly happy) to 5 (extremely frustrated).
 
 
 Score: (Importance + Frequency) x Frustration, producing a score ranging from 2 to 50.
 
 
 Rank: The rank of the job, compared with other jobs on the list.
 
 
 
 
 Job to be done
 Importance
 Frequency
 Frustration
 Score
 Rank
 
 
 1.

2.

3.

4.

5.

6.

7.

8.

9.

10.


	Make sure that you phrase job statements in ways that the target customer understands. For example, a physician might react
 better to “speed the receipt of customer payments” than to “minimize my practice’s days receivable.”

	Survey more than your best customers. Your best customers are rarely the problem. The problem is your unhappy customers—
 and those who are not your customers at all! Don’t dismiss them by saying they don’t “get it.” Rather, figure out why they
 are unhappy and what you could do to make them happier.

	Consider asking not just about jobs but also about characteristics of new products or services that might get those
 jobs done in a better way.

	Try to understand the trade-offs customers are willing to make among different jobs. Cluster and conjoint analysis
 are statistical methodologies that can help clarify these trade-offs.

	Be wary of launching detailed market research in nonexistent markets. Remember, markets that don’t exist can’t be measured
 and analyzed. In these circumstances, qualitative research often provides more reliable data than quantitative research.



Although the reams of data that flow from quantitative surveys can be quite daunting, the results can be extremely actionable.
 For example, one medical device company sought to understand the jobs of its customers: physicians who used its device (and
 some who chose not to use it). In the course of four months the team developed a comprehensive list of more than forty jobs,
 prioritized that list, and identified thirty specific tactics it could follow to get those jobs done in a better way. It was
 able to identify three distinct customer groups. The first preferred very high-end products with advanced functionality. The
 second preferred simple, easy-touse products. And the third seemed to like experimenting with new ideas and methods. When
 the company cross-referenced these three groups with the demographic information it had collected, it discovered something
 surprising. None of the three customer groups fell along the company’s traditional demographic demarcations, such as age or
 level of further education. Instead, the customer groups shared common jobs to be done or were bound by other factual characteristics,
 such as the number of procedures they had completed, regardless of education. Not only did the company now have a prioritized
 list of product improvements, it had found a new way to segment its market and had developed a strategy to expand consumption
 significantly. (The section on “Differentiating Jobs from Other Schemes” in the box, “Theory Refresher: Jobs,” that appeared
 earlier in this chapter, discusses the relationship between jobs-based segmentation and other approaches in more depth.)

Using Jobs Thinking to Master the Innovation Life Cycle

While this book specifically focuses on creating new growth businesses, the jobs-to-be-done concepts apply across the innovation
 life cycle.7
  Before there is an innovation, there has to be market demand. Then an innovator must find a way to tap into that demand.
 In the early days, the innovator’s key challenge is optimizing the innovation for maximum success; subsequently, it is finding
 creative ways to capture value profitably and repeatedly. Markets abhor vacuums, so any successful innovator must ward off
 encroaching competitors. Finally, when the innovation reaches seeming maturity, the innovator must find new ways to revitalize
 profitable growth. Jobs-based thinking can help the innovator at each stage of this life cycle.

Stage 1: Identifying Demand

Jobs-based thinking illuminates opportunities to innovate in the marketplace. As already discussed in detail, these opportunities
 stem primarily from identifying jobs for which existing solutions are ineffective or nonexistent.

Also worth considering is who will eagerly hire a new technology or offering (figure 4-3 illustrates how starting with a solution
 affects the quest for opportunities).8
  While companies often seek to develop market understanding before innovating, sometimes the process works in the other direction.
 In the R&D arena, stories abound of scientists leaving the lab at night only to come back in the morning to some new compound
 that had never been seen before. Organizational units often wonder who might be interested in the components of the product
 portfolio. Many organizations face the challenge of finding markets and customers for existing offerings, whether serendipitously
 or intentionally.

In these circumstances, start by methodically documenting the capabilities of that solution—in a nonjudgmental way. What can
 it do? What can’t it do? Think about actions and activities that are enabled or improved by the solution. Try to describe
 these actions using verbs. Then assess the barriers the solution can help to overcome and the objectives it can help to address.
 Finally, brainstorm circumstances in which these objectives are particularly relevant and who, specifically, might employ
 the solution in these circumstances. Applying this process with an open mind can highlight many new opportunities— even for
 a solution that has been on the market for years.

FIGURE 4-3

Identifying opportunities from different starting points



For example, consider a small Arkansas-based contract manufacturing enterprise called Grace Manufacturing. Founded in 1966,
 Grace’s core business for twenty-five years was manufacturing intricate metal parts using a process known as photochemical
 etching, a popular technique in the semiconductor industry. The process can remove metal in thin layers, creating a raised or recessed design. Grace’s customers sought the technology because it facilitated
 the creation of thin metal components without using mechanical forces that could distort delicate materials, and because it
 provided finished parts without metal burrs. The technique had limitations; for example, it did not work particularly well
 with thick materials, and it created components with sharp edges that were difficult to handle.

In 1990 Grace began thinking about bringing its technology to other markets. With an inherent understanding of its solution’s
 capabilities (precisely removing layers of metal to create engineered components), the barriers that it could overcome (working
 with thin metals and affording precision tolerances), and the circumstances in which it might be useful (when there is a desire
 for finished parts without metal burrs, and a willingness to accept potentially sharp edges), the company decided to focus
 on applications that required delicate cutting and shaving operations. Co-owner Richard Grace said, “We always had so much
 really sharp metal lying around that everyone had to stay careful of. We thought, ‘Hey! What would happen if we tried to cut
 things on purpose? How sharp a tool could we make, and what would you use it for?’”9

From this curiosity emerged the product known today as the Microplane File, a tool originally designed to help shape and
 file wood manually. Through further thought and additional serendipitous discovery, the Microplane product line has expanded
 to include a host of consumer goods, among them sanding discs for electric woodworking tools, cheese graters for the kitchen,
 and most recently a line of personal care products aimed at exfoliation.

Grace was able to expand into completely new markets by carefully considering different circumstances in which its underlying
 technology would be useful.

Stage 2: Optimizing Solutions

Identifying the opportunity is never enough. Companies face significant challenges when they seek to introduce products that
 do the innovation job adequately. Companies need to balance price and features carefully to deliver a product that people
 are willing to buy.

A staple in the marketing tool kit is the customer survey or focus group designed to identify “what customers really want.”
 All too often these exercises result in wish lists that, if accommodated, will create an all-capable, but often very expensive,
 offering that no one finds desirable. Understanding the ways in which customers determine value can highlight the trade-offs
 between features and price that customers will tolerate.

One major consumer health company gained significant insights through applying jobs-to-be-done methodology to nutritional
 products. The company’s initial research efforts revealed a range of important and unsatisfied jobs, ranging from treating
 heart disease and cancer to maintaining basic health. The company’s initial inclination was to create a “do everything” product
 to try—at least tangentially— to stave off many of these conditions. However, more detailed research showed that consumers
 really wanted solutions tailored to them as individuals. A do-everything product would actually provide too much performance on some dimensions and too little on others. The company recognized this issue and decided instead to pursue focused formulations for specific, high-demand
 health conditions.

Stage 3: Capturing Value

When products successfully address an important, unsatisfied job, the value created by the offering often goes well beyond
 the traditional cost-plus-target margin many companies use to create a pricing strategy. Deep understanding of jobs to be
 done positions a company to capture the value of an offering more comprehensively.

Consider the case of a global upstream chemical manufacturer that produced latex compounds. This company traditionally sold
 its product to the pulp and paper industry by the ton. It positioned its offering as little more than a binder used to hold
 together pulp in the manufacture of office paper.

Careful study of the end-user market, however, revealed two key frustration points for customers who used the paper in high-speed
 photocopiers: frequent paper jams and smudged ink. The chemical company recognized that its latex technology could alter the
 paper texture to facilitate both smooth passage of the paper through photocopiers and improved ink retention.

The chemical manufacturer’s solution satisfied a much more valuable job than simply “binding paper pulp.” It had a direct
 impact on the end-user experience and gave the paper manufacturer the opportunity to command a premium for its paper. By helping
 the paper manufacturer 
 get its job done, the chemical company was now well positioned to seize a piece of the value it created.

Stage 4: Defending Share

Once an idea begins to gain momentum, competitive response is inevitable. The jobs-aware incumbent, however, need not forfeit
 its prized market.

One medical device company faced an attack from a competitor that tore a page out of the disruptive playbook to launch a “good
 enough” solution at radically lower prices.

Of course, the first company could have matched the offering. It wondered though, if there might be a way to optimize its
 existing offerings so that customers wouldn’t consider the competitor’s offering good enough.

To do so, it sought to understand the full range of objectives medical practitioners and their offices considered critical.
 It learned that physicians employing its device sought much more than clinical benefits for their patients. They also required
 training on how to use the product effectively, assistance in building market awareness of the device’s advantages over alternative
 treatment approaches, tools to communicate the device’s functionality to patients, and new mechanisms to help patients pay
 for the treatment.

By pulling these and other innovation levers, the company was able to differentiate itself more sharply from its competitor.
 It is important to note that the company didn’t have to innovate its product to drive this differentiation. Instead, it innovated its service model and marketing message. Eighteen months after the incumbent
 started its job-to-be-done work, the competitor went out of business.

Stage 5: Revitalizing Growth

Even white-hot categories cool. Jobs-based thinking can restart growth by helping companies shake up commoditized markets
 and highlighting opportunities to revive even the most moribund of products.

Shaking up seemingly commoditized markets.

Few words cause as visceral a reaction from executives as commoditization. Every executive can tell a horror story of how one of the company’s crown jewels found its differentiation dissipating and
 its margins crumbling. In these circumstances, plowing more money into innovation seems to make the problem worse, not better.
 General Electric CEO Jeffrey Immelt put it well when he noted, “We’re all just a moment away from commodity hell.”10

But what exactly does commoditization mean? It means that customers just don’t value further improvements along particular dimensions. Does that mean that there’s
 no improvement that customers would value? The answer to that question is frequently no.

Hill-Rom Industries, a company that sells beds to hospitals, is a prime example. Hospital beds would seem to have all the
 characteristics of a commoditized product. Yet between 1975 and 1990 Hill-Rom grew its share of the hospital bed market from
 30 percent to 90 percent and doubled the frequency with which hospitals replaced existing beds with new ones.

Working to understand the levers the company could influence to improve its customers’ business, it learned that nurses, who
 account for a significant share of hospitals’ operating costs and whose interactions with patients strongly influence perceptions
 of the quality of care, were spending inordinate amounts of time on tasks unrelated to nursing— picking up items from the
 floor that patients had dropped and solving television problems, for example.

By adding features and functions to their beds that eliminated many non-nursing tasks, Hill-Rom differentiated its beds in
 ways that helped hospitals save more money. Hospitals readily paid premium prices to obtain those improvements. These insights
 did not come from segmenting markets according to small, medium-size, and large hospitals. They came from understanding the
 job: the levers that drove hospitals’ profitability (see the box, “Business-to-Business Jobs”).

It turned out that there was tremendous room for differentiation and premium pricing in the hospital bed market, but it required
 a fresh perspective to identify dimensions along which existing products were not good enough to get important jobs done.

Business-to-Business Jobs

The jobs-to-be-done concept applies whether you are selling to businesses or selling to consumers. At one level, if you sell
 to businesses, the quest is easy. As the old saying goes, “The business of business is, after all, business.” Understand how
 the business customer is organized to make money and help the business overcome hurdles that inhibit the company’s profit
 potential.

Of course, any expert will tell you that selling to businesses is a complicated task, because many items require approval
 or exist in complicated systems. To understand more about a potential business customer, make sure to monitor that complicated
 system closely. Seek to understand the purchaser, the influencers, and the ultimate decision maker. Each person in that network
 is likely to have distinct jobs he or she is trying to get done.

Reviving moribund brands.

Many companies find that the power of particular brands wanes over time. A brand that was a powerhouse decreases in importance
 as core customers age and a new generation arises without a close connection to the brand.

A jobs perspective can illuminate ways to reinvigorate the brand. Procter & Gamble did just this several years ago when it
 successfully revived its Mr. Clean products.

P&G asked a simple, powerful question: What was the real reason people hired Mr. Clean products when the brand was at its
 strongest in the 1960s and 1970s? Its conclusion: to magically clean the seemingly uncleanable.

With that understanding, P&G began actively seeking circumstances in which consumers were frustrated by their inability to
 clean surfaces magically. It identified some examples:


	My rogue child has decided that our pristine white walls make an ideal blank canvas for his artistic vision. Mr. Clean
 Magic Eraser cleans these hard-to-clean surfaces . . . like magic.

	I spend four hours a day in my car, and it gets dirty. I don’t have the time or the inclination to go to a professional
 car cleaner, and the soap and bucket doesn’t really get the job done. Mr. Clean AutoDry gets this job done.

	I’d love to clean behind my toilet, the back corner of the shower, and underneath the sink. But I’d also love not to
 kill my back. Mr. Clean MagicReach Bathroom Explorer makes this problem much easier to solve.



Through asking what jobs customers historically hired Mr. Clean to get done, P&G was able to focus its innovation energy on
 situations in which that job couldn’t get done adequately, helping it to return the brand to its former prominence.

Summary

The jobs-to-be-done concept is straightforward: Customers don’t buy products or services, they hire them to do jobs in their
 lives. The goal is to move from thinking about quarter-inch drills to thinking about quarter-inch holes. To find your quarter-inch
 holes, follow these guidelines:


	Create job statements that explain who has the job, what they are trying to get done, and the context in which the
 job occurs.

	Consider the objectives customers use to consider alternative solutions and the barriers that affect their choices
 among different solutions.

	Assess the candidates a customer could consider to get the job done, analyzing how those offerings deliver against
 the stated objectives and barriers.

	Use techniques such as brainstorming, focus groups, customer observation, compensating behavior analysis, and customer
 case research to help to identify jobs.

	Identify priority jobs that are important, occur relatively frequently, and can’t be adequately addressed by customers
 with today’s solutions.

	Depending on where you are in the innovation life cycle, use jobs-to-be-done thinking to identify demand, optimize
 solutions, capture value, defend share, and revitalize growth.



Application Exercises


	Spend half an hour talking with a colleague about why customers hire your products or services and what your real competitive
 set might be.

	Pick out some of the products in your briefcase. Write down the circumstances in which you hire each of them and how
 well they get the job done.

	Begin making customer interaction part of your everyday routine. Visit a few customers. See if you can watch them go
 about their day-to-day lives. If not, get them to describe in great detail the last time they used your offering. Keep asking
 “why?” and “how?”

	Go shopping for your own product. Talk with salespeople about your product and your competitors’ products. Why do they
 recommend one over the other?



Tips and Tricks


	When thinking about objectives, remember that emotional and social factors are frequently as important as functional
 ones.

	Be sure you understand who the customer is—particularly if there are multiple customers in the distribution channel
 or value chain.

	Think broadly to identify candidates for the job. Remember that the real competition may be compensating behaviors or simple
 frustration.

	Start simply by discussing the jobs-to-be-done concept with a group of colleagues, or interviewing a single customer.

	Get in the habit of always asking “why”? The simple question can illuminate more fundamental jobs to be done.

	Train employees who interact with customers in the jobs-to-be-done concept. The front line can see things that might
 be invisible to office-bound employees.
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PART TWO

Formulate and Shape Ideas



Along some dimensions, identifying a market-based opportunity is the easy part. Now you have to formulate and shape an idea that allows you to capitalize on that identified opportunity. Many minefields stand in the way of success. Detailed market data “proving” that you are going in the right direction will be hard to come by. Existing and potential competitors are lurking around every corner. And you know that to be disruptive, you have to follow an approach that may feel very counterintuitive. In fact, our experience suggests that the normal process by which companies evaluate and shape opportunities is perhaps the biggest hurdle facing companies seeking to create new growth businesses. This section advocates taking a markedly different approach, based on the concept of pattern recognition. That is, instead of following established rules or moving blindly ahead and hoping for the best, let the past patterns of success and failure guide your journey. Chapter 5 describes how to generate ideas that fit the fundamental pattern of disruptive innovation. Chapter 6 provides some tips about how to use the patterns to assess and shape these ideas. These two chapters are tightly interrelated. The assessment that follows the formulation of an idea often exposes ways to shape the proposed solution—or to create an entirely new one.

We really focused on The Innovator’s Dilemmaconcepts in two ways. We created a radically new technology that disrupted enterprise software, which is software as a service.
 We also developed a radically new business model where we allowed customers to pay as they go instead of all at once as a
 subscription model. By using [Clayton Christensen’s] philosophies we have been able to substantially disrupt the software
 industry.

—Marc Benioff, founder and CEO, Salesforce.com


CHAPTER 5

Developing Disruptive Ideas

SOME MANAGERS BELIEVE there is no way to guide the innovation journey, because innovation is just random and unpredictable. If innovation is indeed
 a black box, the best that companies can do is let a thousand flowers bloom, in the hope that one of them sprouts into a substantial
 growth business. This is a bit like releasing a thousand monkeys into a room full of word processors and hoping they’ll produce
 Shakespeare. If you are lucky enough to have it happen once, you surely wouldn’t expect it to be repeatable.

Research over the past two decades has shown that many successful strategies for new growth actually adhere to a specific
 pattern. As detailed in this book’s introduction, strategies based on disruptive innovation have a disproportionate chance
 of commercial success. Remember, disruptive strategies involve products, services, or approaches that transform existing markets
 or create new ones by trading off raw performance in the name of simplicity, convenience, affordability, or accessibility.

This chapter reinforces key principles of disruptive success and describes a process to generate disruptive ideas. Innovation
 isn’t predictable. However, remembering key principles and following the straightforward process can reliably increase the
 odds of coming up with a high-potential idea.

Patterns and Principles of Disruptive Success

While disruptive developments come from a wide range of industries, entrepreneurs and established companies that have created
 disruptive growth have—implicitly or explicitly—generally adhered to three straightforward principles:


	Start by targeting overshot customers or nonconsumption.

	Remember that “good enough” can be great.

	Do what natural competitors consider unattractive or uninteresting.



The following sections discuss each principle in more depth.

Principle 1: Start by Targeting Overshot Customers or Nonconsumption

Disruptions typically start in particular customer segments, either nonconsumers who face a barrier that constrains their
 ability to consume (as described in chapter 2) or customers overshot by existing solutions (as described in chapter 3). At
 first glance, these customer groups don’t look particularly appealing. But disruptors are able to see the hidden beauty in
 undesirable or invisible markets.

For example, in the 1970s, no one was saying that bars of steel that reinforce the tensile strength of concrete were a great
 market. With its low customer loyalty and razor-thin margins, the rebar market was the very definition of a commoditized market.
 Integrated steel manufacturers had a lock on the market. Nucor and other minimill manufacturers found a way to make this seemingly
 ugly market look attractive by employing a different production technology that allowed them to prosper at the rock-bottom
 prices required to serve the low end of that business. Toyota’s Corona, Southwest Airlines, and Dell Computer are other notable
 examples of companies that initially connected with overshot customers looking to trade off raw performance in the name of
 customization, convenience, or low prices.

Similarly, most established companies working on computing technology in the 1970s rationally focused their engineering prowess
 on the 
 enterprise market. That was because the lowest-priced machines were minicomputers that tended to cost upward of $200,000.
 The high prices limited the technology to demanding corporate tasks such as engineering applications. Companies reserved even
 higher-priced mainframes for truly mission-critical applications, such as transaction processing. The market for home-based
 computers was virtually zero, until personal computer manufacturers made computing simple and affordable.

Established companies that begin nurturing disruptive approaches face the tantalizing option of bringing the solution to current
 customers. It seems to make all the sense in the world. After all, the company has a relationship with these customers in
 the market and has a brand that can help it succeed. However, a truly disruptive strategy is unlikely to find success in a
 current market. Making that disruptive solution good enough for current customers often requires heavy investment to fix performance
 limitations. Those investments can snuff out the disruptive essence of the new solution. Furthermore, bringing the solution
 to established markets means following established approaches, which can blind companies to the new potential inherent in
 the disruptive model.

Disruptive literature explains the limitations of “cramming” a disruptive solution into current markets.1
  For example, in the early days of the Internet, most newspaper companies responded by replicating their print product online,
 in essence targeting existing readers and advertisers.2
  While they successfully created a Web presence, the online business model of classified and display advertising mirrored
 the offline business model. Most companies missed the opportunity to create attractive new business models related to search,
 auctioning, and direct marketing. This failure created opportunities for new companies to capture much of the value of the
 online media market. Cramming is expensive and rarely works.

Principle 2: Good Enough Can Be Great

Many innovators seek to leapfrog over existing solutions, essentially hoping to win by playing the innovation game better. Disruptors win by playing the innovation game differently. Disruptions are all about tradeoffs. Disruptions typically do offer lower performance along dimensions 
 that historically mattered to mainstream customers. They aren’t bad along these dimensions; they are good enough. But they
 more than make up for that—in the eyes of their customers—by offering better performance along different dimensions.

Consider Netflix, whose DVD subscription model has been a wild success. Netflix introduced its innovative model in 1998. Consumers
 pay a monthly subscription fee (set according to the number of DVDs they want to view each month), choose their DVDs from
 a vast and wide-ranging inventory on Netflix’s Web site, and receive the top selection in their “queue” in the next day’s
 mail. Subscribers may keep the DVD as long as they like; as soon as they return it, using the prepaid envelope provided, Netflix
 dispatches the next one on their customized list.

The offering has all the hallmarks of disruptive innovation. It competes on the basis of convenience, affordability, and accessibility.
 Its subscription-based model looked unattractive to traditional video rental stores, which historically made the majority
 of their profits through charging late fees. The upstart’s simple model has generated impressive growth—it took less than
 a decade for Netflix to become a $1 billion business while fending off competitive offerings from giants such as Wal-Mart.

Netflix’s mail-based solution is not perfect. If it’s 1 p.m. and you want to watch a DVD that evening, the Netflix model doesn’t
 work. You can stare at your mailbox all you want, but Netflix isn’t as good along dimensions of immediate gratification as
 competing offerings such as the local video rental store or the cable company’s video on demand via your set-top box (clearly,
 this assessment will change as Netflix sustains its business model by moving into video on demand over the Internet). Netflix’s
 customers, however, are willing to trade off immediate gratification for lower fees and significantly greater choice and availability.

Or consider the camera that is embedded in your mobile phone. The picture quality it produces is in no way comparable to that
 of a high-end film-based or digital camera. But what if you forget to bring, or can’t be bothered to carry, your camera with
 you while at a concert or a party? You will happily snap photos with your lower-quality phone camera to record your memories.
 The quality of those pictures is good enough. In fact, if you just want to share a moment with someone, taking a good enough
 photo with a phone and immediately sending it via 
 picture messaging to a friend’s phone or e-mail works much better than taking a picture with a camera, uploading that picture
 to a personal computer, and e-mailing the image.

Companies frequently make the mistake of trying to pursue a perfect solution that gets everything right from day one. The
 results are often overengineered, expensive products that don’t actually work very well. Remember that quality is a relative term. You can’t determine if a product or service is good or bad until you fully understand the job to be done. A solution that
 an engineer thinks is perfect may seem complicated and cumbersome to a consumer, whereas a solution that a company considers
 substandard may delight a customer with its simplicity and affordability.

Of course, in an ideal world companies would be able to create perfect products or services that have great functionality,
 are easy to use, can be customized, and are affordable. For better or worse, though, the world teems with trade-offs, and
 sometimes mere adequacy along functional dimensions can allow a company to develop novel ways to win through simplicity, affordability,
 or convenience.

Principle 3: Do What Competitors Won’t

Many business books show in great detail how companies that act in the right way can crush existing competitors.3
  Successful disruptors almost never seek a head-on collision with established competitors. If you follow a strategy that also looks attractive to market leaders,
 you can bet that they will be quick to respond, and as incumbents, they often have advantages that are difficult to trump.
 If you are a market entrant, to win the battle of disruptive innovation you must turn an incumbent’s strength into a weakness.

For example, Salesforce.com has followed an approach that leaders in the customer relationship management (CRM) software market
 found unappealing. CRM software is used to help companies improve their sales processes. Before Salesforce.com arrived on
 the scene, SAP, Oracle, and Siebel (later acquired by Oracle) ruled the CRM market. These companies sold relatively expensive
 solutions that required customization and installation to ensure the integration of the solution with the customer’s other
 software packages. Customers paid an ongoing fee for maintenance of their installed software.

Salesforce.com took a markedly different approach, selling access to programs that reside on centralized host computers. Users
 pay modest monthly fees to access these databases through the Web. These hosted solutions are occasionally slower and do not
 integrate perfectly with other applications, but they are easy to use, cheap, and flexible—all hallmarks of disruptive innovation.

Salesforce.com used several tactics that made its competitors unwilling or uninterested in immediately responding:


	
It started with nonconsumption. When Salesforce.com started selling to small companies that had previously consumed no CRM software, market leaders felt
 no pain. Targeting nonconsumers can be a great way to establish a disruptive foothold.

	
It targeted a customer its competitor considered undesirable. As Salesforce.com progressed into the established market, it began picking off the lower tiers of the market, namely, medium-size
 businesses that were the established players’ least profitable customers. Finding profitable ways to serve seemingly unattractive
 customers is a key to disruptive growth.

	
It used a different distribution channel. Most established players had channel partners, for example, Accenture, that performed the bulk of the installation work.
 Generally, companies hesitate to anger critical channel partners. As another example, when computer retailer Compaq tried
 to respond to Dell by creating its own online direct-to-consumer arm, it had to shut the offering down because owners of the
 stores that sold its computers protested.

	
It created a business model that did not depend on a revenue stream of vital importance to incumbents. Established players cared a great deal about fees related to customization and installation. A hosted model without those
 fees did not appeal to them. Similarly, by not charging late fees, Netflix made its business seem less structurally attractive
 to Blockbuster, whose business model relied on late fees.



Generally, disruptors follow an approach that established market leaders consider unattractive or uninteresting. Entering
 the market in 
 this way maximizes the time before a competitor is motivated to respond and minimizes the competitor’s response options.

The struggle of digital video recorder (DVR) pioneer TiVo shows how important it is to consider how all competitors will respond to an innovation. TiVo developed an unquestionably innovative idea: producing a piece of hardware
 that allows people to record shows and control when and how they watch them. In fact, it pioneered an entire market. However,
 DVR technology quickly looked extremely attractive to a number of industry players. Once cable companies knew that customers
 wanted the ability to watch what they wanted when they wanted, they began to experiment with ways to offer competing services.
 They asked set-top box manufacturers such as Motorola and Scientific Atlanta (now owned by Cisco) to include DVR functionality
 in their products. Cable companies had a critical natural advantage over TiVo: they could offer cheap services that appeared
 on a customer’s monthly statement.

So instead of having the market to itself, TiVo was forced to fend off counterattacks by motivated, well-financed players
 vying to capture the value that TiVo had itself created. TiVo attempted to respond by building new revenue streams based on
 selling customer information and providing special advertisements that play as customers fast-forward through regular broadcast
 advertisements. Although the company may yet succeed in these endeavors, it has been forced to spend a lot of money racing
 away from the market it created.

Truly understanding the impact of an innovation requires evaluating that opportunity from the market’s perspective. There
 are times when an approach can feel disruptive to individuals within a company but look highly sustaining to existing competitors,
 giving the project a low probability of success.

Three Steps to Disruptive Ideas

It’s legitimately hard to create billion-dollar ideas on demand. We have found, though, that the three-step process laid out
 in this chapter can be a helpful way to generate high-potential ideas. While it is good to 
 spend some time following these steps, don’t spend too long. No idea ever emerged perfectly formed from an innovator’s head. And no
 amount of analysis and investigation can possibly prove that your idea is the right one. Seek to develop an initial perspective
 quickly; then move on to the activities detailed in the next few chapters.

The goal of these steps is to develop specific ideas. Shoot for two types of output. First, write a summary of no more than
 thirty words that captures the category you are targeting, what you intend to do, and what you will do to win. For example,
 the following would have been reasonable summaries for some of the disruptive innovations we’ve touched on thus far in this
 book:


	
QuickBooks by Intuit: “Transform the small business accounting software market by offering simple solutions that ‘hide’ the complexity of accounting.”

	
Dow Corning Xiameter: “Standardize the sale of commodity silicone to make attractive returns at low price points.”

	
Nintendo’s Wii: “Democratize the video gaming market by developing a controller that makes video games accessible and engaging for nongamers.”



Second, use the Idea Résumé to summarize your specific idea (see tool 5-1). This simple set of questions “hard-wires” key
 concepts emphasized in this book and helps ensure that you consider the range of innovation levers described in this chapter.

Step 1: Focus Your Efforts

It is hard to come up with tangible ideas if you don’t focus on a particular area. If you’ve been reading this book in order,
 you will have already generated a list of domains in chapter 1 and will have started exploring selected domains with the tools
 discussed in chapters 2 through 4. If you haven’t followed this approach, make sure that you and your team agree on the area
 you want to explore. There is no right or wrong starting point. For example, here are some starting points that recent Innosight
 projects have used:

TOOL 5-1

The Idea Résumé

The Idea Résumé is a simple way to capture the essence of an idea. It is meant to be completed in less than four hours.

Our strategic intent is to:
 
 
 
 The levers we will pull to achieve this intent are:
 
 
 
 The target foothold customer is:
 
 
 
 Version 1.0 of our offering will look like this: (include a sketch or drawing)
 Where it is good
enough compared to
existing offerings:
 
 
 
 Where it is
 better:
 
 
 Existing and potential competitors that make us nervous:
 
 
 
 We will minimize or avoid competition by:
 
 
 
 Our sources of revenue will be:
 
 
 
 Our revenue model will be:
 
 
 
 The reason we believe it could be big by year 5 is:
 
 
 
 We will keep fixed costs low by:
 
 
 
 We will create it by:
 
 
 
 We will deliver it via:
 
 
 
 We will market it by:
 
 
 
 
 
	A customer group, such as a media company thinking about “working mothers”

	A geographic area, such as an industrial company thinking about “China”

	An emerging product category, such as a financial services institution thinking about “reverse mortgages” (where people
 who 
 have paid off their mortgages can receive payment without selling their houses)

	A trend, such as an energy company thinking about “renewables”

	A technology, such as wireless sensors



It is helpful for the area of investigation to be broad enough to allow room for discussion and exploration, but narrow enough
 for the discussion to be made tangible. For example, China on its own is probably too broad to be useful. “Electrical motors
 in China” or “Small businesses in coastal cities in China trying to manage payroll” are more appropriate starting points.

Once you have your target, make sure you have used the analysis in the previous three chapters to understand current developments
 in this market. Try to find barriers that constrain consumption. Seek to understand tiers of the market that are overshot
 by existing products and services. Identify important jobs that can’t be addressed by today’s solutions. Most important, seek
 to understand how competitors are operating in this space.

At the end of this stage, you must be able to state in a sentence the domain you are targeting. You should also have at least
 preliminary thoughts about customers you might target and the job they can’t adequately get done with today’s solutions.

Using performance maps to pinpoint opportunities.

The book Blue Ocean Strategy, published in 2005, includes a very useful tool, called a performance map, that can help design well-balanced solutions.4
  Adapting the map for disruptive purposes creates a simple but powerful way to guide a discussion about how the innovator
 can play with varying performance characteristics to solve a problem in a different way.

Figure 5-1 presents a sample map of video solutions. The horizontal axis shows objectives people might have when considering
 different video solutions (see chapter 4 for more on objectives). The chart then maps competing solutions against these dimensions,
 identifying where each solution is not good enough, good enough, excellent, or overshot (too good). This chart maps out two
 solutions: cable television and 
 YouTube. Cable television features professionally produced content and a fairly wide range of programming, but it is expensive.
 YouTube enables people to engage in new ways with video online by publishing mostly original content to allow viewing, sharing,
 and commenting on videos. It provides value in a different way by enabling consumers to create and submit content themselves.
 User-generated content is vastly inferior along the traditional dimension of production quality, but it is fast, free, highly
 creative, very specific, and interactive—people share content and comments freely. YouTube’s content is fundamentally different
 from what the mass media produce, and it is also delivered and consumed in different ways.

Figure 5-1 shows where YouTube is good enough and where it dramatically exceeds the performance that cable television offers.

Generally speaking, completing a performance map can help a company identify how to shape its solution to compete in a market
 in different ways. To use the map, plot the two or three solutions that your target customer might choose to get the job done.
 Remember, compensating behaviors or work-arounds can be a solution. Look for opportunities to play the game differently. One
 simple trick is to flip a performance map on its head. Conceive of the mirror image of the dominant solution in a marketplace,
 something that is adequate where the existing solution is good, and vice versa. Then ask if there is a customer group that
 might actually be delighted with this mirror-image solution.

FIGURE 5-1

Video performance map



Step 2: Determine Your Strategic Intent

Once you have determined your target space, seek to build a consensus in your team regarding the “strategic intent” of your
 innovation efforts. What exactly are you hoping to achieve? We have found it helpful to conceive of four generic strategic
 intents, three of which are offensive in nature and one of which is defensive.

Transform an existing market.

Companies that follow this approach find a fundamentally different way to play in established markets. For example, in the
 early 1990s Intuit determined that many small businesses were intimidated by the accounting features in high-end software
 packages sold by companies such as Peachtree. Intuit created a simple package called QuickBooks that allowed owners of small
 businesses to measure their cash flow reliably. Similarly, Dell transformed the personal computing market in the 1980s when
 it began selling its machines directly to customers. The company started with catalogs and telephone sales before expanding
 onto the Web. Combining its direct sales model with the excellence of its supply chain, the company was able to take advantage
 of falling component prices and prosper at extremely low price points. Many companies that transform existing markets do so
 in similar ways by developing fundamentally different economic models.

Expand an existing market.

One way to build disruptive success is to blow open the doors of a constrained market. For example, in the early 1990s, people
 who wanted to whiten their teeth had to go to a dentist’s office, put up with an uncomfortable procedure, and pay up to $1,000.
 As a consequence, not many 
 people whitened their teeth. In 2000, Procter & Gamble introduced Crest Whitestrips, a simple, affordable solution that allowed
 people to whiten their teeth by themselves at home. It expanded the teeth whitening market by making it simultaneously more
 accessible and more affordable.

Many examples of disruptive innovation—the personal computer, the mobile phone, Nintendo’s Wii, and the University of Phoenix’s
 adult-centric education model—have followed this approach.

Create a new market.

The third approach companies can follow to achieve disruptive growth is to establish an entirely new market. For example,
 P&G came up with the idea for Swiffer by observing a frustrated woman who had spilled coffee grounds in her kitchen. The existing
 solutions she could “hire” to clean up the grounds didn’t do the job particularly well. A broom would leave some of them on
 the floor; but lifting a heavy vacuum cleaner and bringing it into the kitchen for one small task seemed like overkill.

A Swiffer cloth, however, creates an electrostatic charge that binds particles to the cloth. This simple and easy way to clean
 up small household spills has turned into a booming brand for the company. The mop-and-broom category had of course existed
 for generations, but finding this point of consumer frustration allowed P&G to create a new category of products and services
 designed to facilitate “quick cleans.”

Similarly, before Research In Motion created its BlackBerry product line, there was no category of devices that allowed people
 to send and receive e-mail reliably when away from the office. Laptop computers had difficult-to-use modems that required
 a dedicated phone line, and oneand two-way pagers suffered performance and cost limitations. Research In Motion’s blended
 service-and-hardware solution created a category that powered the company’s explosive growth. The number of BlackBerrys grew
 from roughly 500,000 in 2002 to close to 10 million in 2007.

Defend against an emerging disruptor.

Finally, companies can attempt to defend against emerging disruptors in their category. For example, as discussed in this
 book’s foreword, in the early 2000s Intel launched a stripped-down microprocessor called 
 Celeron to compete against the disruptive threat posed by companies such as Advanced Micro Devices and Cyrix. Dow Corning’s
 Xiameter offering (discussed in this book’s introduction) also fits into this category.

These four categories are strictly speaking neither mutually exclusive nor collectively exhaustive. For example, the personal
 computer could be viewed as expanding the existing computing market beyond businesses while creating an entirely new market
 of home-based computer users. Nonetheless, the process of trying to articulate a strategic intent can bring clarity to a team
 and highlight immediate keys to success. If you are going to transform a market, you must develop a deep understanding of
 how that market works so that you can formulate a fundamentally different strategy for it. To create a new market, you must
 make sure that there really is deep-seated customer frustration—after all, sometimes markets don’t exist because there just
 isn’t a crying customer need. Breaking a barrier is critical to expanding a market, so you had better be sure to focus on
 the right barrier. If you are defending instead of attacking, you must understand the key to the disruptor’s success—and disarm
 it.

Step 3: Decide How to Achieve Your Strategic Intent

Now comes the hard part: actually formulating the idea that allows you to achieve your strategic intent. Many companies will
 start—and end— by conceptualizing a set of features and functionalities that appear to get the innovation job done. That’s
 a great starting point. Remember, however, that the key to successful disruption often involves developing new business models
 that go well beyond feature- and functionality-based innovation (see the box, “What Is a Business Model?”).

When crafting disruptive solutions, innovators should consider levers such as creating new profit models, building new revenue
 streams, developing new processes, working with different partners, using new channels, and following distinct commercialization
 approaches. Even if the core of your offering is a new bundle of features, considering these holistic elements of the business
 model will maximize your chances of success.

Amazon.com and Zara: New profit models.

The profit models of businesses are typically deeply ingrained in an industry, and tradition often wins out over innovation.
 However, a business’s profit model can be a very powerful means to launch an entry strategy and potentially disrupt an industry.

For example, Amazon innovated the fundamental profit model in book retailing. Historically, the way book retailing worked
 was that a company would buy a book, keep it in inventory, pay its supplier, and sell it to a consumer who came into the store.
 The typical time lag from purchase to cash was about 168 days. Amazon’s business model is organized so that the consumer pays
 even before the company gets the book from its supplier, and therefore before it has to pay that supplier as well. Matching
 the supplier and the consumer in a way that gives it negative-days working capital, Amazon’s low-cost model is like that of
 a magazine publisher, which receives advance payment from subscribers before it delivers the product. This was a highly innovative
 model for book retailing.

Similarly, Zara, the leading brand of Spanish retail group Inditex, created growth by mastering the ability to provide “fast
 fashion.” While most retailers hold goods in inventory for a long period of time, Zara designed its supply chain to ensure
 that it receives new items in its stores just about every week. Consumers visit more frequently, because they are pretty sure
 they are going to find something new. Furthermore, if Zara misses the mark with a specific offering, the failure matters less
 because the item quickly disappears. This innovative model has made Zara one of the world’s leading—and most profitable—retailers.

UPS and Syngenta: Tapping into new revenue streams.

Another way companies can innovate is to find different ways to earn revenues. Consider UPS. In 1996 UPS management recognized
 that its highly profitable package delivery business might become commoditized. It went through a process to identify opportunities
 for growth. Out of that process, UPS recognized that there was an opportunity to leverage its experience and expertise in
 managing the flow of goods for companies toward managing the flow of information and money. UPS recognized that although buyers
 and sellers themselves were no longer doing business face to face, UPS had established relationships on both ends of the transaction.
 By monetizing a capability, UPS created a substantial growth business.

What Is a Business Model?

In 2006 and 2007 Innosight and SAP conducted a stream of research into the what, how, and why of business model innovation.
 Part of the rationale for the research was a growing sense that such innovation would become an increasingly critical source
 of growth for a number of companies. Indeed, a 2006 IBM survey found that 30 percent of CEOs said business model innovation
 would be crucial in the next eight to ten years.a However, our experience suggests that fewer than 10 percent of these companies are actually focusing on true business model
 innovation.

One key finding from the research is that there is no widely accepted definition of a business model. Many definitions are
 either too broad to be actionable or too limited to be useful. Through our research, we have attempted to create a concise
 yet comprehensive definition that can help business leaders actively pursue, execute, and transform their firms and their
 industries.

A business model is the foundational architecture of a business, describing in sum how a number of key pieces of the business
 system fit together. The business model should be viewed as part of an overall business strategy, but it is also a unique
 category of management discipline—related to, but distinct from, competitive strategy, product and process innovation, operations,
 and organization.

At the most basic level, a business model consists of four interlocking, interdependent components:

• The customer value proposition that defines the product(s) and/or service offering(s) an enterprise delivers to its
 customers at a given price.

• The profit system or company value proposition that an enterprise employs to deliver economic value to its stakeholders.

• The key resources a company deploys to create value.

• The critical processes that guide and shape operations; how the company organizes and acts to create and deliver the
 value proposition to the customer and itself.

a. IBM Global Services, “Business Model Innovation: The New Route to Competitive Advantage,” September 2006, 
 http://www-935.ibm.com/services/us/imc/pdf/wp-business-model-innovation.pdf.

That’s not to say that organizations should jump into completely unknown waters. It is important to understand how your capabilities
 can help you stretch into new, high-profit territory. Few have taken this point to heart as much as Syngenta. The company
 was formed in 2000 through a merger between Novartis Agribusiness and Zeneca Agro-chemicals. Syngenta historically had focused
 on developing seeds that fostered attributes desired by growers, distributors, and fruit and vegetable retailers—attributes
 such as pest resistance, weather tolerance, and extended shelf life. When organic produce became a boom market, Syngenta’s
 seeds fueled billions of dollars of downstream value that Syngenta wasn’t capturing. So in 2004, Syngenta entered into a joint
 venture with Tanimura & Antle, a well-established produce supplier, to 
 launch Dulcinea Farms, a premium organic produce brand. Syngenta’s access to produce customers allows the company to tap into
 a new revenue stream beyond seeds.

John Deere: Using new channels.

Established companies often shy away from using alternative channels for fear of harming their relationships with critical
 partners that support their core business. While this fear may be well founded, it is important to recognize that alternative
 channels can be a critically overlooked innovation lever.

John Deere provides an example of how to pull this lever without alienating existing channel partners. In 2002 Deere reached
 an agreement with Home Depot to sell models of its 100-Series lawn tractors—an unusual departure from its traditional approach
 to channeling products exclusively 
 through its network of loyal dealers. This was the first mass-retail partnership for Deere-branded lawn tractors. To quash
 any potential adverse reaction from its dealer network, Deere limited the models available through Home Depot and encouraged
 customers purchasing Deere equipment there to use traditional Deere dealers for servicing. As a result of this new channel,
 Deere reached a different customer set, its dealers gained service revenues and retained their reputations as full-service
 destinations, and Home Depot boosted the breadth and quality of its offering in lawn equipment. This created a win-win for
 all involved.

Simply redirecting an existing offering to a novel channel is not a recipe for success. Remember, channel partners, just like
 competitors, have markets and customers that they consider undesirable or unprofitable to serve. Reaching different customers
 with a different offering helps to create the distinction necessary to minimize channel conflict. This approach prevents alternative
 channels from competing for share and avoids channel backlash while allowing you to grow your market.

Established companies sometimes worry about the impact that this kind of approach will have on their brand. If different channels
 serve different customers, this issue is less relevant. When customers and channels overlap, companies should consider introducing
 a sub-brand or a new brand.

Best Buy: Acquiring innovation.

Using acquisitions as a growth tactic seems obvious. After all, creating new growth organically is far from a sure bet. New
 businesses can take years to mature. Acquisitions may seem a relatively safe way to quickly increase sales.

Yet a significant amount of research comes to a stark conclusion: acquisitions, particularly large ones, tend to disappoint.
 In one study by a consulting company, managers reported that more than 70 percent of all acquisitions failed to create value
 and up to 50 percent actually destroyed value.5
  High-profile struggles of the combination of auto giants DaimlerBenz and Chrysler or America Online’s $180 billion acquisition
 of Time Warner provide stark examples of what can happen when mergers and acquisitions go bad.

While the average return on small acquisitions is similarly meager, the range of results is much wider. The odds of betting
 wrong are high, but the odds of achieving a smashing success are much higher as well. Companies that use disruptive principles
 while making acquisitions can tilt the odds in their favor, thereby increasing their potential returns.

A prime example of a company that prospered as a result of a small acquisition is electronics retailer Best Buy. In 2002 the
 company purchased a fifty-person company in its backyard of Minneapolis called Geek Squad. The company provided IT services
 for individual consumers, sending technicians to repair computers, set up networks, and install and manage high-end equipment.
 Geek Squad’s strategy followed a classic disruptive approach, making it simple and affordable for individual consumers to
 tap into IT expertise they had hitherto found prohibitively expensive. Best Buy paid roughly $3 million to purchase the company.
 Analysts estimated that in 2006, four years after the acquisition, Geek Squad had more than ten thousand employees, produced
 close to $1 billion in revenues, and generated $280 million in operating profits. Buoyed by its success with Geek Squad, in
 2005 Best Buy expanded its services-focused efforts by acquiring two more home entertainment services companies—AV Audiovisions
 (for about $7 million) and Howell & Associates, Inc. (for about $1 million). By 2007 the company was offering home entertainment
 installation and design services through its Magnolia offering and home remodeling services through Pacific Sales. Both of
 these services are offered through a store-within-a-store concept that is similar to the way Best Buy operates Geek Squad.
 In 2007 Best Buy also extended its services strategy to small businesses with its $97 million acquisition of Speakeasy, a
 DSL and Voice Over Internet Protocol provider. These small acquisitions have allowed Best Buy to create disruptive offerings
 that allow individuals and small businesses to obtain world-class service affordably.

Other acquisitions that fit this pattern include Johnson & Johnson’s 1986 purchase of LifeScan for $100 million, Cisco Systems’
 2003 purchase of Linksys for $500 million, News Corporation’s 2005 purchase of the parent of MySpace for $580 million, and
 CVS Caremark’s 2006 purchase of MinuteClinic for $175 million. Note that these purchase prices, 
 while not insignificant, are substantially lower than the splashy acquisitions that so frequently land on the front page of
 the Wall Street Journal.

In fact, our belief is that spotting disruptive developments early can be a powerful way to generate disproportionate returns
 (see figure 5-2). In the early days of a disruptive innovator’s journey, the market is likely to undervalue its potential.
 Richard Foster describes how the traditional “S-curve” that most innovations follow leads to substantial forecasting error.
 Analysts who base their valuation on extrapolation of past trends often dramatically underestimate the potential of an innovation
 that has just hit its inflection point (see the figure). They are particularly prone to this error because analysts’ traditional
 estimation techniques are generally less effective at measuring nonexistent markets. Companies that spot disruptive developments
 early can acquire high-growth companies at reasonable prices.

FIGURE 5-2

Disruption and forecasting errors

Most disruptive innovations conform to an S-curve shape. Analysts who base projections on linear extrapolations of past data
 can make seriously flawed projections. At point A, the analyst underestimates the potential by missing the area shaded with
 gray vertical lines. At point B, the analyst overestimates the potential by overestimating the area shaded with gray horizontal
 lines.



Source: Adapted from Richard N. Foster and Sarah Kaplan, Creative Destruction (New York: Doubleday, 2002).

Of course, in addition to acquisitions, companies can use other relationship strategies to tap into innovative developments
 such as equity investing, warrants, joint ventures, strategic alliances, revenue-sharing arrangements, and licensing.

Tips for Generating Ideas

Envisioning ideas is the most difficult part of the business-building process. While gaining consensus on the target market
 and the strategic intent helps, this stage of the process requires creativity and iteration. We have found the following techniques
 to be helpful when generating ideas.

Draw on Analogies

Drawing on analogies can be a helpful way to conceive of solutions. For example, one company was thinking about developing
 a disruptive strategy in the real estate market. The company’s investigation led it to believe that some people felt that
 they paid real estate brokers unreasonably high fees for selling their homes. During one ideation session, a manager said,
 “What if we did for real estate what Geek Squad did for IT?” That led the team to evaluate emerging providers in the IT space.
 Not only did it discover the opportunity for an à la carte offering from a team of experts, it found that a number of companies
 were emerging that provided a “reverse auction” for IT services. In other words, managers could go to a Web site such as elance.com
 or Onforce.com, describe the problem they were facing, and say how much they would pay for a solution. Individual service
 providers would then bid for the job. The company saw an immediate opportunity to follow the same model in the real estate
 space, building a reverse auction model that would tap into social networks.

If you have zeroed in on a key problem, ask whether an innovator in a different industry or space has overcome a related problem.
 This line of thinking may expose new ideas for growth.

While envisioning an idea, it is critical to let the opportunity drive the creation of the idea, not your view of your company’s
 capabilities. Companies seeking disruptive growth can fall into the trap of framing everything through their own lenses, closing
 off some great opportunities for growth. Entrepreneurs pursue opportunities without regard to the resources they control.
 In the beginning, don’t ask, “Can we do this?” Ask, “Is there a great opportunity waiting to be seized?”

Run Focused Ideation Sessions

The process outlined here works best if it is an actual process in which a small team spends several weeks exploring and developing
 opportunities. The most successful approaches involve a mix of individual exploration and collective thinking. Intense, immersive
 brainstorming and prioritization sessions can be useful ways to spark creative thought and build team alignment. Some companies
 will even charter several small teams and “fund” the team that develops the best disruptive plan.

If you do run ideation sessions, try to bring together people who don’t usually interact with each other. It is often said
 that innovation occurs at the intersections. The different perspectives that come from different backgrounds can illuminate
 novel solutions. Ask each person invited to read portions of this book before the meeting and to bring one idea to the session.
 Then start working through the ideas. Our experience suggests that surprising things often come out of these types of sessions.

Search for Fallen Angels

Paradoxically, the first place we often tell companies to look to find new ideas is the old ideas that they already rejected.
 We call these “fallen angels.” Often, companies pass up great ideas that seem to run counter to the needs of the core business.
 If you pick up those ideas and look at them from a new perspective, you can often see opportunity. Sometimes solutions 
 are “before their time.” With some modification, a solution that didn’t make sense several years ago may be perfectly appropriate
 now.

Seek Internal and External Submissions

Finally, consider creating systems to encourage submissions from inside and outside the company. Just as humans use only a
 fraction of the processing power of their brains, most corporations tap into only a fraction of the innovative power of their
 employees. Creating simple contests can encourage the creation of more ideas. Companies are increasingly turning to the outside
 market as well, seeking ways to have customers submit their innovative ideas. For instance, in 2006 Netflix announced a $1
 million prize for any external team or individual who could develop a system that improved the accuracy of the company’s movie
 recommendation engine by 10 percent. As of June 2007, eighteen thousand teams had submitted ideas, with the leading team improving
 accuracy by 7.5 percent.6

However you choose to encourage new ideas, remember the following:


	
It is rare that ideas are inherently good or bad. Almost every idea looks different from different perspectives. Ask what would have to be true for an idea to be interesting.
 Think how your perspective might change if you put yourself in the place of a competitor or a customer.

	
A common language can be a very powerful thing. It is difficult for someone who is speaking Chinese to converse effectively with someone speaking Russian. Similarly, managers
 who use different language systems related to innovation often talk past each other. Explicit efforts to build a common language
 can be critical to generating ideas successfully.

	
Reinforcement is critical. One five-thousand-person company loudly announced that it was seeking ideas from employees. In the first month of its program,
 it received two hundred submissions. However, the company neglected to provide any feedback to 
 employees about their ideas. Not surprisingly, by the program’s third month, the company received just a couple of submissions.
 If someone submits a terrible idea, tell the person, gently, what is wrong with the submission. With that feedback, the employee
 can go back, think some more, and potentially submit something more closely aligned with your goals. Of course, you should
 also celebrate the best ideas and promote successful outcomes.



Summary

After analyzing markets to spot opportunities for disruption, the next step is to formulate disruptive ideas. This chapter
 provided the following guidance for innovators seeking to create ideas:

	When formulating disruptive ideas, remember that disruptive innovations adhere to simple principles:



1. Target overshot customers or nonconsumers.

2. Prioritize “good enough.”

3. Do what established competitors don’t want to do, can’t do, or are uninterested in doing.

	Follow a three-step process to develop a disruptive idea:



1. Identify your area of exploration.

2. Determine your strategic intent (transform, expand, create, defend).

3. Decide which lever or levers to pull to achieve your strategic intent.

	If you are stuck, consider reevaluating past ideas, running a cross-functional ideation exercise, or launching a companywide
 innovation contest.



Application Exercises


	Create a performance map contrasting your core solution with your competitor’s core solution. What would a mirror image of
 your solution look like?

	Evaluate recent disruptive developments in and around your industry. State the essence of the disruption in a single
 sentence.

	Look back at ideas your company rejected over the past five years. Are there any opportunities to bring any ideas back?



Tips and Tricks


	Disruption is more than new products or services. Business model innovation is an underused way to drive disruptive
 growth.

	Use simple tools like the Idea Résumé to facilitate the capturing of ideas.

	Approach the creation of a solution from the perspective of an entrepreneur. If you had none of the baggage or habits
 of your existing company, what strategy would you use to create and capture an emerging space?

	Remember that ideas rarely pop out of the innovator’s head fully baked; adopt the disruptive principles to shape a
 strategy and thus maximize its chances of success.

	Consider partnership opportunities. Are there other companies with which you could work, or which you could acquire,
 that would enable you to develop a disruptive approach?
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CHAPTER 6

Assessing a Strategy’s Fit with a Pattern

PROJECT TEAMS CHARGED WITH creating new growth strategies too often proceed under the illusion that they understand their target market— a cultural
 legacy inherited from the world of line extensions and other incremental innovations, in which project managers must have
 buttoned down business cases before projects really commence. New growth, however, almost by definition requires a company
 to enter a territory it does not fully understand. By assessing approaches against a defined pattern rather than against specific
 metrics or hurdles, companies can quickly understand the strengths and weaknesses of each approach. More important, they can
 spot the big questions they need to answer before they can truly know a project’s potential. This chapter explains in detail
 how to assess the degree to which a strategy matches a pattern common to successful innovations. After describing how to build
 a customized checklist to guide pattern-based analysis, we outline three different ways to use that pattern to assess a strategy.

Regardless of the approach you choose, remember that the important thing about pattern-based analysis is that it often isn’t
 the actual answer that matters, but rather the insight that results from systematically analyzing an approach against a defined pattern. We are not suggesting that a company use
 pattern-based analysis as a strict decision-making 
 tool; there’s still too much fuzziness and uncertainty for that. Rather, it should use the pattern-based analysis as input
 into the strategic discussions and decisions about opportunities.

Developing the Checklist

Our analysis of more than one hundred historical disruptions and our work with dozens of companies to create disruptive opportunities
 indicate that most successful growth businesses share a few key elements. Table 6-1 describes the twelve items that Christensen’s
 research and Innosight’s field experience suggest are critical components of successful new growth strategies. The first nine
 elements are universally applicable; the last three are specific to established companies seeking to create new growth businesses.
 The table lists the item and the rationale for why they are important.

While this basic disruptive pattern holds true across many industries, companies need to develop their own checklists that
 reflect both the idiosyncrasies of the market they are targeting and their own capabilities.

One way you can customize the pattern of success is to look back at your industry’s history. Pick ten to fifteen innovations
 launched by either you or one of your leading competitors. Figure out the common elements shared by the successful strategies
 versus the failed strategies. Look for anomalies: strategies that everyone was sure were going to succeed that flopped, or
 efforts that everyone was sure were going to be big flops that succeeded. Synthesize the results of the historical analysis,
 overlay the basic elements described in table 6-1, and you have your customized checklist.

One company that conducted research in this way is Ethicon Endo-Surgery (EES), a $3 billion division of Johnson & Johnson.1
  EES sells surgical instruments for minimally invasive surgery, that is, surgery performed without making deep exterior incisions
 that “invade” the body. Ken Dobler heads up a group within EES whose charter is to generate growth business. Dobler worked
 to identify about a dozen innovations that had created entirely new categories of medical devices. He traced the development
 of each device, at times even interviewing the inventor who had registered the original patent for the device. Dobler’s analysis
 revealed a handful of specific characteristics shared by the success stories, notably the following:

TABLE 6-1

Conditions for success

Factor
 Rationale
 
 
 1. The identified job is important to target customers.

The targeted job must be important, or else the customer will be unlikely to adopt a new solution. This statement focuses
 on the job, or the problem,

notthe solution (that comes later).

See chapter 4 for more information.
 
 
 2. Customers can’t get the job done adequately because existing solutions are too expensive, are too difficult to use, or
 require going to inconvenient locations.

This statement ensures that customers are frustrated because they can’t adequately address the job with today’s solutions.
 This statement specifically seeks to unearth whether there is a barrier constraining consumption.The barrier should either
 leave customers unhappy with what they are consuming or result in their being “nonconsumers” who follow some kind of compensating
 behavior.

See chapters 2 and 3 for more information.
 
 
 3. The solution is good enough where it needs to be, and better where it has to be.

Disruptive solutions offer a fundamentally different bundle of performance, providing “good enough” performance on dimensions
 that historically mattered to the mainstream of the market and superior performance on historically overlooked dimensions
 such as convenience, accessibility, customizability, or price.

See chapters 3 and 5 for more information.
 
 
 4. The customer would consider the solution a better way to get the job done.

This statement ensures that the analysis of the solution comes from the customer’s perspective. Even though a disruptive solution
 might be different, the customer

mustconsider it superior to existing solutions.

See chapter 4 for more information.
 
 
 5. A foothold market can be reached relatively quickly with relatively low investment.

The odds are high that your first strategy will be wrong. As such, getting into an initial “foothold” market quickly and cheaply
 carries a big premium when following a new course (discussed more in

chapter 7). If the product development costs hundreds
 of millions of dollars and will take a decade, it might not warrant a highly risky strategy. The reason the word “relatively”
 appears here twice is to force comparisons with other launches. Remember, the first market execution could be a test market,
 or a soft, localized launch.

See chapter 7 for more information.
 
 
 6. Selected partners are motivated to support the pursuit of the target.

Often, companies fall into the trap of forcing a disruptive solution onto partners (especially channels) that are not naturally
 motivated to support the offering. A lack of natural motivation raises a red flag about the viability of the strategy.

See chapter 5 for more information.
 
 
 
 7. Powerful competitors will not be motivated to respond immediately (unattractive margins and/or size).

Ideally, a powerful competitor will not respond immediately to the introduction of the innovative product or service. The
 margins may not look attractive, the market may start off small, or it could be off the company’s radar screen. The words

powerfuland

immediatelyare important here. There can be small competitors in any market, but this question focuses on large, well-resourced companies
 that could launch a significant counterattack. Also, any great opportunity will attract competition. The key is to create
 “space” before powerful competitors respond.

See chapter 5 for more information.
 
 
 8. Delivering the product or service requires capabilities different from those most competitors possess or could duplicate.

If competitors are motivated to respond, the next barrier that could allow companies to beat competition is a capability that
 is difficult to replicate. Example capabilities would include factors like brand power, channel relationships, IP protection,
 or manufacturing prowess.

See chapter 5 for more information.
 
 
 9. The opportunity has the potential to create substantial short- and long-term value.

The most successful innovations have the ability to lead to other innovations or drive sales of ancillary products and services.
 A one-hit wonder will inevitably attract competition, making it hard to sustain attractive margins and growth rates. Ideally,
 the opportunity creates pathways for product pipeline and extendability.

Discussed in more detail at the end of this chapter.
 
 
 10. The opportunity fits the company’s general strategy and does not violate an unstated “boundary condition.”

Strategies that violate a company’s boundary condition have a low probability of getting approval and resources. If the strategy
 does violate a boundary condition, it either needs to be shaped so that it is “in bounds” or requires a very active senior
 champion.

Discussed in more detail in chapter 1.
 
 
 11. The selected organization’s processes will enable the new venture to solve the necessary challenges required to succeed.

This statement checks whether “standard operating procedures” of the entity chosen to commercialize the venture will help
 the new venture succeed or will stand in the way of success. Processes worth evaluating include product approval, product
 development, marketing, manufacturing, and sales.

See chapter 8 for more information.
 
 
 12. The selected organization’s priorities (e.g., cost structure, growth needs) will support this strategy.

This statement checks whether the opportunity will naturally be given priority by the organization in which it is housed.
 Disruptive opportunities may fail this test because the margins look unattractive or the initial market seems too small. These
 circumstances require deep involvement of senior management or the right organizational setup.

See chapter 8 for more information.
 
 
 
 
	They enabled earlier disease detection.

	They sped up patient discharge.

	They shifted the site of care to a lower-cost location.

	They allowed lesser-trained practitioners to do more.



EES can trace its own history of success to following many of these rules. Its instruments have allowed physicians to perform
 procedures such as gall bladder surgery using relatively small surgical incisions. Because the procedure is less invasive,
 patients heal much more quickly and can be treated in a lower-cost setting.

Sometimes the patterns that result from this historical analysis can be quite simple. A senior manager at a large consumer
 packaged goods company who had worked with hundreds of project teams used his experience to develop a three-item checklist
 for project teams to use when pursuing highly disruptive initiatives:


	Consumers will be passionate about the idea because it is different and better than what they have used in the past.

	We can conceive of how we’ll solve the technological hurdles.

	Team members are passionate enough about the idea to drop other work to pursue it.



The first item ensured that the team would take a market-first perspective, identifying the problem the consumer was trying
 to solve. It also guaranteed that the proposal would not simply invite a me-too solution. The second item made sure that the
 team would at least think about the inevitable technological hurdles standing in the way of success. The third item helped
 to tease out whether the team would have the fortitude to take the idea forward. The senior manager had learned that if project
 team members did not feel passionate about an idea, they would not fight against inevitable corporate resistance. A lack of
 passion 
 signaled underlying uncertainty about whether the idea was actually a good one. A passionate project team, on the other hand,
 would fight hard even in the face of fierce resistance. The senior manager knew he would have to make sure that passionate
 teams did not turn into dogmatic teams that ignored evidence suggesting they were actually wrong, but he preferred a team
 with too much passion to one with too little.

Sometimes the checklists that result from the initial analysis will be significantly more extensive than the example given.
 One consumer health care company identified at-home diagnostics as a key growth area. It was interested in understanding why
 sales of some consumer-based diagnostics, for example pregnancy kits and blood glucose monitors, took off, whereas others,
 such as home drug tests, floundered. By analyzing the history of home diagnostics from a disruptive perspective, Innosight
 helped the company identify the characteristics shared by successful innovations and develop a checklist consisting of twenty
 such characteristics against which to assess the potential of ideas for new products. Here are a few examples:


	The diagnostic job is important to the consumer.

	Diagnosis is currently very difficult, inconvenient, or expensive.

	Results are conclusive without further testing or triaging of symptoms.

	The diagnostic innovation is linked to treatment or follow-up action.

	Technological development hurdles can be addressed.

	There is an effective way to communicate with the target consumer.

	Influencers (professional caregivers, insurers) will actively support the diagnostic.

	Competitors do not currently have, and cannot readily acquire, the capability to deliver this product.



The checklist allowed the company to look at any product opportunity from multiple perspectives, including those of consumers,
 competitors, 
 the channel, and the regulators. The diversity of perspectives allowed the company to avoid a classic trap: a myopic focus
 on innovation within a company’s comfort zone. For example, a firm with a strong engineering culture would tend to look primarily
 at whether it can solve a tough technological problem. This kind of focused question is important, but companies that fail
 to look at an opportunity from multiple perspectives run the risk of missing important elements that can come back to bite
 them.

Don’t Forget the Market Circumstances

Ideal checklists take account of market circumstances as well. For example, Procter & Gamble has time and again leveraged
 its massive distribution power to muscle itself into a product category. To take just one example, in 1999 the consumer products
 giant purchased Iams, a niche pet food provider, for $2.3 billion. By improving an already good product and bringing it to
 thousands of grocery stores where it competed against fragmented providers, P&G created a blockbuster brand. However, when
 it tried to enter the prepackaged cookie market with its Duncan Hines soft-bake cookies in the 1980s, the story was very different.
 This market was not fragmented. Strong competitors Keebler and Nabisco reacted ferociously. Although P&G claimed that competitors
 had infringed on its patents (and ultimately won a lawsuit), it had to exit the market. The company’s classic consolidation-and-distribution
 play thus worked when competitors were fragmented but failed drastically when the competition included two powerful incumbents.
 A checklist that had included questions about the clout of potential competitors might have alerted managers to the problem.

The Importance of Internal Boundary Conditions

As discussed in chapter 1, it is important to remember internal boundary conditions when building the customized checklist.
 For example, one media company laid down strict rules in its search for opportunities in the wireless space: no gaming, no
 gambling, and no personal ads. The company knew that those boundaries took promising growth opportunities off 
 the table, but they also kept managers from wasting time on ideas that senior managers would ultimately kill. Again, these
 kinds of constraints can be liberating, helping to focus managers’ creative energy.

Three Approaches to Assessing Ideas

After agreeing on the basic checklist, you are now ready to assess your proposed strategy’s fit with the pattern of success.
 Next we describe three different approaches you can take to assess how well a strategy fits a pattern: (1) conducting a simple
 fit assessment, (2) determining risks and unknown factors, and (3) comparing multiple strategies. Regardless of the approach
 you follow, remember to be as comprehensive as possible and to look at an opportunity from multiple perspectives. Be on the
 lookout for the evidence you have to support your assessment. In the early stages of an innovation you will often be guessing
 or using your intuition. That’s not a bad thing, but it is important at this early stage to separate knowledge from assumptions
 (more on that in chapter 7) and to track the critical assumptions carefully.

Finally, before you actually begin assessing a strategy, make sure that you and your team have a common understanding about
 exactly what the project is. Use a tool like the Idea Résumé described in chapter 5 to guide the discussion. Having a team
 discuss the Idea Résumé often brings to the surface surprising misunderstandings or disagreements among team members. High-level
 discussions may have masked critical disagreements that are important to flag early.

Conducting a Simple Fit Assessment

At the most basic level, ask a simple question about each element on the checklist: “Do I strongly agree that my strategy fits this factor, somewhat agree, or not agree.” Assign different points to each answer, just as the quizzes in popular magazines do. Add up those points, and you have
 a quick assessment of how well your strategy adheres to the success checklist you have created.

Innosight, for example, has developed a straightforward tool called the Disrupt-o-Meter to help companies quickly assess whether
 a proposed approach fits the basic disruptive pattern.2
  Tool 6-1 replicates the tool. It shows the nine areas of analysis, the rationale for each area, the answers (ranging from
 least to most disruptive), and the strategic choices that an innovator could make to increase an idea’s disruptive potential.

The tool obviously oversimplifies the analysis of an idea, and it won’t work perfectly for every innovation. But it does help
 to provide a quick check as to whether a team is following a disruptive approach. One subtle caveat should be mentioned, however.
 Sometimes we’ve seen teams heartened by bad results on the Disrupt-o-Meter. “Well,” they say, “at least we have a good sustaining
 strategy!” The opposite of a good disruptive strategy is not a good sustaining strategy; it’s a bad disruptive strategy. To check an idea’s sustaining potential, you would use an entirely
 different list of questions.

Sample application: Vonage versus Skype.

Two of the hottest technology companies in 2005 were New Jersey– based Vonage and Luxembourg-based Skype. Both companies offered
 telephony services over the Internet, but they were following radically different approaches. Vonage offered a service that
 mimicked traditional phone service, with users plugging a device into their high-speed Internet connection to make and receive
 phone calls at rock-bottom prices. Skype’s solution, on the other hand, was similar to AOL’s Instant Messenger. After downloading
 free software that allowed them to make and receive calls via their computer, users could call other Skype users free and
 call non-Skype users for low rates.

Anyone who has tracked this industry knows that Vonage struggled and Skype surged. Innosight evaluated the two companies using
 the Disrupt-o-Meter in September 2005 (see table 6-2).3

Skype’s solution fit the disruptive patterns much better. eBay saw the company’s disruptive potential, purchasing Skype for
 $2.6 billion (although eBay had to write off about $1 billion of that purchase price in late 2007). Although Vonage grew rapidly,
 the company found it hard to establish a winning business model. The company’s stock sank by 60 percent in the six months
 after it went public in May 2006.

TOOL 6-1

Disrupt-o-Meter



TABLE 6-2

Disrupt-o-Meter assessment in September 2005

Area

Vonage

Skype

Our first-year target is …

With extensive advertising, Vonage was clearly targeting the mass market. (0 points)

Skype relied on word of mouth, focusing first on a niche market of computer enthusiasts and people looking for cheap international calls. (10 points)

The customer thinks the target job needs to …

Vonage’s customers were seeking lower prices. (5 points)

Skype users wanted an easy and inexpensive option for long-distance voice communication. (10 points)

The customer will think the offering is …

Vonage’s solution wasn’t as good as landline telephony, but was ”good enough.” (10 points)

Skype’s service could be unreliable but was also “good enough,” particularly for consumers whose only alternative was paying high prices for international service. (10 points)

The price will be …

Vonage’s solution was relatively low-priced, but still somewhat similar to landline services. (5 points)

Skype’s service was free. (10 points)

The business model is …

Vonage’s business model mirrored traditional models, albeit with lower prices and less expensive infrastructure. (10 points)

Skype’s model was unique in the industry, based on advertising and small fees. (10 points)

The channel to market is …

Vonage used the Internet and mass-market channels such as Best Buy. (10 points)

Skype relied almost exclusively on word of mouth and direct downloads, focusing also on building a community of users that would be important to advertisers. (10 points)

The competitor will think …

Vonage targeted a core market of leading telecommunications providers, which were motivated to respond. (0 points)

Skype was initially off the leading providers’ radar screens. (10 points)

First-year revenue will be …

Vonage sought to grow as quickly as possible. (0 points)

Skype’s low infrastructure costs, with developers in Estonia, allowed it to start small. (10 points)

Required investment over the next 12 months is …

Vonage’s technological solution didn’t require massive investment, but its marketing campaign did. (5 points)

Skype could keep overhead low as the growing Skype community marketed the product organically. (10 points)

Final score
 45
 90
 
 
 
 Determining Risks and Unknown Factors

The second approach involves a more detailed analysis to develop a more comprehensive list of risks and unknowns. This approach
 involves asking three questions about each identified success factor:


	To what extent is this factor a “must have,” that is, if the approach does not tightly fit this element of the pattern,
 are the chances of success very low? (Technological feasibility is often a “must have.”)

	To what extent do you agree that the suggested approach fits this factor?

	What is the evidence supporting your assessment? In other words, consider whether you are relying on convincing data,
 intuition, or just guesswork. For example, convincing data regarding an important, unsatisfied job to be done might be actual
 purchase behavior or the results of a well-designed, large-sample market survey (though market research into a new market
 space might be misleading). You might develop an intuition based on data from an analogous offering or small-sample focus
 groups. A guess should be relatively self-explanatory.



Answering these three questions should help categorize each factor into one of four areas:


	
Strengths—Strong evidence that your approach adheres to the pattern of success.

	
Weaknesses—Evidence that your approach may not adhere to the pattern of success, but this element of the pattern isnot a “must have.”

	
Potential deal killer—Evidence that your approach may not adhere to the pattern of success, and this element of the pattern is a “must have.”

	
Uncertainties—Lack of evidence makes it unclear whether your approach truly does or does not adhere to the pattern of success.



For example, you may determine that a “must have” factor is having the customer consider your solution better than existing
 alternatives. Based on a trial market test where you received tremendously positive feedback, you strongly agree that your
 approach fits this factor, and you have the data to back it up. This is a strength you can leverage. Next, you assess whether
 a powerful competitor will lack the motivation to respond. You have determined it is not a “must have” factor, because you
 can still create a viable strategy even if competitors do respond. Based on analysis of recent strategic moves and interviews
 with managers who recently left the competitor, you believe there is a very good chance that the market leader will respond.
 This is a weakness that you will want to monitor carefully and figure out how to mitigate. The third factor you consider is
 whether your technological approach is viable. For this “must have” factor, preliminary prototypes suggest some uncertainty.
 This is a potential deal killer. After all, if the technology doesn’t work, you don’t have much of a strategy. Finally, you
 haven’t yet probed whether the channel partner you hope to use will support the strategy. This is an uncertainty that needs
 to be tested.

Going through this assessment can be a great way to gain deeper insight into a strategy and to help determine next steps.
 Clearly, any potential deal killer should be addressed immediately. You should think about ways to learn more about uncertainties
 and mitigate or monitor weaknesses. (Tool 6-2 is a simple worksheet designed to help companies interested in following this
 approach.)

More sophisticated analytical techniques such as Monte Carlo simulation models can provide even greater insight into a particular
 strategy. Innosight’s Web site features a complimentary version of a tool called the Innosight Opportunity Assessment System,
 which uses this technique to facilitate the quick evaluation of a growth initiative.

Here are two tips for people who choose to follow this approach:


	Separate agreement from evidence. It is very important to consider uncertainty and evidence as two discrete variables.
 We’ve often seen teams that are uncertain about a factor implicitly penalize their idea even without strong evidence. It might
 turn out that your intuition was off and the solution is more viable than you think.

	Be selective in picking your “must haves.” Of the twelve factors listed in table 6.1, we generally put items 1 (an
 important, unsatisfied job), 4 (customer considers solution superior), and 9 (has the potential to create value) in this category.
 The other factors are important, but our experience suggests that teams can craft reasonable work-arounds even if their strategy
 doesn’t quite fit the pattern.



TOOL 6-2

Blank idea assessment form

Instructions
 
 
 Success factor:Describe an item on the identified checklist (e.g., “Targets an important job to be done”).

“Must have”:Put a check next to factors that, if not true, may be “deal killers,” meaning there is no likely way that the strategy will
 succeed.

Agreement:State the degree to which the approach fits the factor (strongly agree, somewhat agree, somewhat disagree, strongly disagree).

Evidence:Cite evidence supporting your assessment (data, intuition, guess).

Assessment:Using the tables below, is this factor a strength, weakness, uncertainty, or potential deal killer?

Next steps:What could you do to learn more or change the assessment?

Success factor
 “Must have”?
 Agreement
 Evidence
 Assessment
 Next steps
 
 
  
  
  
  
  
  
 
 
  
  
  
  
  
  
 
 
  
  
  
  
  
  
 
 
  
  
  
  
  
  
 
 
  
  
  
  
  
  
 
 
  
  
  
  
  
  
 
 
 
 
 “Must have” factors
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 Data
 Intuition
 Guess
 
 
 Strongly agree
 Strength

Strength

Potential deal killer

Somewhat agree
 Strength

Potential deal killer

Potential deal killer

Somewhat disagree
 Potential deal killer

Potential deal killer

Potential deal killer

Strongly disagree
 Potential deal killer

Potential deal killer

Potential deal killer

Other factors
 
 
 
 
 
 
 
 Evidence
 
 
 
 
 Data
 Intuition
 Guess
 
 
 Strongly agree
 Strength

Strength

Uncertainty

Somewhat agree
 Strength

Uncertainty

Uncertainty

Somewhat disagree
 Weakness

Uncertainty

Uncertainty

Strongly disagree
 Weakness

Weakness

Weakness

Comparing Multiple Strategies

The two approaches described earlier are ways to assess individual strategies. But whether you are in a large company looking
 at a portfolio of different strategies, or a smaller company with multiple ways to execute a single strategy, you need to
 be able to compare strategies quickly in order to decide where to focus.

One simple way to do this is to create a “map” comparing strategies across multiple dimensions. For example, one defense company
 took its fifteen-element checklist and broke it into three “buckets.” The first bucket of questions assessed the disruptive
 potential of each idea. The second bucket analyzed the idea’s strategic fit, or the degree to which the company had the desire
 and the ability to pursue the idea.4
  The third bucket provided rough estimates of each opportunity’s upside potential. Assessors ascribed a degree of confidence
 to each answer. Using simple techniques to score opportunities along each of these areas, the company was able to plot opportunities
 on a chart like the one displayed in figure 6-1.

The chart’s horizontal axis represents the first bucket, measuring the disruptive potential (from low to high); the vertical
 axis represents the second bucket; measuring the degree to which the company has the ability and desire to seize the opportunity
 (from high to low); and the size of a “bubble” represents the third bucket, roughly estimating the opportunity’s upside potential.
 The bubble’s shading indicates the certainty of the placement and size.

This “disruptive potential map” helped the company quickly categorize potential opportunities. Opportunities that fell in
 the lower right quadrant got the go-ahead. Ideas that landed in the upper right (high potential but outside an area the company
 wanted to or could pursue), lower left (areas of strategic importance to the company but low potential), or upper left (low
 potential and outside the company’s comfort zone) were rejected. The company carefully evaluated ideas in the middle band,
 seeking to shape opportunities to increase their potential or decrease their risk.

FIGURE 6-1

Disruptive potential map



One team at a consumer packaged goods company used a similar technique to evaluate multiple launch strategies for an early-stage
 disruptive project. The team was tightly aligned about its ultimate destination: creating 
 a $1 billion brand that would allow consumers to solve a complicated, messy problem themselves. Historically, consumers could
 either hire expensive high-end professionals to treat the problem properly or put up with not very effective do-it-yourself
 remedies. The team’s solution, if it worked, would be a true “game changer.” Of course, it carried many risks, ranging from
 an unproven technology to potential safety concerns to the need to coordinate across multiple points of the company. The team
 used the tool to evaluate three different “foothold markets.” The first market was a traditional mass-market launch. Although
 that approach fit the company’s capabilities, it didn’t fit the disruptive pattern, and there was a great deal of risk attached
 to it. The bubble appeared in the lower left of the disruptive potential map. Next, the team considered bringing the product
 to high-end service providers. Because this approach meant asking a channel it didn’t know to give priority to a solution
 that looked inferior and unprofitable compared with professional solutions, it fit in the upper left. Finally, the team evaluated
 the potential of approaching low-end professionals who couldn’t afford to provide the existing high-end solution. While the
 team would have to build some capabilities to serve this market, would have to “hop” to other markets to reach its ultimate
 revenue target, and knew that this approach was not appropriate for the ultimate do-it-yourself version, it was this market
 that best fit the key elements of the disruptive pattern and provided the quickest path to an initial commercial application.

Three Important Lessons

The approaches described in this chapter can help innovators quickly gain clarity concerning even the murkiest of growth strategies.
 We end this chapter by discussing three important lessons we’ve learned from helping many companies follow these approaches.

Lesson 1: Every Assessment Is an Opportunity to Shape an Idea

Systematically assessing a strategy against a defined checklist often creates real-time opportunities to adjust that strategy
 to increase its chances 
 of success. For example, a project team at P&G was evaluating a strategy to bring one of its leading brands to China. The
 team knew that its solution had to cost very little and still provide good enough performance along dimensions that consumers
 cared about. But in order to make the product inexpensive enough to compete in the market, P&G would have to strip out functionality
 that demanding consumers in top-tier cities would deem critical. The assessment process led P&G to shape its strategy to start
 in smaller Chinese cities, where consumers who found existing alternatives too expensive would be likely to embrace its limited
 first-generation products. As P&G worked out the inevitable kinks in manufacturing such a low-cost product and improved its
 quality, it would be able to launch the product in larger cities with more demanding consumers.

Lesson 2: Intentionally Avoiding the Numbers Can Be Liberating

Many seasoned innovators may be asking themselves, “But what about the numbers?” Obviously, the numbers can’t be ignored.
 However, our experience suggests that most companies force teams to develop detailed financial estimates way too early. The
 degree of accuracy of any financial estimate in the early days of an uncertain new growth venture is necessarily limited.
 Using metrics such as net present value or return on investment as rough guidelines is fine. Using them as strict ranking
 tools to make decisions is foolhardy.

Companies that rank disruptive innovation projects using these metrics tend to find it difficult to give priority to projects
 that address the seemingly small, immeasurable markets that so often serve as the footholds for powerful growth strategies.
 As a result, they put projects in large, measurable markets at the top of their list. But large, measurable markets are usually
 hostile environments for new growth strategies. New products often fail to deliver on significant, differentiated new benefits
 or result in a devastating response from existing competitors.

Rather than fretting over precise figures, look at the order of magnitude, or “number of zeros,” instead. Determine whether
 the revenue created by an opportunity will have eight zeros on the end ($100 million) versus five zeros on the end ($100,000).
 Then focus on how you 
 can test the critical assumptions behind those estimates. Think in the long term when working this way. Remember, growth initiatives
 often tend to take time to mature and realize their potential. Follow the mantra, “Adequate in the short term, superior in
 the long term.”

Because innovation strategies differ fundamentally from incremental product extensions, they demand an appropriately different
 evaluation process. Early focus has to be on the fit with the pattern of success. Only after teams learn more about their
 approach do metrics become more meaningful and useful.

Had the P&G team bringing its mega-brand to China focused on detailed metrics too soon, it probably would have made starting
 in China’s largest cities its top priority. After all, that approach would appear to generate the highest first-year sales
 and net present value figures. By paying attention to its checklist, though, the team ascertained that this approach would
 actually lead to failure and opted instead for one that would lead to success (chapter 7 discusses identifying and testing
 assumptions in more depth).

Lesson 3: Think Both Short and Long Term

Teams that try to undertake pattern-based analysis often encounter a tricky issue. Should they analyze the ultimate target
 market they hope to reach, or simply assess the first “foothold” market they are seeking to serve? Our experience suggests
 that it’s worth carefully assessing both the starting point and the destination.

Some companies we’ve worked with ignore that first foothold, diving right into assessing the potential of their ultimate destination
 instead. But a long history of innovation research suggests that great leaps forward rarely work. If companies can identify
 a springboard to that final destination, they have a much greater chance of getting there than those that go for broke. A
 company has to win a foothold market to earn the right to move into other markets as well.

It’s not enough to just win the foothold, however. Consider the different journeys followed by Apple’s iPod and P&G’s Crest
 Whitestrips brands. Apple started with basic five-, ten-, and twenty-gigabyte hard disk drive players about the size of a
 deck of cards. It then introduced its 
 smaller but lower-capacity Mini brand. By continually rolling out new versions up and down its product line at a relentless
 pace—chewing– gum-sized Shuffle, tiny Nano, video player, Touch line of products— Apple was able to stay ahead of its competitors
 and drive phenomenal sales growth.

Crest Whitestrips created quite a market success when it was introduced. This simple product enabling people to whiten their
 teeth at home found a strong foothold market, chalking up first-year sales of close to $200 million in the United States alone
 (whereas in 2002 Apple sold less than $100 million worth of iPods). However, P&G didn’t have a lineup of additional products
 to follow the initial introduction of Whitestrips, and as competitors with both established and store brands raced into the
 market, P&G’s sales growth slowed. Innovation is like a boxing match. You can win the first round but still lose the fight
 if you can’t handle the inevitable counterpunches. So although the ultimate destination of an innovation might deviate in
 significant ways from your original vision, you must have some plan for what happens next if you do succeed in that first
 round.

Summary

Successfully creating new growth innovations requires becoming an expert at recognizing and using patterns to assess and shape
 ideas. Assessing an early-stage strategy involves:

	Develop a customized checklist that captures the pertinent pattern of success in your market.



– Start with the twelve-item disruptive checklist.

– Evaluate other internal and external successes and failures to augment that checklist.

– Remember to include boundary conditions as well.

	Use the checklist in one of three ways:



– Do a “quick quiz” evaluation.

– Conduct a more detailed assessment by evaluating the degree to which the factor is a “must have,” the fit with the pattern,
 and your degree of certainty.

– Use multidimensional maps to compare various strategies.

Application Exercises


	Conduct a Web search for “disruptive innovation” or “disruptive technology.” Assess the companies that purport to be
 disruptive against the tools in this chapter. Do they fit the pattern?

	Bring together a group of people to use the Disrupt-o-Meter to evaluate one of the high-potential innovations on which
 your company is working.

	Talk to a colleague about an innovation that you just knew had huge potential but your company killed because the numbers weren’t there.



Tips and Tricks


	Keep a running list of all the assumptions you are making in your assessment. They will prove vital in the next stage
 of the process.

	Don’t be discouraged if you have to make a lot of guesses during your assessment. One of the biggest values of a systematic
 assessment is separating knowledge from assumptions.

	Don’t obsess about numbers. They are almost guaranteed to be wrong in the early stages anyway.

	Remember, the process of evaluation is as valuable as its output. Watch for opportunities to reshape the strategy to
 maximize its chances of success.



1. 
 Scott D. Anthony, Matthew Eyring, and Lib Gibson, “Mapping Your Innovation Strategy,” Harvard Business Review, May 2006.



2. Visit 
 www.innosight.com/resources to access versions of this and other tools.



3. See Strategy & Innovation 3, no. 5 (September–October 2005).



4. There is, of course, a delicate balance any time you start evaluating a company’s capabilities to pursue an opportunity.
 Keeping too close to core competencies can cut off good opportunities. Furthermore, something that is not a core competency
 today may be a core competency tomorrow. On the other hand, research shows that straying too far from core competencies can
 inhibit chances of success.






PART THREE

Build the Business



The final portion of the three-phase process involves building the business by developing a plan to take an idea forward and forming a team to initiate early-stage activities. Chapter 7 explains how to take a highly uncertain idea forward in a way that maximizes its chances of success. Chapter 8 describes how to form and manage teams to work on disruptive ideas. Again, the printed word requires that these chapters appear in linear form, but these two activities can happen at very different rates. And as the overall process of identifying opportunities, forming and shaping an idea, and building a business is highly iterative, it will typically be repeated several times until an idea reaches escape velocity.

Look, the vision is we’re going to California and we’re going to drive. That means pack for five days, and bring credit cards,
 but don’t ask me where we’re going to have lunch on Tuesday, because I can’t tell you.

—Willy Shih, Harvard Business School professor, discussing how he approached strategy when he headed Eastman
 Kodak’s effort to move into digital imaging


CHAPTER 7

Mastering Emergent Strategies

HAVING A STRATEGY that appears to fit a pattern of success and produces off-the-chart readings on the Disrupt-o-Meter is a great start. The
 work of the innovator has just begun, however. With the assessment in hand, the next challenge is deciding what specifically
 you should do to take an idea forward.

The journey can be perilous. Recall Apple’s efforts in the early 1990s to pioneer the personal digital assistant (PDA) market.
 It famously invested millions to create its widely pilloried Newton product. It wasn’t just Apple that got it wrong, however.
 Sony, Motorola, Hewlett-Packard, and a number of other leading companies also failed in their efforts to create this category.
 All told, companies squandered more than $1 billion following doomed strategies in this market.1
  Who won the space? A small start-up called Palm, Inc.

The high failure rate of smart companies in a new space shouldn’t be a surprise: an overwhelming amount of evidence suggests
 that companies entering new markets tend to start with the wrong strategy. This simple statement has profound implications. No one would willingly pour money into a fatally flawed strategy,
 but companies time and again make this mistake when they step up investment in a strategy too early.

Following what is known as an “emergent strategy” can help companies improve their odds of success by systematically addressing
 the key risks and unknowns that typify highly uncertain ideas (see the box, “Theory Refresher: Emergent Strategy”). This chapter
 describes three simple steps managers can follow to master emergent strategy processes:

Theory Refresher: Emergent Strategy

We use a simple visual metaphor to reinforce the concept of emergent strategy (see the figure). The figure has an arc, representing
 all of the possible strategies an innovator might follow. In the face of an uncertain market, companies often default to very
 “deliberate” strategies, running fast and hard toward the arc’s frontier. Once they arrive at their destination, however,
 they often recognize that their seemingly solid strategy is replete with flaws, some of them fatal.

The challenge occurs when a substantial investment in time and money results in the realization that success requires following
 a fundamentally different strategy. For example, after investing $350 million developing its Newton PDA, Apple realized that
 people were interested in a product that would complement, not replace, their computer. Imagine, then, a poor project manager saying, “I just spent $350 million proving I don’t know
 what I’m doing. If you just give me $350 million more, then we can do something interesting here.” (See the second figure.)

Those sorts of conversations don’t go too well. Chapter 8 of The Innovator’s Solution describes a different approach. Building on the work of Robert Burgleman, Rita Gunther McGrath, Ian MacMillan, Henry Mintzberg,
 and others, it suggests that innovators in highly uncertain circumstances follow an emergent strategy. Instead of deliberately
 acting as if they know the right strategy, they use an approach that helps the right strategy bubble up, or emerge, from the
 market.a

Deliberate approaches in uncertain markets




	Identify critical areas of uncertainty.

	Execute smart experiments.

	Adjust and redirect based on the results of the experiments.



By following these steps, companies can quickly adjust—or shelve— flawed ideas, increasing their chances of ultimate success.

Step 1: Identify Critical Areas of Uncertainty

Before you start heading in a new direction, take a careful inventory of the good, bad, and unknown. Start this process by
 defining what a 
 generically “good” opportunity looks like. What kind of revenues must an opportunity generate on an ongoing basis to be attractive?
 What kind of gross margins should it earn? What impact should it have on earnings? When should it produce positive cash flows?
 Build consensus early about what the ultimate answer has to be.

Innovators who adopt emergent strategies, then, pick an early point of learning and adjustment, as illustrated by the triangle
 on the figure. They invest a little, learn a lot, and adjust their strategy—often several times—toward success.

Emergent approaches in uncertain markets



a. See Amar Bhide, The Origin and Evolution of New Business (Oxford and New York: Oxford University Press, 2000); Robert A. Burgelman, Strategy Is Destiny (New York: Free Press, 2002); Rita McGrath and Ian MacMillan, “Discovery-Driven Planning,”Harvard Business Review, July–August 1995; Henry Mintzberg and James Waters, “Of Strategies, Deliberate and Emergent,”Strategic Management Journal 6 (1985): 257.

With that agreement in hand, carefully map out all the assumptions that would have to be true for the strategy you are working
 on to have a chance of meeting those projections. Also list all the risks that you think might stand in the way of success.

Note how emergent strategy immediately shifts attention from the answer itself to the assumptions that support the answer. Too often, companies assume that their locus of analysis ought to be on an opportunity’s financial
 projections. When you have low certainty about almost all the inputs into a financial model, engaging in vigorous debates
 about such projections is, quite frankly, a waste of time. Remember the words of Scott Cook, the founder of Intuit: “For every
 one of our failures, we had spreadsheets that looked awesome.”2
  Making the numbers work isn’t interesting. Understanding why the numbers might work is. Come to a consensus on what the answer must be, and then have a vigorous debate over what inputs
 would lead you to that answer.

If you have conducted the analysis in the preceding chapters correctly, you should have already developed a good list of assumptions.
 It pays to be expansive when fleshing out that list of assumptions and risks. For example, one team Innosight worked with
 at a consumer packaged goods company believed it had thought through all of its assumptions. Indeed, the team had created a list of about fifteen items it considered essential
 to get right to create a winning market for its new product. As Innosight worked with the team members, however, it became
 clear that they had only scratched the surface of the opportunity’s assumptions and risks. Through the course of a full-day
 working session, the team expanded the list to almost one hundred distinct assumptions and risks spanning many different categories,
 including the target consumer, the technology, revenue streams, required costs, the channel to market, and required partnerships.
 The discussion helped to draw out implicit assumptions team members were making and helped the team leader see where her team
 was aligned and where it was misaligned.

If you are going to run a brainstorming session on assumptions, be sure to have cross-functional representation. Often, technical
 representatives will make assumptions about what the market wants, while marketing representatives will make assumptions about
 what the solution can do. Bringing these groups together early can ensure that they are all approaching the problem in a consistent
 way.

The further a company moves from its core business, the more important it is to think carefully about assumptions and risks,
 because the company often just takes implicit assumptions for granted in its core business. A company that sells low-priced
 products such as cereal doesn’t really have to worry about product returns, for example, because most consumers don’t take
 the time to return a box of cereal. But if that company started selling a customized cereal processor costing more than $100,
 it would need to think carefully about the impact of a probable return rate of 5 to 15 percent on its business model. Similarly,
 when Disney opened Euro Disney (now Disney Europe), it assumed that European consumers would follow the same patterns as consumers
 in other markets. But European consumers were used to lower admission prices, didn’t stay in hotels for as many nights, ate
 less food, and bought cheaper merchandise. Failing to address those assumptions led to an ill-conceived Euro Disney strategy
 that lost a lot of money.3

To check that you have comprehensively mapped out assumptions and risks, make sure that you have at least taken a stab at
 answering the questions on the following list. As you answer each question, keep a running tally of both the elements you
 aren’t sure of (assumptions) and those you are worried about (risks).


	Who will be your first paying customers?

	How will they become aware of your solution?

	How will they pay you?

	Who else will be involved in the purchase? Why will they support the purchase?

	How many times do they need to purchase the solution for your business model to work?

	Why would they purchase the solution again?

	What problem does your solution solve?

	How do target customers solve that problem today?

	In what respects will your solution be better than existing solutions? In what respects will it be worse?

	Why will consumers tolerate your solution’s limitations?

	Will using your solution require customers to change their behavior? If so, what leads you to believe they will do
 so?

	What are you doing that is proprietary?

	What fixed costs will you incur to reach your first market?

	What variable costs will be part of your business model?

	How will you earn revenue?

	How much will you have to spend to market your product?

	How will you earn profits?

	Who will sell your solution?

	Why will they sell your solution rather than other options?

	What brand name will you use?

	What existing competitors will you face? What potential competitors might enter the space? Why will you beat those
 competitors?

	Does the opportunity have substantial upside? Why?

	What strategic options will you create by following this approach?

	Why will senior management (or investors) be excited about this opportunity?

	What predictable internal hurdles stand in the way of success? How will you overcome those hurdles?

	Do you need regulatory approval? If so, how will you get it?

	In which geographic area will you launch?



Reverse-Engineering the Financial Figures

Working from answers to assumptions can be a useful way to highlight key financial assumptions as well. Start with a target
 profit or revenue figure in three or five years. Work backward to determine all the assumptions that lie behind that financial
 result. Look for analogs and benchmarks that suggest those assumptions are reasonable. Alternatively, describe a simple calculation
 that would fit on a cocktail napkin that explains why your idea is compelling. See if the story passes the basic plausibility
 test. Not only does this approach help to highlight key financial assumptions, it can often open up opportunities to think
 more comprehensively about your idea’s business model.

Prioritizing Assumptions and Risks

A list of one hundred assumptions and risks can be daunting. To prioritize your list, start by posing two questions to categorize
 your assumptions into broad categories:


	What is the impact of being wrong about an assumption, or failing to overcome a risk? Address first the areas for which
 an adverse result would be catastrophic. Next, consider those for which an adverse result would force a major reengineering
 of the strategy. Finally, work on areas for which an adverse result would simply require minor tweaks to the approach.

	How confident are you that your assumption is right, or that you will be able to overcome a risk? Often, we’ve seen
 managers dramatically overestimate their confidence regarding critical assumptions and risks. To try to tease out areas of
 uncertainty, ask what you would be willing to give up if your assessment was wrong. A year’s salary? A week’s salary? No salary
 at all? This somewhat tongue-in-cheek exercise can help managers see very quickly that they know a lot less than they thought
 they did.
 Figure 7-1 provides a simple way to help categorize assumptions and risks. First, determine whether your assumptions and risks
 are in Zone 1 (test now), Zone 2 (test next), or Zone 3 (test last).

The root of the customer’s problem—the “job to be done,” in the language of this book—often appears in Zone 1. After all,
 it is hard to create growth if the customer doesn’t care about the problem you are addressing. Pricing might be a Zone 2 assumption,
 as different price points affect many other pieces of the puzzle. Finally, the geographic area that will provide a dominant
 portion of sales might be a Zone 3 assumption. While geography may affect marketing spending and staffing, the fact that one
 region of the world leads another tends not to require dramatic changes to the original strategy.

Once you have classified your assumptions and risks, ask a third question of the items in each category:



	How easy is it to learn more? All else being equal, the first areas to address in a given zone are those that make
 it easy to gain more knowledge. Consider the cost of running an experiment, the time required to see definitive results, and
 the experience that you have running the designated experiment.



FIGURE 7-1

Assumption and risk prioritization matrix



By asking these three questions, you can begin sifting through the long list of assumptions and risks to determine those that
 require immediate attention. The assumptions checklist in tool 7-1 can help guide this activity.

Consider the experience of Robin Wolaner, the founder of Parenting magazine. In the 1980s, Wolaner was searching for a new venture after leaving her job as executive publisher of Mother Jones magazine. Her conversations with friends who had children led her to believe that there might be an opportunity for a high-quality
 magazine targeting parents. Wolaner estimated that it would cost about $5 million to flesh out the idea. As she worked with
 advisers, it became clear that the critical assumption to address was her hunch that there was a market opening for her solution.
 Her next task was to design a simple and cheap way to test that assumption (discussed later in this chapter).

In a similar example, one consumer health company Innosight advised considered introducing a novel treatment for a nuisance
 condition that afflicts millions of people. The company had dozens of assumptions about the product’s efficacy, the company’s
 ability to deal with the regulators, its channel to market, and the pricing strategy.

The project team had spent weeks zeroing in on one particular area of uncertainty: whether it could keep the product shelf-stable
 for several years so that it could use mass-market distribution outlets such as pharmacies and discount retailers. The team
 was pretty sure it could address this challenge but believed that doing so would take significant investment. While that area
 was important, the company realized that its most critical assumptions were that physician recommendations would drive trial
 adoption and that consumers who tried the product would become regular users.

If these assumptions did not prove true, the company would have to reconfigure its go-to-market plan dramatically, or perhaps
 even scrap the product. Given these scenarios, the product’s shelf stability might be irrelevant. Once the team identified
 the most critical areas, it could then design smart experiments that would allow the team to address those areas in a cost-effective
 and timely manner.

TOOL7-1

Assumption checklist

Instructions
 
 
 Assumption: What must go right for the opportunity to be viable?

Danger: What happens if an assumption doesn’t prove true? Is the

game over, do you have to

revector, would

minor tweakssuffice, or would it have

no impact?

Confidence: How confident are you about the assumption? Would you wager a year’s salary? A month’s salary? A week’s salary? No salary
 at all?

Testing zone: Using the chart in figure 7-1, is this “zone 1” (test now), “zone 2” assumption (test next), or “zone 3” assumption (test
 last)?

Suggested test: What could you do to learn more about the assumption?

Ease of testing: Is the test easy to execute, somewhat difficult, or very difficult?

Rank: When should you execute this test?

Assumption
 Danger
 Confidence
 Testing zone
 Suggested test
 Ease of testing
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 Step 2: Execute Smart Experiments

Smart experiments and risk mitigation strategies are at the heart of a good emergent strategy. Instead of risking resources
 on uncertain strategies, companies can invest a little to learn a lot about the key uncertainties in their approach.

Experiments can range from simple activities such as small focus groups to more complicated ones such as launching a localized
 test market. The following list describes a slew of experiments, ranging from the easiest and cheapest to execute to the most
 difficult and most expensive to execute.

Internal best practice assessment. Talk to other people in the company who have addressed similar assumptions and risks to discover how their efforts panned
 out. Use this information to assess whether you have prioritized your assumptions and risks correctly. Always be careful not
 to assume you can be better than the best.

Secondary market research. Focused external research can help to spot developments in a market space quickly, or to provide a window into the actions
 competitors are taking. Be cautious about reading too much into market research reports about nonexistent markets, however
 (see the box, “The Challenge of Measuring Nonexistent Markets”).

External benchmarking. Look to the external market to see how other companies have addressed similar issues. If your success is predicated on doing
 something better than it has ever been done before, at least ask whether that assumption is reasonable. Market research or
 analysts’ reports can be good sources of external information, as can consultants who specialize in a particular industry.4

Business modeling/simulations. Combine your financial assumptions to see how the business model might work. Run scenarios to see what happens when assumptions
 change. Use this approach to find the real “pivot points” in your model. Also try to find basic assumptions that influence
 several others.

The Challenge of Measuring Nonexistent Markets

Measuring nonexistent markets presents four principal challenges:

1. Data does not yet exist. When a market does not exist, there are no baseline market research reports or time-series data sets to analyze.

2. There are no comparable products. Without existing data, the natural tendency is to look for good analogies. However, for truly new markets, there are typically
 no good historical analogies available to estimate uptake rate and penetration. Basing estimates on flawed analogies can lead
 to dramatically incorrect conclusions.

3. Existing customers provide bad data. When a new product or service has disruptive characteristics—that is, trades off some dimensions of performance for new benefits
 of simplicity, convenience, or low prices—trying to estimate the market size by talking to existing customers in what appear
 to be similar markets is extremely dangerous. The existing customers will inevitably discount and denigrate the innovation
 because they can compare it only to products and services they are accustomed to consuming.

4. New customers provide unreliable data. Customers are notoriously bad at visualizing how they would use products or services that either they are not yet using or
 do not yet exist. Consequently, the predictive value of customer research into emerging markets is low. Furthermore, new markets
 often develop in surprising ways and yield surprising customers, making it difficult to be sure that data is even being gathered
 from the right sources. Finally, customers who are currently not consuming a product or service lack reliable reference points,
 making their reactions to prices correspondingly unreliable.

The Evidence

A number of classic case studies illustrate the difficulty of measuring nonexistent markets.a For example:

• In The Innovator’s Dilemma, Christensen analyzed the prelaunch four-year volume forecasts of five major new disk drive introductions 
 by Disk/Trend magazine, a respected industry journal. He discovered the following:

– In the two product introductions into sustaining, known markets, the predictions were exceedingly accurate, within
 8 and 7 percent, respectively, of what the industry shipped.

– In disruptive, unknown markets, however, predictions were typically off by wide bands. The forecasts for the three
 disruptive introductions missed by 265, 35, and 550 percent.

• In the 1950s, IBM hired Arthur D. Little to estimate the size of the market for photocopying machines to help IBM decide
 whether to purchase Xerox’s patents. In Reengineering the Corporation, Michael Hammer and James Champy wrote: “ADL concluded that even if the revolutionary machine captured 100 percent of the
 market for carbon paper, dittograph and hectograph—the techniques used for copying documents at the time—it still would not
 repay the investment required to get into the copier business.”

• In the late 1970s, AT&T asked McKinsey & Co. to estimate the potential market for wireless phones. McKinsey estimated
 that by 2000, the world market could be nine hundred thousand phones. By 2007, nine hundred thousand phones were sold—every eighteen hours. It wasn’t just McKinsey
 that got it wrong: the most optimistic prediction estimated a total market of 10 million subscribers.

• A report by a market research firm in May 2002 predicted that there would be 900,000 MP3 players with hard disks sold
 in 2003. Apple itself sold 940,000 iPods with hard disks in 2003. The total market of hard disk–based MP3 players was more
 than 2.5 million. Only one year previously, a market research report was off by almost 200 percent.

a. Clayton M. Christensen, The Innovator’s Dilemma, 2nd edition (New York: HarperBusiness, 2000), 144–146; Michael Hammer and James Champy.Reengineering the Corporation (New York: HarperCollins, 1993); “Cutting the Cord,”The Economist, October 7, 1999; “From TiVo to the iPod, Hard Disk Drives Penetrate Consumer Electronics Products,” In-Stat/MDR, May 2002;
 “Worldwide Compressed Audio Player 2004–2008 Forecast: MP3 Reaches Far and Wide,” International Data Corporation, August 2004.

Competitive war games. Put yourself in your competitors’ shoes and imagine what they would do in response to your approach. This exercise can help
 you understand ways in which you can influence your strategy so that it looks unattractive to your competitors. It can also
 help you develop systems that spot competitive moves early.

Patent analysis. Patents can hold a wealth of information about an emerging market space. Patent activity or regulatory permit filings can
 indicate how companies are approaching a market space well before they announce official strategies.

Focus groups. Focus groups can be useful ways to start conversations with customers. Be careful, however, of reading too much into a single
 focus group. A single loud voice can dominate discussion, and it’s always dangerous to draw conclusions from a sample size
 of six. Try to bring stimuli to the focus group to encourage more expansive discussion.

Thought leaders’ roundtable. Bringing together thought leaders in a defined space with a diverse set of perspectives can help you see things you might
 otherwise ignore. In fact, having a regular mechanism for interacting with thought leaders can be a very useful capability.

Customer observations. As discussed in chapter 4, customer observations can be a great way to identify the real innovation jobs that people are
 trying to get done. While customer observation takes time and can be expensive, sometimes there is no substitute for getting
 out in the field and watching people grapple with the problem you are hoping to help them solve, or use the solution you are
 providing.

Concept tests. Concept tests involve describing a fully formulated concept to customers to assess their willingness to purchase the concept.
 Some companies, like the Nielsen Company, offer services that gauge customer responses to concepts and compare the responses
 to past examples of new products to simulate technological adoption curves. Companies that rely on such tests for improvements
 to a core business need to exercise care when using them to work on a game-changing 
 initiative: many experts say that concept tests can be very misleading when the product or service is truly new to the world.

Quantitative market research. More detailed market research can help you develop market sizes, understand how customers would trade off feature improvements,
 and identify customer “clusters.” It is becoming ever easier to design and execute good quantitative research using Web-based
 and other tools.

Prototypes. No matter how much effort you expend, it is hard to obtain meaningful feedback for an idea described on a piece of paper.
 Similarly, there can be unpredictable interactions between components of a product that are invisible until you actually build
 it. Prototypes can test those interactions, while also providing a more tangible vehicle with which to garner customer feedback.
 Some managers think that prototyping is relevant only for companies that make physical products, but creating Web screen shots
 or detailed process maps can also help to develop a deeper understanding of intangible offerings.

Test markets. Some of the most important assumptions, such as pricing, relations with the distribution channel, and buyer behavior, are
 hard to simulate or test accurately until you actually get to market. Creating a localized test market in a particular region,
 or among a particular group of customers, is one way to provide critical insight into these variables. In our experience it
 is important to try to simulate a real market as much as possible. In other words, although it is possible to skew the test
 market so that it apparently succeeds, doing so is not in the long-term best interest of the company.

Similarly, several techniques are available to mitigate important risks.

Employing consultants and contractors. Hiring people is risky. If you hire someone full-time and your strategy shifts, you have to hope that your employee can shift
 with the strategy or that you can put the person to some other use. Advisers often recommend that small companies hire full-time
 CEOs only after settling on a business model, because a new CEO will inevitably bring his or her last business model to the
 new company.5
  If that business model is 
 flawed, the CEO might bring the company down. More flexible work arrangements can protect against these downsides. Often,
 it pays to spend a bit more for people on a monthly basis if it buys extra flexibility.

Patent protection. Strong patents can help to mitigate the risk of competitive response. Be careful about overstating the strength of any given
 patent, however. If a powerful company is fiercely motivated to find a way into a marketplace, it will figure out a way around
 even the seemingly most secure patent.

Partnering. Risks can appear very different to companies with different competencies. Think back to the example of Robin Wolaner and
 Parenting magazine. As an entrepreneur, Wolaner considered issues such as fulfillment and production to be daunting risks. To a major
 publisher, those risks would be trivial. Great entrepreneurs are good at systematically offloading risks to partners for whom
 they are more manageable. Similarly, equity investments, revenue-sharing arrangements, strategic alliances, and joint ventures
 can provide opportunities to learn more about a space without making massive resource commitments.

Contingent contracts. Contingent contracts are like financial options. The contract’s execution is contingent on some event. Contingent contracts
 can help ensure that a deal-killing risk is addressed before moving forward.

Milestones. If you decide to work with a partner, instead of having an “until death do us part” type of contract, set early milestones
 that facilitate course corrections.

The Key to Success: Invest a Little, Learn a Lot

The most important rule to bear in mind when designing and executing knowledge-building exercises is to keep them as simple
 and inexpensive as possible. Remember the mantra, “invest a little, learn a lot.” To implement this mantra, always do the
 following:


	Make a prototype before you build.

	Test before you commit.

	Borrow before you buy.

	Contract before you hire.

	Outsource before you ramp up.

	Research before you execute.



The way the Wright brothers tested the key assumptions behind their early airplanes demonstrates the power of their commitment
 to “keep it simple, keep it cheap.” Many would-be aviators took the dramatic step of building planes that they would then
 attempt to fly. If the assumptions behind their strategy were flawed, however, the plane would crash, and the aviator might
 perish. The Wright brothers took a different approach. They built small-scale models, in fact creating a predecessor to today’s
 wind tunnels. This approach allowed them to cycle quickly through designs without risking life and limb as they searched for
 the one with the highest chance of working. One manager summed up the lesson she learned from the Wright brothers case study
 by saying, “I get it. We need less death and more kites!”

Companies often have less expensive trial options at their disposal than they realize. You might consider some of the following
 possibilities:


	Localize a launch to a particular geographic area.

	Use employees to beta-test products.

	Use “prediction markets,” in which participants buy and sell “shares” in strategies as if they were stocks.

	Bounce your idea off friends and family.

	Spend a day in the life of a customer.

	Scour publicly available information on the Web.

	Talk to a venture capitalist, industry expert, or entrepreneur.

	Research analogous efforts.



P&G CEO A. G. Lafley likens his company’s work on disruptive innovation to a venture capitalist’s portfolio. “I think you
 have to run your disruptive innovation portfolio like a venture capitalist does because the success rate is quite low,” Lafley
 says. “What we want to do is get a very quick and crude and low-cost prototype in front of consumer prospects to see whether
 the job is going to get done. We’re in an iteration process. We also like to get into some kind of a transactional environment
 fairly quickly where he or she has to part with real money to try the new product and/or service.”

Let’s return to the two examples we introduced previously to see how they tested their key assumptions. Wolaner needed to
 find a way to validate her intuition that the market for Parenting magazine existed. She raised about $150,000 to run a direct-mail survey to address this critical assumption (today, such
 a survey could easily be conducted over the Web for a fraction of the price). The initial investment valued the business at
 approximately $500,000. The response to the survey exceeded Wolaner’s expectations. Customers were clearly interested in the
 magazine. With this critical assumption validated, Wolaner began seeking additional investment funding to realize her plan.
 She went to Time, Inc. (now part of Time Warner), which was rumored to be considering introducing its own magazine. The company
 invested in the business, it turned into a rousing success, and Time eventually bought Wolaner out for close to $10 million.

The consumer health care team decided to do a “stealth” launch in a handful of regions. It sold the product online, worked
 closely to educate leading physicians in those markets to drive early traffic, and closely monitored how consumers were using
 the product and whether use led to repeat behavior. Interestingly, the team discovered that two of its most successful markets
 were being driven not by local physicians but rather by key opinion leaders in those cities who had caught a whiff of the product. The team found
 that packaging innovation would also be a critical element in encouraging consumer adoption, as would working with online
 communities of individuals suffering from the condition. As the team monitored the results of its knowledge-building exercises,
 it 
 was able to move to the next, crucial stage of the process: adjusting and redirecting.

Step 3: Adjust and Redirect

The final stage of the process of mastering an emergent strategy is to apply the lessons of the knowledge-building exercises.
 Redirecting a strategy can be emotionally wrenching. Managers who have dedicated time and energy to pursuing a particular
 path can cling to that path even in the face of strong countervailing evidence. Success requires a strange mixture of humility
 (recognizing that despite your best efforts your initial approach was wrong) and confidence (not giving up in the face of
 disappointing results).

Often, it is this final step that trips up well-intentioned companies. Consider the wise words of a newspaper editor reflecting
 on his organization’s early forays onto the Web: “Given the pace of our expansion, I don’t think we made mistakes fast enough
 and we didn’t learn from them often enough. The problem wasn’t just turning [the experiments] on, sometimes it was turning
 them off.” The essential problem was that the company didn’t use the knowledge from the experiments to adjust by shelving
 strategies that emerged as duds and redirecting stumbling strategies that still had potential.

To ensure that you follow this step, force yourself and your team to reassess your approach systematically at regular milestones.
 When you reach these milestones, consider carefully what your newfound knowledge indicates you should do. You will have four
 basic options:


	
Double down. Information clearly points to a winning strategy with no obvious deal-killing uncertainties, so move forward rapidly.

	
Continue exploring. All signs look positive, but there are still untested assumptions, so keep experimenting.

	
Revector. Investigation suggests that the current strategy is not viable, but another approach might be, so change the approach and
 begin experimenting again.

	
Shelve. There is no clear path forward, so move on to other projects until something changes to make the opportunity more attractive.



Everyone knows that Palm, Inc. ultimately triumphed over deep-pocketed companies such as Sony in the race to create the market
 for PDAs, But people forget that Palm’s first strategy was flawed too. The company’s first product, the Zoomer, “did lots
 of things, most of them badly,” according to a magazine article.6
  After the product flopped, however, Palm had enough money left in the bank to take another run at a potentially winning strategy.
 It interacted with Zoomer users to find out why they were so disappointed by the product. Once Palm learned that people were
 seeking a device that complemented their computers, the company developed a straightforward device that forced users to use
 an intuitive, simple writing style instead of relying on complicated, bug-prone handwriting recognition software. The Palm
 Pilot seamlessly synchronized with the user’s computer, guaranteeing a single data repository. Palm’s revectored approach
 took off, creating a powerful growth business.

The answers to the following four questions can help you determine the appropriate path forward:


	How much risk remains?

	How much will the next round of tests cost?

	How much learning will those tests provide?

	What is the upside potential of the opportunity?



When you can’t shake residual risk, when tests grow increasingly expensive and learning increasingly scarce, and when it’s
 getting harder to see the upside potential, it may be time to move on to another project. The key is to make decisions rapidly.
 We have seen companies that are seeking to build their innovation capabilities try to move dozens of ideas forward simultaneously.
 Starting with a lot of ideas is important, but success requires the fortitude to shut down the ones that clearly have a low
 chance of success and redirect those that are heading in the wrong direction. If companies wait too long to make these decisions,
 they end up diverting resources toward fruitless efforts or continuing to execute a fatally flawed strategy.

Generally, when you decide to continue exploring or revector, return to the first step described earlier (or perhaps consider
 using the tactics in chapter 5 to reformulate the strategy). See if you have unearthed any new assumptions. Reprioritize your
 assumptions list and start executing another set of experiments. Keep looping through the steps until you reach the point
 where a winning strategy has truly emerged. The following signs indicate that you have reached this point:


	The ratio of knowns to unknowns has increased (you know more and are assuming less).

	You have addressed the critical assumptions and risks.

	You have a viable business model.



Definitively spotting this inflection point (or knowing if it is time to shut a project down) requires good intuition and
 judgment. If you spot a true inflection point, however, shift the balance of your focus from experimentation to execution.
 You don’t want to keep iterating once it has become clear that you are headed down the right path!

Although General Motors has had its share of trouble over the past two decades, one big success has been the creation of its
 OnStar telematics business. CEO Rick Wagoner believes that one key to OnStar’s success was being willing to change course.
 “With a new business you may start out with a strategy, but after about four days you probably change it. That has been very
 much the way OnStar’s played out for us . . . It’s been fascinating to see how it’s developed, and it has changed how I think
 about opportunities in the rest of our business. You don’t have to figure it out 100 percent. If you think it is right, get
 on the road and adjust as you go.”

Emergent Strategy as an Innovation Accelerator

Many process experts advise firms to cut the number of projects they undertake in order to speed the innovation process. Counterintuitively,
 companies that follow the approach described in this chapter can speed the overall process by actually increasing the number
 of projects they consider.

Many delays in bringing products to market occur right at the start of the development cycle. Because typical stage-gate processes
 strictly limit the number of projects undertaken, the stakes at the first gate become very high. Managers delay proposing
 projects until they can invest in creating a highly detailed business case. However, because the project does not yet really
 exist, they don’t have the resources to invest in this business case development, so the ideas linger in limbo.

Through lowering the stakes at the start—demanding only a basic analysis framed around pattern recognition and explicitly
 acknowledging uncertainty—senior managers can quickly assess a much larger number of projects, thus seeing more ideas early
 on and allowing staff to propose projects more easily.

Some companies have in fact made this kind of fast-cycle experimentation and adjustment a core component of their business
 model. Google has become famous for flinging new services such as GoogleBase (Google’s free classified ad product) and GoogleTalk
 (its instant messenger solution) into the marketplace. If a new service shows signs of success, Google steps up investment.
 If it struggles, Google pulls the plug and moves on to other opportunities.

Companies in other industries that become best-in-class at fast-cycle revectoring can use the power of emergent strategy to
 improve their odds of creating attractive growth businesses.

The Power of Scarcity: Two Case Studies

One of the seeming mysteries of innovation is how entrepreneurs are regularly able to trump big companies. Yes, big companies
 have their bureaucracies to deal with, but their abundance of resources should frequently tilt the odds in their favor. Sometimes
 extra financing is a curse. Project teams with too much money may keep going in the wrong direction for too long. Those with
 scarce resources, however, must scramble to find novel approaches that they might not otherwise discover.

Consider the experience of StubHub, a leading online ticket reseller. If you want tickets to a Boston Red Sox game against
 the New York Yankees, you can visit stubhub.com to purchase tickets for the inevitably 
 sold-out contest. Ticket prices at StubHub are almost always well above face value, but if you’re willing to pay a premium,
 you can get tickets to even the most popular events.

By early 2006, estimates suggested that up to 30 percent of seats at major events were resales. San Francisco-based StubHub
 generated more than $200 million in sales in this growing market in 2005. EBay purchased the company for $310 million in January
 2007.

Founder and CEO Jeff Fluhr got the idea for StubHub when he was a student at the Stanford Graduate School of Business. After
 entering a business plan competition, he dropped out of school to build the business. However, he had trouble raising money
 after the dot-com bubble burst in the early 2000s. His initial strategy was to build a ticket transaction system that he could
 sell to other online portals and providers, such as Microsoft’s MSN. When that approach floundered, his company tried something
 different. In 2003 it started placing ads on Google to lure buyers to purchase tickets directly from the company’s Web site.
 After seeing some positive results, the company decided that this direct-sales approach offered a significantly more lucrative
 business model.

That shift dramatically affected the company’s strategy. Whereas previously it had listed tickets on eBay, it now found itself
 in direct competition with eBay. Instead of charging sellers a listing fee as eBay does, StubHub chose to take a portion of
 each ticket’s sales price as revenue. Sellers could choose a fixed price, an auction, or a price that declined as an event
 drew closer. StubHub took 15 percent of the purchase price from sellers and charged buyers a fee equal to 10 percent of the
 purchase price (plus delivery).

Now imagine how differently this process would have played out had Fluhr worked at a large company. The large company would
 very likely have invested a lot of money up front, instructing managers to execute the seemingly winning business plan of
 building a ticket-transaction engine to sell to other providers. Instead of scrapping the plan when signs indicated it was
 not working well, it would no doubt have waited patiently for it to succeed. After all, you have to invest to grow, right?
 The company would have eschewed experimenting with different approaches and most likely ignored small signs that a different
 path promised greater riches.

Confronting Failure

Instead of studying the lessons of failure—or celebrating the opportunity to move in a different direction—many companies
 seek to bury failure. Even worse, some companies penalize those who worked on unsuccessful projects, making pariahs of managers
 on teams that failed publicly. In response, high-potential managers begin to avoid working on project teams that they think
 have a high chance of failing. The result? Companies that fear failure begin giving priority to low-risk, low-return ideas
 that can’t create meaningful growth.

Innovators need to embrace the learning that comes from failure. After all, if you fail fast and fail cheap, you have actually
 done your company a great service by ensuring that resources are allocated appropriately.

Many innovation success stories originated in some kind of failure. In 1991 Pfizer’s Sildenafil drug failed to alleviate angina,
 or chest pain, significantly. Millions of dollars in development down the drain? Not exactly. It turned out that Sildenafil
 had an unexpected side effect, and seven years later Pfizer introduced Viagra, its erectile dysfunction blockbuster. The “failure”
 of Sildenafil facilitated a great lateral opportunity.a

Some companies are beginning to develop mechanisms to encourage the right kind of failure. Consider Merck. The pharmaceutical
 company employs thousands of scientists seeking to identify new drugs that can help consumers live healthier lives. Yet sometimes
 scientists 
 will doggedly pursue a research direction even when it’s clear that their odds of success are infinitesimally low.

While such determination occasionally leads to unexpected success, too frequently it is an illustration of philosopher George
 Santayana’s definition of a fanatic: a man who redoubles his effort when he has forgotten his aim.

To address this issue, in 2007 Merck began rewarding its scientists who flagged a failed effort early with stock options.

“You can’t change the truth. You can only delay how long it takes to find it out,” Merck research and development chief Peter
 Kim told BusinessWeek. “If you’re a good scientist, you want to spend your time and the company’s money on something that’s going to lead to success.”b

Now of course there are some kinds of failure that shouldn’t be rewarded. When people fail because they made stupid mistakes
 or took unwarranted risks, they should absolutely not be rewarded. But the right kind of failure can contain the seeds of future success.

Instead of burying and forgetting failure, therefore, companies should seek to understand why the failure happened and what
 can be learned from it. Perhaps studying the failure reveals an insight that points the way toward a valuable growth strategy.

a. Jena McGregor, “How Failure Breeds Success,”BusinessWeek, July 10, 2006.

b. Arlene Weintraub, “Is Merck’s Medicine Working?”BusinessWeek, July 30, 2007.

The dogged pursuit of a fatally flawed strategy would then have allowed another entrepreneur to spot the structural weaknesses
 of the large company’s business model and enter the market with a different approach. The large company would likely dismiss
 this entrepreneur as “too small to matter.” Only belatedly would it realize that its approach was wrong and choose either
 to pull the plug or to spend a large amount of money revectoring toward success (or buying out the successful entrepreneur).

If that scenario sounds bad, beware: incumbent companies often get themselves into even more trouble. Sometimes they spend
 a lot of money on fixed infrastructure such as manufacturing plants or office space. When they see signs that they are following
 the wrong strategy, the fixed investment doesn’t go away, making it difficult to change course.

Consider Prodigy Communications Corporation. The joint venture between Sears and IBM invested more than $1 billion to pioneer
 the online services industry. It invested that money building an infrastructure 
 to support the services it thought consumers would use, namely, transaction processing and information delivery.

However, in 1992 the company realized that its 2 million customers were using the system primarily for e-mail. Because Prodigy
 hadn’t designed its system for this use, it began charging extra fees to subscribers who sent more than thirty e-mail messages
 per month.

As noted in The Innovator’s Solution, “Rather than seeing e-mail as an emergent strategy signal, the company tried to filter it out, because in a deliberate mode,
 management’s job was to implement the original strategy. America Online (AOL) luckily entered the market later, after customers
 had discovered that e-mail was a primary reason for subscribing to an online service. With a technology infrastructure tailored
 to messaging and its ‘You’ve got mail’ signature, AOL became much more successful.”7

One simple statement sums up the lesson of StubHub and Prodigy: scarcity is the entrepreneur’s advantage. Entrepreneurs are
 often creative and nimble not by choice, but by necessity. They need to figure out quickly whether an approach works, and
 if it doesn’t, they need to change course to find success. On the flip side, the curse of too much capital can allow well-resourced
 companies to run fast and hard in the wrong direction for too long.

Pitfalls to Avoid

Some managers may be nodding their heads at this point, thinking, “We get this. We have brought the venture capital approach
 into our organization.” Our experience suggests that many companies that think they are operating by the rule of “invest a
 little, learn a lot” are actually falling into one of three classic traps:


	They are unwilling to kill projects that have fatal flaws.

	They commit too much capital too soon, allowing a project team to follow the wrong approach for too long.

	They fail to adapt their strategies even in the face of information that suggests their current approach is wrong.



One causal factor for all these traps is the fear of failure that pervades many large corporations. As discussed in the box,
 “Confronting Failure,” companies are beginning to learn that it is the lessons of many so-called failures that require celebration.

To sum up: If you are pouring money into a highly uncertain marketplace, take pause. You may of course be following the right
 path. But the odds suggest you are not. You can certainly win big in roulette if you place all your chips on one number and
 that number happens to come up on a spin of the wheel—but it’s pretty hard to make a living that way.

Summary

A key to creating new growth businesses successfully is to master emergent strategy. Three steps can help unlock the power
 of an emergent approach:


	Identify the most critical assumptions and risks, where the level of danger is high and the amount of certainty is
 low.

	Design and execute knowledge-building exercises to determine if key assumptions are true or if you can mitigate key
 risks.

	Use the results of the knowledge-building exercises to adjust and redirect the strategy.



Constraining resources to force creativity can be one critical way to facilitate following this process.

Application Exercises


	Look at a well-publicized market flop. Try to assess what assumptions the project team made that proved to be false.

	Assemble a cross-functional team and brainstorm creative, inexpensive experiments you could develop to address the
 biggest assumptions behind a risky idea you have.

	Ask your project team what it would do if it had half the funding and had to get to market in half the time.



Tips and Tricks


	Don’t stop generating assumptions until you have at least fifty. If you have fewer than that, you haven’t thought about
 everything that must go right.

	Keep asking the simple question, “What would an entrepreneur do?” Reframing challenges in this way can expose hidden
 solutions.

	Look for analogies in other industries to gain confidence in assumptions or to find creative ways to test assumptions.

	Celebrate failures as well as successes, because the former often result in useful learning.

	Think about what you would do if you had $10,000 to solve a problem, or no money at all.

	Do not use numbers as the sole arbiter in decision making. They can provide useful input for prioritizing opportunities,
 but intuition and judgment are also critically important.



1. One could argue that many of these innovators had absolutely the right idea. But the technologies included on the devices
 were not yet ready for mainstream use.



2. Jena McGregor, “How Failure Breeds Success,” BusinessWeek, July 10, 2006, 
 http://www.businessweek.com/magazine/content/06_28/b3992001.htm.



3. For a fuller discussion of the Euro Disney example, see Rita McGrath and Ian MacMillan, “Discovery-Driven Planning,” Harvard Business Review, July–August 1995. This article provides an excellent overview of one way to put emergent strategy into action.



4. Of course, market research reports describe what has already been done, and experts are experts in what has been done before,
 not necessarily what could be done in the future. In fact, experts can notably miss when it comes to estimating the market potential of truly game-changing
 approaches.



5. Michael J. Roberts and Nicole Tempest, “ONSET Ventures,” Case 9-898-154 (Boston: Harvard Business School, 1998).



6. Pat Dillon, “The Next Small Thing,” Fast Company, May 1998, 
 http://www .fastcompany.com/magazine/15/smallthing.html.



7. Clayton M. Christensen and Michael E. Raynor, The Innovator’s Solution (Boston: Harvard Business School Press, 2003). The Prodigy case study is discussed in chapter 8, “Managing the Strategy Development
 Process.” The specific quote appears on p. 223.






CHAPTER 8

Assembling and Managing Project Teams

ONE OF THE GREATEST challenges facing managers seeking to create new growth businesses is assembling and managing teams charged with creating
 new growth. Leaders have to answer many key questions, for example:


	Should I staff the team with my “best and brightest” or my “diamonds in the rough”?

	Do I need to bring in outsiders?

	What functional representation do I need on the team?

	How should the team interface with the rest of the company?

	How should I interact with the team?

	How much autonomy should the team have?

	To whom should the team report?



The art of team formation and management is seemingly fraught with even more unpredictability than the knottiest technological
 problems. Consider this dichotomy. Six Sigma principles suggest that a company 
 should tolerate an error rate of 0.00034 percent in its manufacturing processes. Yet most managers will admit that one in
 four hiring decisions ends up being a mistake. Teams that hum along merrily in their core business can struggle to master
 disruptive growth. And teams that start brimming with disruptive potential can slowly and subtly wander off the disruptive
 path. In short, forming and managing teams is a critical invisible barrier that makes it difficult for even the best-run incumbents
 to realize their innovation potential.

This chapter provides guidelines for senior managers to set up a team for success and shepherd that team forward in a way
 that wards off the “corporate antibodies” that can derail high-potential opportunities.

Challenge 1: Setting up a Team for Success

Chapter 10 of The Innovator’s Solution describes the importance of “initial conditions.” If you start a project team in the right set of initial conditions, the
 right answers are readily apparent to the team. If you start a project team in the wrong set of initial conditions, however,
 the right answers can be hard to see. The wrong initial conditions can lead to a dysfunctional team that goes in circles and
 finds it difficult to make progress.

Unfortunately, most organizations don’t have a standard way of creating and chartering project teams that are working on disruptive
 initiatives. Senior leaders seeking to set up a team for success should first create a team charter that spells out objectives
 and degrees of freedom and then staff the team with managers who have attended the appropriate “schools of experience.”

Setting Objectives and Degrees of Freedom

Teams charged with creating new growth businesses desperately need guidance about their objectives and degrees of freedom.
 Left to their own devices, teams often assume that they can do things they can’t do, 
 layering on risks that the company is not willing to consider. Even worse, they may assume that they can’t do things they can do. Teams that fall into this trap end up creating close-to-the-core, unexciting growth strategies. This lack of clarity
 may leave teams paralyzed, or cause them to spend a lot of time analyzing an issue that just isn’t important.

To address this problem, we suggest creating a team charter: a simple, one-page document that sets the team off in the right
 direction.

Start that charter with the team’s objectives. You may not know what the ultimately successful growth strategy will be—in
 fact, as chapter 7 explains, the odds are high that your first strategy will be wrong in some meaningful way. However, you
 should have a good sense of your overall strategic objective. Perhaps it is to develop growth in an identified adjacent market.
 Maybe you are seeking to find a way to leverage a particular technology in a new way. Regardless of the objective, we have
 found it helpful to summarize the team’s strategic intent in a simple sentence.

Following that sentence should be a description of what the team can unquestionably do, what it can consider doing, and what
 is off the table. Build on the corporate goals and boundaries developed in chapter 1 to provide guidance to the team about
 dimensions such as the target customer and geographic scope, distribution channel, steady-state revenue and margin target,
 type of offering, brand, and tactics. Making these parameters very clear up front—and being willing to consider changing them
 as new information comes in—can help ensure that the teams focuses on the right activities.

Finally, the charter should detail the two to four critical assumptions on which the team plans to focus over the course of
 the next several months. Codifying these assumptions and specifying expected 90- and 180-day milestones helps the team prioritize
 its actions. Most important, the most senior person involved in the project should review and sign the charter to ensure alignment.
 Chartering should not be a onetime exercise; it is worth revisiting objectives, degrees of freedom, critical assumptions,
 and milestones roughly every six months.

Tool 8-1 presents a simple worksheet to guide the chartering exercise.

TOOL 8-1

Team chartering guide

Team objective(Describe the team’s overall objective in a single sentence)
 
 
 Degrees of freedom
 
 
 Complete the table below by identifying all the critical dimensions for a strategy in your industry. Then, for each dimension,
 determine what is “desirable” (what you want), “discussable” (what you will consider), and what’s “unthinkable” (what is out
 of bounds).
 
 
 
 
 Area
 Desirable
 Discussable
 Unthinkable
 
 
 Target customer
 
 
 
 
 
 Distribution channel
 
 
 
 
 
 Steady-state revenue
 
 
 
 
 
 Type of offering
 
 
 
 
 
 Brand
 
 
 
 
 
 Revenue source
 
 
 
 
 
 Suppliers and partners
 
 
 
 
 
 Tactics (e.g., acquisitions)
 
 
 
 
 
 Go-to-market approach (e.g., test market)
 
 
 
 
 
 
 
 Critical assumptions
 
 
 
 1.
 
 
 
 2.
 
 
 
 3.
 
 
 
 4.
 
 
 
 90-day milestones
 180-day milestones
 
 
 1.
 1.
 
 
 2.
 2.
 
 
 3.
 3.
 
 
 Team leader signature ____________________
 
 
 
 Senior sponsor signature ____________________
 
 
 
 
 Staffing for Success

Beyond creating a clear charter, senior managers need to staff the team appropriately. The challenge in getting the team right
 should be familiar to anyone inside a large organization. Sometimes, companies try to assemble the “best and brightest.” Using
 these top employees is tempting: they are close to the issues, and hiring managers usually have some previous experience working
 with them. But the best and brightest are also typically vital cogs of the core engine that powers the company. While there
 might be good bench strength and significant processes to ensure that this core keeps humming, losing a key line manager can
 cause the core to stumble in a damaging way. Additionally, the people who are best at running the core business are grounded
 in work processes and decision-making patterns that may not function well in the new environment. Their thinking is also likely
 to remain focused on the core market, even if they are physically or financially separated from the parent organization.

The alternative is to staff initiatives with “diamonds in the rough.” Innovation requires doing things differently, the argument
 goes, so we’re going to find people who think differently. Assembling together the land of the misfit toys is unlikely to
 be the vehicle that drives growth though. Such teams often lack the required discipline to move ideas forward. They may also
 lack the appropriate organizational gravitas to influence internal resources.

When pursuing disruptive innovations, it is best to select team members who have attended “schools of experience” where they
 wrestled with challenges of the type the team is likely to encounter (see the box, “Schools of Experience,” for more on the
 basic framework).1

To use the “schools of experience” model, ask two simple questions:


	What problems do we know we will encounter?

	Who has encountered this problem—in or out of the organization?



Although the challenges teams will encounter are often idiosyncratic, there are some schools of experience that are generally
 helpful for managers staffing disruptive projects.

Schools of Experience

The academic basis for the “schools of experience” theory is articulated by Professor Morgan McCall in his book High Flyers: Developing the Next Generation of Leaders.a

According to McCall, instead of looking for “right stuff” managers who have succeeded in core assignments, companies need
 to look for managers who have attended the right “schools of experience” that will help them spot and nurture new growth businesses.

McCall asserts that the management skills and intuition that enable people to succeed in new assignments are shaped through
 their experiences in previous assignments in their careers. A business unit can therefore be thought of as a school, with
 the problems that managers have confronted within it constituting the “curriculum” offered in that school.

The skills that managers can be expected either to possess or to lack, therefore, depend heavily on which “courses” they did
 or did not take as they attended various schools of experience.

a. Morgan McCall, High Flyers: Developing the Next Generation of Leaders (Boston: Harvard Business School Press, 1998).


	
Dealt with ambiguity. Ambiguity typifies disruptive projects. Managers who have worked in highly ambiguous situations are often well prepared for
 disruptive projects; those who have worked in positions where they have had to remove or minimize ambiguity ruthlessly may be ill suited for disruptive circumstances.

	
Confidently made decisions based on pattern recognition and judgment. Disruption requires intuition, judgment, and the ability to recognize patterns. Many core roles require managers to make
 decisions dispassionately based on numbers or fixed rules.

	
Experimented and found unanticipated customers for a product or service. In some companies, identification of market opportunities requires meticulous planning and research. Approaches that 
 appropriately hone in on core opportunities can completely miss disruptive opportunities. Managers must be comfortable following
 novel approaches to find out customers’ needs. They should have experience “living” the raw data, not delegating research
 to junior team members or market research firms.

	
Used a deep network to overcome a barrier or solve a problem. In some organizations, success requires playing by organizational rules such as sticking to the chain of command or not seeking
 answers externally. Solving disruptive challenges requires the ability to network to overcome a barrier, bend rules smartly,
 or look outside the company for the answer.

	
Operated in “constrained” environments. Managers who have operated in resource-rich environments have had the luxury of patiently following a predetermined course
 and carefully analyzing key unknowns. In constrained environments, managers must scramble and fumble to find success. There
 are more ways to obtain this school of experience than working at a cash-strapped start-up company. For example, managers
 who have experience in developing economies have often had to find exceptionally creative ways to solve problems.

	
Demonstrated a bias for action. Many managers carefully and cautiously analyze important decisions and seek to build a deep consensus before taking action.
 Although this approach is extremely valuable for critical decisions that affect core operations, it can paralyze disruptive
 ideas. Remember, the first strategy is almost always going to be wrong. Seek managers who have moved forward even if adjustment
 was later required.



Identifying critical schools of experience gaps on the team can help inform internal staffing decisions. It is quite likely
 that the managers who have addressed identified challenges are not those whose names typically bubble up to the top of the
 list for high-profile ventures. Disruptive pursuits almost always require very different experiences than a manager will have
 had in the core business. In fact, many of those schools of experience might have come from the experiences of managers in
 other 
 stages of their career. Sometimes the analysis can highlight the need to pull in outsiders who have a greater chance of addressing
 the issue than the internal manager. ING Direct is a purely online banking model launched by global financial services powerhouse
 ING in 1997. Without physical bank branches, ING Direct has very low overhead and charges low prices (which, in the retail
 banking world, means higher interest to consumers). The low-cost model has been a runaway success, allowing ING to reach into
 new markets and serve new customers. ING Direct CEO Arkadi Kuhlman believes that disruptive ventures require fresh thinking.
 “When you start,” he says, “you bring people in for the passion and the love—you hire people that are kind of different in
 the industry.” A well-placed outsider can inject fresh thinking that allows a team to change in very distinctive ways.

Case study: Pandesic.

Chapter 7 of The Innovator’s Solution describes a case study that illustrates the need for identifying the right schools of experience. The case study discusses
 a company called Pandesic, a joint venture established by technology titans Intel and SAP in 1997.2

Pandesic’s mission was to develop and sell a simpler, less expensive version of SAP’s enterprise resource planning (ERP) software
 to small and medium-sized businesses. At its heart, Pandesic was a very disruptive idea. Historically, SAP targeted its products
 at huge enterprises and sold them through established channel partners such as Accenture.

Intel and SAP staffed the Pandesic team with some of their best managers—leaders who had successfully led initiatives within
 the core SAP and Intel businesses. Pandesic grew to one hundred employees in eight months and quickly established offices
 in Europe and Asia.

Pandesic’s managers then decided to take the company’s lower-priced, easier-to-implement ERP package to market through the
 same channel partners it used for SAP’s systems for large companies. The product, initially intended to be a simple ERP solution
 delivered to small businesses via the Internet, evolved into a completely automated end-toend solution.

The outcome was predictable. The channel was not nearly as motivated to sell Pandesic’s simpler, less expensive product, which
 didn’t 
 need implementation support, when it could make substantial money on SAP’s large-scale, traditional products.

Pandesic ended up failing miserably. It sold very few systems and shut its doors in February 2001, after having spent more
 than $100 million.

What might have happened if SAP and Intel had sought managers who had different schools of experience? Those managers might
 have realized that trying to sell the Pandesic product through the same channel as SAP’s core products was a huge mistake.
 In fact, the nature of the error would have been obvious to them if they had wrestled with a problem like this before in a
 “school” they had previously attended.

The leaders of Pandesic were not incompetent—they did what made most sense to them based on their own schools of experience. They just haven’t attended the
 right schools to know the right questions to ask with regard to a new disruptive venture.

Challenge 2: Managing the Interfaces Between the Team and the Organization

It should come as no surprise that senior management has an important role to play when it comes to disruption. For example,
 a few years ago an engineer employed in a large, high-technology company that had successfully launched a disruptive growth
 business appeared at a conference with Clayton Christensen. The engineer described how the company’s CEO was intimately involved
 in the creation of the start-up, working closely with the team and making key decisions. An audience member piped in with
 a question: “I am about to launch a disruptive project within my company. I’m not sure if my CEO really gets it. What should
 I do?” The engineer responded, “I’d leave.”

The response was a bit flippant, but directionally correct. Without CEO support, the audience member’s long-term chances of
 success would be quite low. The team would propose actions that wouldn’t make “sense” to the company. They would run into
 intractable roadblocks and ultimately end in failure.

Beyond “getting it,” senior managers shepherding teams as they move forward must carefully monitor two specific interfaces.
 The first 
 is between senior leadership and the team. Companies intent on doing things differently need to change dramatically the usual
 interaction between management and project teams. The second interface is between the team and the rest of the organization.
 Left unchecked, invisible forces within the organization can slowly diffuse a project’s disruptive energy. Senior managers
 bent on disruption need to ensure that teams don’t fall prey to these corporate antibodies.

Managing the Interface with Management and the Team

Senior managers must change the discourse by using teams charged with moving in disruptive directions. As more and more companies
 have adopted stage-gate processes to manage innovation, an us-against-them mentality has emerged. Teams present to senior
 managers, who then act as gatekeepers, either opening the gate to let projects through or locking it until the team comes
 back with better numbers or more proof. When the right strategy is unknown and unknowable—as it so often is with novel growth
 initiatives—senior managers need to be problem solvers, not dictators.

In his book The Ten Faces of Innovation, IDEO founder and CEO Tom Kelley describes how the cult of devil’s advocacy can be an innovation killer.3
  We agree. Senior managers think they are doing their job when they play devil’s advocate. They are not. In fact, devil’s
 advocates exist in abundance. Any fool off the street can point out the ten problems with a truly novel growth strategy. It
 takes real skill, however, to be able to solve those problems. Devil’s advocates are abundant, problem solvers are scarce.

Like many senior managers in P&G, Karl Ronn is not afraid to solve problems. When Ronn was the vice president for research
 and development for the company’s home care division, he oversaw such brands as Mr. Clean, Dawn, Swiffer, and Febreze. When
 a team was working on an incremental line extension, he received results at predetermined milestones. But when P&G was developing
 extremely novel products, such as the original Swiffer product or the Mr. Clean Magic Eraser, Ronn acted differently. Instead
 of reviewing results of agreed-on decisions, he and the business unit president would go into the labs to review early prototypes
 and participate in daylong brainstorming sessions. Such deep 
 engagement allowed senior managers to get a better feel for the new products and share their collective wisdom with the team.
 “This is not like a skunk works where we cut out the middle managers,” Ronn says. “Rather, we are there with them to help
 and also to learn about the business before we have to invest in it.”

Generally, senior managers overseeing novel growth strategies need to engage frequently with the managers who are developing
 and implementing them. Meetings scheduled only quarterly either slow progress or lead teams to make critical decisions without
 senior management’s guidance.

A useful way to think of senior management’s role in supporting growth initiatives is to think about the distinction between
 watching television and using a computer. Watching television typically involves “leaning back,” whereas using a computer
 involves “leaning forward” to interact. Senior managers can lean back and review core improvements, but they must lean forward
 and roll up their sleeves to work on growth initiatives. It can seem daunting to already busy managers to have to allocate
 time to activities that they typically delegate. Many senior leaders tell us, “I just don’t have time to work like this.”
 We respond by asking what activities could possibly be more important than the creation of the growth businesses that will
 power the company’s success over the next decade. After all, presumably senior managers got to where they are because they
 have the most wisdom and strategic insight. There is no better place to apply that wisdom than in the pursuit of new growth.

Now of course senior management cannot be deeply engaged in every project. If a project is in a well-known market, it’s appropriate
 for senior management to act as a traditional gatekeeper. Nor should senior managers abdicate their role as decision makers
 who determine when a team has learned enough to continue moving forward. But if neither management nor the team knows the
 answer, senior managers ought to break out of the us-against-them mind-set and use their strategic thinking skills to help
 the team solve problems.

Companies sometimes make interesting discoveries when they seek to begin changing the ways in which senior management and
 project teams interact. One such interaction occurred at the kickoff meeting 
 for a growth council created by a large health care company. The company created the council to develop highly differentiated
 new-growth strategies.

As the group was discussing how it would operate, a product manager gulped and said to the CEO, “You know, given the level
 of uncertainty about some of these strategies, we’re probably not going to produce PowerPoint decks that are quite as thick
 as the decks we produce for our ‘regular’ meetings.” “Why would that be a problem?” the CEO responded. “I don’t read those
 decks anyway. In fact, you produce them because you think I care about them. You never asked me.”

Over the next few months the company began to develop a routine in which teams could have a productive discussion about highly
 complicated opportunities using very short PowerPoint documents that framed some of the deal-killing issues and action items
 related to innovation.

Suggestions for teams.

The following approaches can at least begin to change the dialogue between teams and their management:


	Engage senior management in a session to generate assumptions in order to illustrate how the team is carefully considering
 what it doesn’t know.

	Invite executives to watch a focus group or observe customers so that they can experience the world as the customer
 does.

	Include executives in ideation or brainstorming sessions so that they can feel greater ownership of emerging solutions.

	Send short e-mail messages providing focused updates on a regular basis to give senior management a glimpse of real-time
 progress and challenges.

	Intentionally limit the number of PowerPoint slides you use during discussions with senior management to make sure
 a presentation doesn’t crowd out strategic discussion.



Another approach is to seek out a champion who can be a critical organizational advocate helping to overcome inevitable hurdles
 standing 
 in the way of success. For example, one team in a Fortune 100 conglomerate was working on a game-changing innovation that required close coordination between business units in different
 countries and an outside technology supplier. The team defined its “ideal” champion as a person with the following traits:


	Influential within the different business units

	Effective in dealing with the company’s senior team

	Visionary and passionate about new products and innovation in general, and our program specifically

	Entrepreneurial, willing to take risks, and willing to do things differently

	Skilled in understanding business as well as technical issues, and comfortable with new technology

	Experienced at working with external partners

	Willing to dedicate at least one or two days per month (5 to 10 percent of the person’s time) to the project

	Rich in political capital, and willing to spend it



The team evaluated a dozen candidates and found an organizational sponsor who could help it overcome the challenges it was
 encountering.

Managing the Interface with the Team and the Organization

The weight of historical evidence suggests that a great deal of organizational autonomy is necessary for companies to be successful
 in creating businesses disruptive to their core business. One oft-cited example is the retailing industry. Almost every established
 general merchandise retailer failed to make the transition to discount retailing. Dayton Hudson, based in Minneapolis, created
 a separate subsidiary called Target. Today people know the name of the subsidiary, not the parent. Other industry leaders
 such as Hewlett-Packard and IBM have followed similar approaches to create disruptive businesses.

Of course, any manager knows it is not as easy as simply creating a separate venture. In fact, some of the most vibrant disruptive
 success stories in recent times—such as Apple’s iPod and Procter & Gamble’s Swiffer— have sprung from the mainstream of a
 market-leading incumbent.

Generally speaking, creating a separate venture that is too far away from the core business can deny the new venture vital
 capabilities that will enhance its long-term chances of success. Furthermore, just putting a team in a physically separate
 location often isn’t sufficient: even ventures that appear separate can start to bear the look and feel of the core business
 in ways that destroy their disruptive potential.

As such, many companies appropriately decide to maintain a delicate balance. They seek to give their disruptive growth projects
 substantial autonomy, but they still expect the team to interact with key core internal functions and perhaps even “land”
 within an operating unit. The following section discusses how companies seeking to maintain that balance pinpoint and diffuse
 potential points of conflict.

Pinpointing points of conflict.

Every successful organization is organized appropriately to do what it needs to do to be successful. Every successful organization
 is not organized appropriately to do what it doesn’t need to do to be successful. Read those sentences again. The intentionally circular logic begins to illustrate the double-edged
 sword of capabilities. The very factors that make organizations capable of doing some things make them utterly incapable of doing others. Disruptive attackers triumph over market-leading incumbents because they hone in on an existing company’s
 liabilities.

No manager wants to doom a high-potential new venture to a quick death. But when a big company tries to do what it is utterly
 incapable of doing, failure can happen pretty quickly. In essence, sometimes a company may “bless” its new venture with corporate
 “gifts” that actually stand in the way of success.

The first step in structuring the new venture appropriately, then, is to develop a “capability balance sheet” that carefully
 maps out what the project team and the company are capable and incapable of doing.

The simple resources, processes, and priorities framework presented in The Innovator’s Solution and Seeing What’s Next provides a quick and useful 
 way to build your capability balance sheet.4
  Remember, the model holds that a company’s capabilities comes in three flavors:


	Resources, or the tangible assets at an organization’s disposal

	Processes, or the patterns of interaction and coordination that govern the way the company works

	Priorities (which in prior work was named “Values”), or the implicit and explicit rules for decision making a company
 uses to choose among alternative strategies



Resources are typically the most flexible of the three classes of assets. Resources can be hired; and they can be fired. They
 can be bought, and they can be sold. They can be borrowed, and they can be lent. Because of their inherent flexibility, resources
 are not huge factors in determining an organization’s capabilities. Nonetheless, it is worthwhile listing resources such as
 money, patents, people, and distribution channels.

Processes are inherently inflexible. They are designed to do a particular thing, and to do it well. Typical processes include
 manufacturing, distribution, product development, staffing, hiring and training, planning and budgeting, and market research.
 For each process it is helpful to assess the inputs in the process, the way the process works, and the potential outputs.
 Ask which tasks the processes are particularly good at doing, and which tasks they might be inherently bad at doing.

The final category of capabilities is priorities. To assess your organization’s priorities, ask questions such as the following:


	What are our gross margins? What are our net margins? What do we view as an acceptable return on investment?

	How big does an opportunity have to be to matter?

	What do we consider the core purpose of the firm? (One consumer health care company, for example, simply could not
 consider a product not grounded in science—“snake oil,” in their language.)

	What do our customers want us to do? What will lead them to revolt?



Some corporate assets touch on multiple categories. A brand, for instance, is a resource that a company can buy, sell, or
 license. But brands are actually not very flexible, because a company’s priorities can lead it to limit how it uses its brand.
 Also, while individuals can be flexible, collective learning by an intact team can be hard to replicate.

While completing your capability balance sheet, remember the principle of double-entry accounting. What are the things that
 you can’t do? Compare your assets and liabilities to what you believe you need for your selected opportunity to succeed. Zero in on
 capability gaps, or places where you are missing necessary capabilities or where your actual capabilities run counter to what
 you need for success. These are the interfaces that you must watch carefully, because they run the risk of derailing your
 disruptive strategy.

Sample capability balance sheet: Free newspapers.

In the past decade a number of companies have introduced free daily newspapers. The pioneer was Metro International, a Swedish
 company that introduced its first free offering in the Stockholm subway system in 1995. Its tabloid-sized paper had short,
 snappy stories on the day’s major events. Many of the stories were from the wire services Associated Press and Reuters. Others
 had more of an irreverent tone than you would find in traditional newspapers. Metro distributed the paper free at centralized
 locations. Many North American companies have since established their own free daily papers, such as the Tribune Company’s
 Red Eye in Chicago or the Washington Post Company’sExpress in Washington, D.C.

If a hypothetical newspaper company were to consider launching its own free daily, how might it complete its capability balance
 sheet?

Newspaper companies have some reasonable assets that would seem to fit the opportunity, such as established distribution mechanisms,
 high-quality journalists, and advertising sales staff. Although at the time of writing this book, the core newspaper business
 model is under assault, most newspapers still produce sufficient cash flow to invest in new opportunities.

Most processes at typical newspaper companies would support the creation of a free daily. For example, established production
 processes support the creation of niche publications.

Two processes bear deeper scrutiny, however. One is the advertising sales process. One rationale for launching a free newspaper
 is to reach the young readers who don’t subscribe to the daily newspaper; nontraditional newspaper advertisers such as bars
 and restaurants could be extremely interested in reaching this consumer group. To sell advertising, newspaper companies traditionally
 have salaried sales representatives call on established accounts, but this process might not match the nature of the new opportunity.

Second, the editorial process at most newspapers involves creating high-quality, original content. Although all newspapers
 use stories from wire services, most do not typically assemble short stories with an irreverent tone.

Finally, would a newspaper company naturally make a free newspaper a top priority? Most newspaper companies make up to 30
 percent of their revenue from subscriptions. Metro can make money without that revenue stream because it has developed a different
 profit formula, lowering investment in content creation and distribution. A traditional sales representative might consider
 a nontraditional advertiser too small to matter. Finally, journalists might consider it beneath them to work on a “lowbrow”
 publication. It seems clear that conventional newspaper companies would not naturally consider a free daily opportunity a top priority.

This short analysis indicates that our hypothetical newspaper company would struggle if it tried to launch a free daily squarely
 inside its core operations without developing a strategy to minimize these interface-related issues. Established companies
 that have successfully launched these publications have almost all given the new operations substantial autonomy to address
 these issues.

Managing conflicts.

With potential conflicts pinpointed, senior managers need to figure out how to manage organizational interfaces in ways that
 maximize a team’s ability to use core capabilities and minimize looming conflicts.

Creating a separate unit free of these conflicts is certainly one option. This approach leaves many companies dissatisfied,
 however, because it lowers their ability to leverage core assets and spread organizational 
 learning.5
  Companies that stop short of full autonomy need to decide how to avoid the roots of The Innovator’s Dilemma: the incremental decisions made by middle managers that shape strategies so that they conform to what has been done before,
 even if an alternative approach would yield more growth potential.

Professor Vijay Govindarajan of the Amos Tuck School at Dartmouth has a useful way to frame this challenge. He claims that
 the key for any new growth venture is to borrow selectively from the core business while forgetting old orthodoxies that might inhibit success.6

If you are in a large, well-run company, the temptation to borrow as much as possible will be overwhelming. After all, the
 resources appear to be almost free, and access to them will surely give you a vital leg up over outside entrepreneurs who
 could never dream of accessing such wonderful assets. However, you need to consider carefully the hidden costs that accompany
 those assets. Govindarajan provides the following pointers to help companies decide what they should and shouldn’t borrow:


	Only borrow where you can gain a crucial competitive advantage.

	Never consider incremental cost reductions sufficient justification for borrowing.

	Create links between the core business and the new entity early.

	Avoid sharp conflicts of interest (risk of cannibalization).



Even if companies follow this prescription and carefully borrow only the right elements, senior managers need to act carefully
 to avoid remembering what they are trying to forget.

Managing conflict: Three case studies.

The following case studies describe how three different companies sought to manage actively the conflicts inherent in pursuing
 disruptive strategies inside large organizations.7

The first company was following a new approach that involved working with a wide array of suppliers to bring customized products
 to the marketplace quickly. The strategy was very different from the company’s core business, which entailed working with
 a small number of core suppliers.

In its core business, the company had developed a very rigorous (and lengthy) process to validate whether a given supplier
 met its high standards of quality. That lengthy process worked extremely well when the company was adding another core supplier
 on which it would rely for years. However, the process would cripple the new approach, which depended on rapid, mix-and-match
 customization. By the time a supplier received clearance through the traditional system, a window of opportunity would have
 slammed shut.

With this realization, senior management gave the team “process FastPass” cards modeled on Disney’s popular program allowing
 people to short-circuit long lines for popular rides. As long as the team could provide convincing evidence that using a supplier
 would not get the company in trouble, it could bypass the standard approval process. Fortunately, most of the suppliers in
 question worked with other players in the industry, making it quite easy to pass that litmus test.

Mobile phone giant Motorola applied a similar principle to find success with its ultrathin RAZR phone. Motorola management
 sensed an opportunity to buck industry trends. While competitors at the time were racing to cram more features and functionality
 into mobile phone handsets, Motorola chose to limit features and focus on form, creating the smallest, thinnest phone on the
 market.

Usually, when Motorola planned to develop a new phone, representatives from each of the company’s major geographic regions
 (Europe, Asia, and so on) weighed in on the concept. The regions would request the sorts of features and functions they wanted
 included in the design. Each region would then forecast how many units of the model they thought they could sell. The aggregated
 regional plans would help Motorola then decide whether to invest in introducing the phone.

Thus began a complicated dance. If a development team ignored features that a specific region deemed critical, that region
 would project low sales for the phone. The lowered forecast would make it tougher to get approval to move the project forward.
 Design teams knew they had to appease each of the regions, or their projects would die on the vine. Although this system ensured
 that products reflected some critical in-market feedback provided by the regions, it could force designers to develop compromise
 products that would be acceptable to everyone, yet delightful to no one.

Luckily, Motorola management correctly recognized that it had to buffer the RAZR team if it wanted to introduce a blockbuster
 innovation. Senior management provided “air cover” for the program and team. Management did not hold this program team to
 the strict financial projections required for other programs; it was not even included in the sector’s business plan. Management
 recognized that this product was so different from any of Motorola’s other development projects that it was kept separate
 from the traditional process. As Roger Jellicoe, a director of operations who managed the RAZR development project, said,
 “this was the type of project that the [standard] process was never intended to apply to.”

By removing the project from the normal process, senior management enabled the team to develop a novel product quickly enough
 to delight customers and catch competitors off guard. The RAZR exceeded the company’s total lifetime projections for the product
 in its first three months.

In late 2007, then Motorola CEO Ed Zander reflected on what allowed the RAZR to succeed as a hot product: “It was done by
 30 people in a secret project inside the company—with no customer or carrier input. We could not get any traction or stickiness
 but we took a gamble in July 2004 and announced it. The initial forecast was something like 600,000 for the product and we
 just sold our hundred millionth.”

The RAZR product line was an unquestionable success. However, Motorola’s failure to follow the product line with a stream
 of similarly successful products is one of the reasons its handset division encountered difficulties in 2007. As discussed
 in the next chapter, successfully mastering innovation requires more than a single hit. It requires creating capabilities
 to make innovation and growth systematic.

A third example of how a company addressed internal conflict is how Cisco Systems managed its purchase of Linksys in 2003.
 Cisco paid $500 million for Linksys expressly to access the company’s disruptive business model. Cisco sold high-end equipment
 to corporations; Link-sys sold simple solutions to individuals. Cisco invested heavily in research and development and a high-class
 sales force; Linksys carried out almost no research and development and sold through retail channels. Cisco had gross margins
 of 70 percent; Linksys had gross margins of 40 percent.

After purchasing Linksys, then senior vice president Charlie Gian-carlo had to decide how to handle this new asset that now
 reported to him. Giancarlo appropriately recognized that the worst thing for him to do would be to integrate Linksys tightly
 with Cisco’s core business, because integration might destroy the very capabilities Cisco had acquired. So Giancarlo appointed
 a team of “blockers” to act as a point of interface between the core organization and its new division. That team ensured
 that Linksys received appropriate assets from the core to improve its ability to scale without being subjected to systems
 and structures that might take it off the disruptive course. For example, Cisco did not subject Linksys to its rigorous strategic
 planning process, figuring that going through that process might force Linksys to begin to adhere to Cisco’s traditional decision-making
 rules.

Companies that have successfully managed disruptive acquisitions often follow similar arrangements. For example, when Best
 Buy purchased Geek Squad (see chapter 5), it worked carefully to protect Geek Squad’s culture. As Best Buy CEO Brad Anderson
 described it, “From the beginning we viewed Geek Squad as having acquired Best Buy, not the other way around. This was because
 the company that had to change was Best Buy.”

The companies described in this chapter succeeded by smartly shielding teams from the corporate antibodies that could disarm
 their disruptive strategies. More generally, the following techniques can help companies ensure that disruptive teams avoid
 natural points of conflict:


	Ensure that there is a strong senior champion who can break barriers, arbitrate key differences, generally provide
 significant “air cover,” and serve as a link back to the core when appropriate.

	Use different metrics for success.

	Give the team substantial autonomy with a streamlined reporting structure and control over key resources and decisions.

	Provide FastPasses or other work-arounds that allow teams to avoid processes that have high potential to cause conflict.

	Allow the teams to look outside for resources. Teams that are completely beholden to internal resources have no choice but
 to adhere to the internal rules of the game.

	Appoint a powerful, well-networked leader with multifunctional oversight and decision-making autonomy.



Many of these characteristics resemble what the academic literature calls a “heavyweight team.”8
  This kind of team helps companies break established patterns of behaviors and quickly assemble highly distinctive solutions.
 Significantly, heavyweight teams typically involve fully dedicated team members. Instead of acting as representatives of functional
 departments, team members represent the team. Instead of following standard operating procedures, teams break and redefine
 procedures. This approach is particularly useful when there are high degrees of interdependency between different functions
 and the odds are high that the team will follow an approach that wouldn’t naturally make sense to the core business.

Picking a landing zone for the team.

Finally, companies need to consider where a new venture will ultimately “land.” Sometimes the landing zone is obvious: if
 a team is following a highly disruptive strategy that doesn’t fit any of the core capabilities, it will succeed only as a
 stand-alone business. Sometimes the landing zone is more subtle. While the project may have a disruptive impact on the market,
 it may also naturally fit the processes and priorities of an existing business unit or product group. Or it might become the
 basis of a new family of products that should replace existing ones.

Although it is not necessary to plug a team into its ultimate landing zone immediately, it can be helpful to plan for landing
 early. For instance, consider appointing a senior member of the most likely landing zone to act as a senior champion. Or assess
 what you can do to make your offering relatively “plug compatible” with the ultimate landing zone.

Summary

Managing project teams is one of the most challenging tasks facing a senior manager seeking to create disruptive growth. This
 chapter discussed 
 how companies can overcome two challenges, setting up teams for success and managing the interfaces between the team and the
 organization.

	To overcome the first challenge, companies should



– Create a team charter that spells out the team’s objectives, degrees of freedom, assumptions, and milestones.

– Staff for success by ensuring that managers have attended appropriate “schools of experience” to overcome predictable
 challenges.

	To overcome the second challenge, companies should



– Change the dynamic between senior leaders and project teams, with senior leaders adopting more of a “lean forward,”
 or “problem solving” mind-set.

– Proactively shield teams from corporate capabilities that are a poor match for the needs of the new effort.

Application Exercises


	Look back on your own career. Try to map out the schools of experience you have attended in recent times. What experiences
 should you seek to increase your ability to work on disruptive projects?

	Complete a capability balance sheet for an incumbent firm that failed in the face of disruptive change. Highlight deficiencies
 that made it hard for the incumbent firm to succeed.

	Talk with a colleague about a creative way in which an internal team has overcome an internal barrier.



Tips and Tricks


	If someone says, “Let me play devil’s advocate,” turn the tables by saying, “I know this is a problem. I don’t know
 the answer. What’s your proposal?”

	Be wary of growth strategies that are predicated on asking a partially allocated internal resource to do what doesn’t make
 sense to that resource. In those circumstances, draft the internal resource into the team or ensure that you have the freedom
 not to follow standard operating procedures.

	Avoid picking great executors for new ventures that require experimentation. Managers who perform best in the core
 business of sustaining innovations may be the worst when it comes to creating new ventures.
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PART FOUR

Build Capabilities

Companies seeking to create growth through innovation need more than a single success story. They need to institutionalize innovation in a way that makes the pursuit of growth more repeatable and routine. This section explores how companies can ensure that their internal structures and processes and external interactions support—not thwart— their efforts to create innovative growth businesses. Chapter 9 lays out structures and processes to facilitate the continued creation of new growth initiatives. Finally, chapter 10 describes how to implement a set of innovation-friendly metrics.

“We’ve tried to really separate groups of people whose life is to reinvent or to disrupt the core businesses that are there.”

—Nick Valeriani, president, Office of Strategy and Growth, Johnson & Johnson


CHAPTER 9

Organizing to Innovate

MANY OF THE CASE STUDIES of established companies that have successfully created new growth businesses detail a single success. The companies that
 have gotten it right once or a handful of times—such as ING when it created its rapidly growing ING Direct offering, Motorola
 when it caught the mobile phone market off guard with its ultrathin RAZR phone, and Procter & Gamble when it established whole
 new categories with products such as Swiffer, Febreze, and Crest Whitestrips—surely demand respect and admiration. Managers
 of the success stories know all too well how hard it is to fend off the forces that make the creation of innovation-driven
 growth businesses so very tricky for market-leading incumbents.

The punishing thing about innovation, however, is that the contest never ends. Create a new market, and other companies join
 the race. Parry one threat, and up pops another attacker hungrily eyeing your opportunity space.

Success, then, requires going beyond winning once to developing deep capabilities that allow a company repeatedly to disarm
 disruptive threats and seize new opportunities. To achieve this goal, companies need to organize in ways that maximize their
 ability to leverage individual wins and churn out successful growth businesses year after year.

This chapter describes how companies can build innovation structures that help them address specific innovation challenges
 and surround those structures with appropriate systems and mind-sets.

Create Structures Conducive to Innovation

“Organizing to innovate” is no small task. It goes beyond providing one team with sufficient resources and autonomy to pursue
 a specific idea. It is about creating an environment in which carefully developed teams can reliably examine, prioritize,
 and develop an array of growth opportunities.

It is also important to note that “organizing to innovate” is different from “organizing for R&D.” Innovation goes beyond
 research and development. A properly structured innovation engine considers new business models, creative financing approaches,
 unique partnership strategies, and of course more traditional technology levers.

There are countless ways of organizing to innovate. At one extreme is Procter & Gamble’s FutureWorks division, a fully staffed
 team dedicated to identifying, developing, and seeding new growth platforms for the corporation. At the other extreme, is
 the Learning & Development unit within agrichemical giant Syngenta. The small unit’s goal is to build the innovative and leadership
 qualities of the company’s executives and managers. Large companies often—appropriately—have multiple innovation structures
 working simultaneously.

There is no one-size-fits-all way to organize for innovation. Rather, companies need to ensure that the structures they create
 are appropriate given the innovation challenges they face.

Generally, a specific structure can achieve one of four strategic objectives.


	
Stimulate innovation by broadening awareness and building skills.

	
Shepherd innovation by championing innovation efforts and removing obstacles that would otherwise limit the potential for innovative
 ideas to succeed.

	
Spearhead innovation by providing the resources and environment to take ideas from concept to commercialization.

	
Strengthen innovation and enable growth by building alliances, acquiring capabilities, or investing in innovative efforts outside the
 organization.



The first three objectives relate to innovation structures that exist within an organization. The fourth involves strengthening these and other existing structures through strategic relationships with
 external parties.

The following section discusses each of these strategic actions, explains the circumstances that warrant a particular type
 of structure, and provides sample structures; table 9-1 summarizes these elements.

Training Units and an Advisory Board to Stimulate Innovation

Companies seeking to stimulate innovation typically believe that their organization has the right basic infrastructure to
 commercialize innovative ideas. However, they recognize the need to improve the organization’s ability to spot opportunities
 and develop winning growth businesses. Specific signs that companies need to stimulate innovation include a lack of compelling
 growth ideas and a strongly internal perspective on innovation. To address these challenges, organizations can form training units or advisory boards.

Innovation training units help to build innovation-specific skills and culture. They methodically build the skills and change the mind-set of core
 personnel, thus stimulating internal innovation. Since they are generally outside the organization developing the primary
 product or service, they tend to serve a consultative role within the organization.

A training unit may reside within an established training infrastructure or exist as an autonomous group of specialized, innovation-focused
 resources. Training units should seek to develop company- and industry-specific case studies to help connect innovation concepts
 more closely with managers. While few organizations can cite a litany of disruptive success stories, every company has a few
 case studies that help illustrate the power of the disruptive principles. These training units should also be a link to external
 resources to spot information and tools that could be appropriate for the core organization.

TABLE 9-1

Innovation challenges and structures

“Weak” link in innovation process
 Specific innovation challenges
 Strategic requirement
 Potential structures
 
 
 Identifying opportunities

• Ideas are insufficient to achieve growth goals.

• Most ideas are sustaining.

• No common language of innovation exists.

• External perspective or awareness is limited.

Stimulate innovation

Training organization; external advisory board

Prioritizing and resourcing opportunities

• The organization has a sustaining mind-set.

• Growth ideas lose traction.

• Resources are routinely pulled from growth efforts.

• New growth initiatives are passed up to focus on the core.

Shepherd innovative ideas

Growth council; intrapreneur fund

Shaping and building new businesses

• Sustaining approaches win out over disruptive strategies.

• Disruptive ideas fail to reach their full potential.

• An inability to manage uncertainty foils growth attempts.

• Good ideas routinely fail to become good businesses.

Spearhead new growth businesses

Incubator; autonomous growth group

Launching businesses and leveraging strengths of others

• Ideas flounder due to lack of channel support.

• It is difficult to scale up new ventures.

• A lack of capabilities limits success.

• External alliances and partnerships are underused.

• The organization’s value chain position makes value capture difficult.

Strengthen external innovation efforts

Corporate venturing unit; business development group

Our experience suggests that training units work best when they interact with teams that are actively wrestling with innovation
 challenges. These teams could be project teams seeking to develop and commercialize a new idea or senior leadership teams
 seeking to craft a coherent innovation strategy. Active teams can immediately apply key learning, providing deeper retention
 of core innovation concepts and ensuring lasting impact on the organizational culture.

As already mentioned, Syngenta has a dedicated department to enable managers and teams to develop capabilities. In 2007 it
 created an innovation course to help teams successfully conceptualize and commercialize disruptive growth businesses.

Innovation advisory boards serve as vehicles to expand the organization’s innovation perspective. Typically, advisory boards comprise fewer than ten
 people. These may be outsiders—consultants, customers, suppliers, academics, or other thought leaders—as well as a handful
 of key internal representatives. An ideal advisory board includes representatives that can provide input into the full range
 of innovation levers— business models, management approaches, and technology—making it distinctly different from groups commonly
 formed as a means to enhance R&D. Advisory boards tend to interact with companies in a relatively unstructured way, enabling
 idea sharing and open dialogue.

Infineum, a multibillion dollar joint venture between ExxonMobil and Shell, created a small advisory board in 2007 to help
 it tap into external trends. The board includes the CEO and leaders from the unit’s technology, intellectual property, supply
 chain, and human resources functions, as well as external advisers. The board has a semistructured dialogue with leaders of
 Infineum’s growth initiatives on a quarterly basis.

Sometimes the board can comprise internal representatives from other parts of the company. The board can then be a mechanism
 for sharing proprietary information and can have much more direct management and accountability. This approach brings new
 perspective, because it draws senior managers from other parts of the business into the innovation process.

Growth Councils and Intrapreneur Funds to Shepherd Innovation

Companies whose internal innovators tend to get “stuck” can create structures that champion innovation efforts and remove
 obstacles that would otherwise limit the potential for innovative ideas to succeed. The two “shepherding” structures described
 here—growth councils and intrapreneur funds—help nurture or safeguard innovation efforts while still requiring the rank and file to drive individual efforts. These structures
 are typically required when growth ideas lose traction in an organization, or when growth initiatives are passed up to focus
 on the core.

Growth councils bring together a subset of senior leaders from across the company to develop a unified view of the organization’s innovation
 priorities. Typically, growth councils identify areas of strategic interest to the company, vet and prioritize all early-stage ideas, and actively shepherd disruptive ideas through the innovation process.

Growth councils comprise primarily internal representatives. We suggest that companies resist the temptation to involve all senior leaders on the growth council. If the council is a mirror image of core structures, meetings will begin to look and
 sound like the core leadership meetings. Council members need to share a disruptive mind-set and check their core business
 roles at the door. This approach offers a lighter touch than some of the other structures. Although the council reviews all
 ideas, allocates resources to ideas, and follows ideas throughout their life cycles, it is not involved in the day-to-day
 management of any specific initiative.

At General Electric, CEO Jeff Immelt created the Commercial Council, a team of approximately twelve of the company’s senior
 executives. The council holds monthly conference calls and quarterly meetings to discuss, prioritize, and allocate resources
 to innovation proposals and growth strategies put forward by its business leaders.

Intrapreneur funds play a more active role than growth councils, doling out money, providing “air cover,” and assigning management resources
 to disruptive projects. Generally, senior management sets aside a pool of funding to be allocated by a small board of internal
 and external representatives. Teams within the organization then propose ideas that don’t fit within standard operating procedures.
 Ideas can be either unsolicited or responses to specific organizational challenges issued by the fund’s management committee.

Projects that receive funding often receive support from talented project managers who can act as temporary CEOs for fund-supported
 ventures. Intrapreneur funds expose members of the core organization to innovation concepts and thus help build an entrepreneurial
 spirit while providing a valuable training ground for those who take the initiative to bring ideas forward.

In early 2006, Scripps Newspapers SVP Mark Contreras allocated more than $1 million to create a fund for proposals that wouldn’t
 naturally fit the core operations of the company’s newspaper properties. Contreras appointed Bob Benz, then general manager
 of Interactive for Scripps Newspapers, to oversee the fund, which is now governed by Contreras, three other Scripps representatives,
 and three outsiders (a former Apple executive, a former Intel executive, and a representative from Innosight).

The fund meets regularly to evaluate new ideas and review the progress of ideas it has funded. Initial investments are as
 low as $5,000. As of October 2007 the fund had evaluated close to one hundred proposals, funded around fifteen, and had four
 businesses with real growth potential.

As Benz described it in 2006, “These investments aren’t big bets. They’re small disbursements designed to test key assumptions
 in the ideas that are being submitted . . . If we fail, we want to make sure everyone learns from our missteps. And when we
 succeed, we want to ensure that all of our papers can leverage that success . . . We don’t think we have all the answers,
 not by a long shot. But we believe we’re heading in the right direction.”1

Incubators and Growth Groups to Spearhead Innovation

Sometimes funding and oversight efforts aren’t sufficient to produce adequate results. When companies find that good ideas
 don’t turn into good businesses, or that sustaining ideas regularly win out over disruptive ideas, they should consider allocating
 specific resources to spearhead innovation.

One approach is to form a dedicated incubator group, a cross-functional, fully dedicated team that takes a rough idea and spends a brief period of time (four to eight weeks)
 turning it into something bigger and better. The theory behind incubators is that once disruptive ideas have received a focused
 push, they can be reabsorbed into core innovation processes.

An ideal incubator team incorporates a unique set of skills that spans business development, marketing, strategy, and technology
 know-how. 
 These teams generally receive support from key functional areas on an as-needed basis. All the full-time team members must
 have the ability to deal with uncertainty, pursue creative problem solving, and overcome setbacks.

Finding people with the right schools of experience to populate the roles in an incubator is no easy task, and organizations
 must often look to outside hires to develop this type of internal special team. Generally, members of this type of growth
 unit take on the “incubator role” for eighteen months to two years and apply their specialized skills to a multitude of projects.

Oil and gas giant Shell created a program called “GameChanger” to help it proactively foster or promote extraordinary ideas.
 In launching the program, the company acknowledged “that a rich vein of innovative ideas runs through Shell Chemicals, but
 that new ways are needed to surface these ideas, take account of external influences, and provide appropriate, staged financing
 for their development.” This unit strives to develop real businesses. It is designed specifically to enable Shell to pursue
 opportunities that are “outside and between” the company’s existing lines of enterprise by following a process “outside the
 constraints and priorities of Shell’s day-to-day business.”2

Autonomous growth groups involve a higher level of business-building capability than that of incubators. A typical growth group’s strategic mission
 is to commercialize new growth initiatives. Its role generally involves both proactive identification and development of noncore
 business concepts, as well as reactive efforts to explore concepts the core business is interested in but wouldn’t prioritize
 in the near-term.

Growth groups typically have a secure budget and decision-making autonomy. They maintain a small staff of entrepreneurial
 generalists and tap the talent pool of the core on an ad hoc basis through rotational programs. These rotational programs
 allow the innovative energy of the growth group to spill back into the main organization. Some groups tap into partially allocated
 functional experts (e.g., financial, regulatory, legal) from the main organization, while others consciously avoid touching
 the core in any way.

Dow Chemical is an example of a company that has dedicated an autonomous group to creating new growth businesses. The group
 identifies 
 and develops noncore business concepts and responds to requests from the main organization to explore concepts outside the
 core’s comfort zone. It has a small group of fully committed innovation generalists, supplemented by other high-potential
 leaders who rotate in from the core business to spend a year or more working with the group. The group then relies on partial
 allocation of functional experts from the main organization.

The team’s dedicated budget allows it to iterate solutions quickly toward success, test ideas in the market, and build paths
 to commercialization. Once a business concept has taken root, the growth group can pass the concept back to the core business
 or seek additional resources from the CEO to ramp up the business.

In 2003 Motorola launched an internal group focused on technology commercialization and new business growth called the Early
 Stage Accelerator (ESA). The group’s mission is to drive specific emerging growth opportunities via internal development and
 external alliances. A small group of senior staff manages the operations and provides milestone-based funding for select innovation
 projects. The ESA infuses these projects with “Business IQ” through market and strategic analysis, intellectual property evaluation,
 business plan creation, and ecosystem development. An active “board of directors” for each project provides oversight and
 guidance focusing on “derisking” projects and guiding them to maturity.

ESA members use tools and concepts described in this book to identify key risk areas and build projects to mitigate those
 risks. Ideas either “graduate” to established Motorola business units or exit Motorola in an appropriate way (for example,
 licensing the technology to others or spinning it out). ESA project types include creating new business opportunities, spearheading
 cross-business efforts, further developing licensable intellectual property, and accelerating technology commercialization.

One example of an ESA project is Canopy, a wireless broadband innovation incubated in Motorola Labs and the ESA over a ten-year
 period. The ESA helped develop prototypes for field trials and build a go-to-market team. Assistance during this essential
 last step of the commercialization process helped this technology achieve broader market exposure. 
 It grew to become the ultimate basis of Motorola’s portfolio of WiMAX (a high-speed wireless broadband technology) offerings.

Corporate Venturing and Business Development Groups to Strengthen Innovation

Companies attempting to innovate should not, and typically cannot, succeed in isolation. Even the most innovative idea will
 not become a great business if it does not have the support of suppliers and the collaboration of channel, alliance, or technology
 licensing partners.

To this end, the final two structures provide a means for companies to strengthen their external environment for innovation.
 Companies that adopt these approaches either are looking for ways to augment internal efforts without distracting the core
 or recognize that they must gain new skills or pursue collaboration with other companies in order to succeed. They are aiming
 to leverage others’ strengths, while offering some of theirs, to create value for both partner companies. Further, they may
 also see that the success generated by their innovative efforts will benefit their partners, thus offering a potential investment
 opportunity to share in the value they are creating.

Corporate venture investing units seek ideas, intellectual property, or growth opportunities that do not or could not emerge within the confines of the
 core. They also provide investment funding to complement commercial alliance relationships. In this capacity they may invest
 directly in an outside enterprise, partner with independent venture capitalists, or seek alignment with other private investors.
 They may invest either in companies that already have a commercial relationship with the parent company or in those with potential
 to become a commercial partner or possible acquisition target.

The motivations behind this involvement are at times solely financial. However, history suggests that corporations that take
 a purely financial approach may lack the patience to achieve positive returns. Overall, most experts agree that the best approach
 to corporate venturing involves seeking opportunities that promise both financial and strategic returns.3

In this context, a corporate venture unit can enhance an organization’s overall innovation efforts in several ways:


	Involvement in the venture community provides early awareness of new ideas, technologies, and business strategies that
 can directly or indirectly influence the innovation strategy of the core.

	Co-investment strategies and more formal partnerships with other financiers enable risk sharing in endeavors with significant
 upside potential but limited certainty.

	Corporate venture support of businesses that drive, or benefit from, the activities of the core enterprise can boost
 demand for the core’s offering, or enable participation in more lucrative links of the value chain that would otherwise be
 out of scope for the core.



Companies such as Hewlett-Packard, Philips, Hearst, Motorola, and Intel operate some of the best-known corporate venture units.
 Intel Capital in particular stands out as a venture unit that has exploited the full range of strategic benefits offered by
 this innovation structure. Since its inception in 1991, Intel Capital has invested in excess of $6 billion in more than one
 thousand companies.4
  With successful exits from investments in companies such as Clearwire, VMware, LANDesk, and Groove Networks—to name only
 a few—it is clear that the organization has met general profitability goals. Intel Capital’s mission statement clearly describes
 its quest for both financial and strategic goals: “Intel Capital seeks out and invests in promising technology companies worldwide.
 We focus on both established and new technologies that help to develop industry standard solutions, drive global Internet
 growth, facilitate new usage models, and advance the computing and communications platforms.”5

Essential to this approach is the implicit objective of boosting demand for Intel’s primary offering (microprocessors) and
 paving the way for broad adoption of Intel’s technologies by driving computer usage and the development of standards.

Corporate or divisional business development units can play a multifaceted role in strengthening an organization’s innovation efforts. Typically 
 staffed with a strong team of strategists and financial analysts, these units work in close collaboration with line executives
 to develop and structure an array of relationships that increase the chances of innovative success in a number of ways:


	They identify and facilitate acquisitions of companies with core skills, technological know-how, or relationships that
 can accelerate the enterprise’s efforts to innovate. For example, Cisco Systems has made more than one hundred acquisitions
 to strengthen existing products and extend into new categories.

	They structure joint ventures and alliances that leverage partner companies’ respective strengths, enable risk sharing,
 ensure strategic supply agreements, or lock in exclusive distribution contracts.

	They work to create “market ecosystems” that foster adoption of the company’s offerings and/or encourage the development
 of complementary products that stimulate further demand.

	They pursue technology agreements or licensing deals (with legal support) that secure intellectual property and provide
 differentiable competitive advantage.



Although this list is not exhaustive, the value of a strong business development unit cannot be overstated. As an example,
 Symbian Ltd., a U.K.-based software company, was founded in 1998 as a joint venture among major players in the mobile phone
 handset industry. The initial goal of the business was to provide an alternative operating system to run on mobile phones.
 Over the years, both the company’s investors and licensees and the business’s product strategy have evolved, but Symbian has
 emerged as a key player in the mobile phone software operating system market. Through collaboration, the participating companies
 were able to create a business entity to drive innovation in mobile phone software that would have been extremely difficult,
 if not impossible, for them to create individually.

Similarly, mobile phone manufacturers rely on an extensive group of application developers to provide key enablers for phones.
 The games, Web browsers, messaging applications, and other key technologies in 
 most mobile phones are usually developed by third parties from whom the phone manufacturers have licensed the technology.
 Business development units frequently select appropriate partners, negotiate agreements, and manage relationships with a large
 network of companies to complement the innovation capabilities of the core development teams.

Procter & Gamble: Multiple Structures in Action

Companies need not choose a single structure. Consumer packaged goods titan Procter & Gamble effectively employs multiple
 structures simultaneously. At the corporate level, FutureWorks, its autonomous growth group dedicated to “building tomorrow’s brands,” taps into a host of P&G initiatives aimed at gathering external ideas and viewpoints
 and strives to maintain a full pipeline of new products.

Within its business units, P&G organizes new business development groups to incubate new ideas. In 2005 the company set up a training unit in the form of a small team of “guides” to work with project teams working on disruptive ideas. Senior executives manage
 a “Corporate Innovation Fund” that acts as an intrapreneur’s fund for ideas that don’t fit the normal prioritization process. Finally, many of its core brands have external advisory committees to stay abreast of key scientific developments.

This diverse array of innovation structures gives P&G great flexibility in ensuring that great ideas do not fall through the
 cracks, while also building the organization’s innovative capabilities.

Assess the Innovation Environment to Determine Intensity of Action

One natural question senior executives ask about implementing innovation structures is the required intensity of the effort.
 Do they need to allocate a large number of resources, or will just a few be sufficient? Do senior executives need to get actively
 involved, or is an arm’s-length approach appropriate?

Assessing your internal and external environment provides a useful starting point to address these and related issues. Begin
 by asking the following questions about your external environment:


	Is your industry nascent or mature?6
  Generally speaking, innovation comes more naturally to companies in nascent industries, although companies like CEMEX in
 cement and Dow Corning in silicones have shown how innovation can thrive in seemingly mature businesses.

	Is the pace of innovation in your industry slow or fast? If innovation happens slowly, you can allow teams to take
 more time to develop their proposals and formulate strategies. If innovation happens rapidly and you are behind the curve,
 your organizational structure will need to have a reasonable impact quickly.

	Is asset intensity low or high? Industries with high asset intensity often require more hands-on management up and
 down the organizational hierarchy, because the risk involved in any particular effort is significant.



Next, assess the internal environment:


	Can innovation be isolated to particular departments or groups (individual managers can “do it themselves”), or does
 it require careful coordination across multiple parts of the organization? The more innovation efforts are dispersed throughout
 the company, the more coordination is required.

	Is the culture open to innovation, or myopic in its view of innovation? The less natural innovation feels to the organization,
 the more involved managers need to be in developing innovative strategies.

	Are there a high number of innovation-minded managers in your organization, or are the innovators few and far between?
 The less innovation-oriented talent there is, the more well-qualified leaders must actively drive innovation efforts.



Hands-on involvement is required when the industry is mature, the pace of change is slow, and the asset intensity is high,
 when innovation requires coordination, when innovation is a foreign concept, and when a company contains few natural innovators.

The answers to these questions simplify complex situations and provide helpful direction on the selection, governance, and
 operation of appropriate innovation structures. Use the simple scoring sheet in tool 9-1 to determine how best to manage the
 innovation structures required to help your organization achieve its growth goals. Remember, the more demanding an organization’s
 innovation environment, the more innovation efforts typically require greater resource allocation, more structured approaches,
 and greater organizational autonomy.

TOOL 9-1

Application exercise: Assessing your innovation environment

Instructions

Select the box that mostclosely represents your company’s situation. Add five points for each choice you make in the left-hand column. Subtract five points for each choice you make in the right-hand column. Use the scoring ranges to assess the implications.



Keys to Creating Successful Decision-Making Bodies

Many of the structures described earlier feature a small group of senior managers reviewing ideas and allocating resources.
 Whether the group is called a board, a council, a leadership team, or a fund management committee, a few general principles
 can help to ensure its successful operation:


	
Make it easy to get a hearing. Don’t make it difficult for people to suggest ideas, or they never will. Design an approach that promotes the submission
 of rough ideas that the board can help shape.

	
Stage investment. Don’t flood ideas with capital. Instead, give teams a small amount of money to test key assumptions. Step up investment as
 they learn more and reshape their strategy to increase their chances of success. Remember the curse of too much capital: overinvestment
 can allow teams to run fast and hard in the wrong direction.

	
Involve outsiders. Innovation almost always comes at the intersections, when people pick up and look at ideas from different perspectives. Outsiders
 can help you shape ideas in unexpected ways. Consider bringing in outside industry experts, perhaps entrepreneurs 
 or professors, whose “schools of experience” help them identify successful growth strategies.

	
Know what you are looking for. It is critical to build broad consensus about what a “good” idea is and communicate that broadly. Some groups use three-item
 checklists, others use sophisticated screening tools. Regardless of the mechanism, make sure that the decision-making body
 is looking at things the same way and that those who submit ideas thoroughly understand the evaluation criteria.

	
Make it a pleasant experience. Funding boards shouldn’t seek to tear apart ideas or undermine the managers who submitted ideas. Even the seemingly worst
 ideas deserve constructive feedback, because it is entirely possible that they contain a nugget of brilliance that can be
 reshaped into a powerful growth business.



Other Supporting Systems and Mind-sets

Even the best innovation structures can fail to drive innovation if not supported by other systems and mind-sets. Companies
 that successfully generate this environment develop tools that are appropriate for innovative businesses, share a common language
 of innovation, draw on substantial external input, and create policies and reward systems that encourage people to take managed
 risks on the path to innovative growth.

Appropriate Tools

Companies that excel at running their core business often find that tools designed to manage core or sustaining innovations
 can stand in the way of successfully creating noncore or disruptive growth initiatives.

The problem is as much use and interpretation as it is the tool itself. After all, the intent of most tools in core operations
 is to manage allocation of resources and gain internal alignment. Precise tools help companies make sure they move the right
 projects forward, manage their supply 
 chain appropriately, allocate internal resources at the right rate, and develop a winning relationship with key channel partners.

True innovation is necessarily imprecise, particularly in the early stages. Tools that force precision too soon can cut off
 great opportunities, or compel innovators to move in more sustaining directions to make the numbers look big enough to be
 interesting.

Companies whose existing tool kit proves inadequate for the creation of new growth businesses have two choices. The first
 is to change the tools they use. Instead of feeding results from a large-scale survey into a ten-year forecast, they can use
 qualitative data to estimate how passionate customers are about an idea. Rather than surveying a consumer’s willingness to
 purchase a product, they can conduct a transactional test in which consumers actually have to buy and use a product. The second
 option is to use existing tools in different ways. For example, instead of producing a point estimate of volume and net present
 value, companies can develop scenarios or create ranges for alternative scenarios. This approach can be difficult for senior
 managers who are trained to look for “the number,” but it is a more realistic estimate of an idea’s potential.

A Common Language

Succeeding in disruptive innovation requires taking action that many corporate managers find at best unfamiliar and at worst
 antithetical. Our experience suggests that a common language helps companies avoid some of the many mind-set traps that make
 achieving disruption difficult, such as pursuing perfection when “good enough” would be sufficient, overestimating knowledge
 of new markets, and making big bets when a small start is more appropriate.

Both senior and middle managers need to overcome these mind-sets. Because they make many of the day-to-day decisions in a
 company, well-intentioned middle managers who do what they have always done may default to core behavior when fresh thinking
 is required. A senior manager who doesn’t “get it” can destroy a highly innovative approach by asking the wrong questions
 at the wrong time. A common language of innovation can help companies avoid these pitfalls.

If you are charged with driving culture change and building this common language in your organization, consider one of the
 following options:


	
Develop specific training modules. We’ve found three distinct types of training modules that help people learn the core disruptive models. One type of module
 lays a foundation of common principles. The second type builds project-specific skills (for example, running low-cost pilots).
 The third develops leadership-specific skills (for example, dealing with uncertainty).

	
Create supporting material. Simple guides—one-page tip sheets, wallet cards, or glossaries—can help to reinforce an emerging common language. Best-practice
 guides can help project teams and leaders deal with predictable issues. Consider creating Webcasts or Podcasts to make it
 easy for managers to absorb the material.

	
Develop a network of internal innovators. Every organization contains individuals who have succeeded in overcoming some of the common challenges of innovation, either
 within the organization or in their prior work experience. Simple directories that point innovators toward internal resources
 can be very helpful.

	
Run idea-generation sessions with a cross-functional group of managers. These kinds of sessions can effectively engage groups on the subject of innovation. They tend to work best if a specific
 topic or theme informs the discussion. One approach is to poll group members beforehand to find three or four problems they
 are facing that are screaming for innovative solutions. The session itself can then balance the basic teaching of principles
 with opportunities for application and discussion. Simple discussion questions such as “What does innovation mean to you?,”
 “Where do we have opportunities for innovation?,” and “What capabilities or disabilities position us to seize or miss opportunities
 for innovation?” can be great ways to guide the discussion.



This book’s foreword described how a common language was at the core of Intel’s successful efforts to develop the disruptive
 Celeron processor. Similarly, to formalize their innovation priorities and the skills 
 required to deliver based on them, General Electric has incorporated its view of the leadership traits of innovators into
 its Crotonville leadership training curriculum.

While efforts to build a common language don’t provide an immediate return on investment, they are a critical piece of the
 innovative organization.

Seek Extensive External Insight

In the past few years, companies have begun to realize the real power of what Haas School of Business Professor Henry Chesbrough
 calls “open innovation.”7
  Again, P&G is an instructive example. Historically, the company had a reputation for being highly insular, yet several years
 ago CEO A. G. Lafley set out a stark challenge: by 2010 at least 50 percent of the company’s innovations should involve some
 form of outside connection. The company augmented its research and development capability with the ability to “Connect & Develop.”
 As noted in a 2006 Harvard Business Review article, it began shifting its attitude “from resistance to innovations ‘not invented here’ to enthusiasm for those ‘proudly
 found elsewhere.’”8

Generally speaking, companies should involve external perspectives deeply in the innovation process. They should have well-defined
 ways to interact routinely and repeatedly with their core customers, learn from noncustomers, monitor ongoing industry experiments,
 scan for emerging technologies, and learn from other industries. Setting up regular ways to draw on these kinds of external
 stimuli (including some of the mechanisms described earlier) can expose opportunities for innovation that were previously
 invisible.

Develop Enabling Human Resources Policies

Finally, companies must consider redesigning their policies, incentives, and development paths to make them innovation-friendly.
 As noted in chapter 8, companies must be willing to look outside for talent. Getting incentives for innovation right is clearly
 a large hurdle for an established company as well. A start-up company can issue equity that allows managers 
 to share in a venture’s upside potential, but following the same approach inside an established company requires some creativity.
 Companies need to find a way to link managed risk taking with pay structures, bonuses, recognition, and/or career progression.
 It is unlikely that an “intrapreneur” will have the pure upside of an entrepreneur, but that difference is appropriate, as
 there is also significantly lower downside risk. Despite the attention showered on the success stories, the vast majority
 of new ventures fail. If an internal venture fails, managers can easily move to another position instead of having to search
 for an entirely new job.

Also consider creating development paths that make it attractive for high-potential employees to spend time working on promising
 growth initiatives. Working on risky ventures can be a great proving ground for emerging leaders, because many of the challenges
 the venture will face will be general management issues.

As you develop human resources structures that will enable your organization to achieve its innovation goals, consider the
 incentive and learning value offered by rotation programs. Creating the possibility for high-potential employees or business
 unit members with relevant knowledge to participate in innovative growth initiatives can provide them with exposure to new
 ways of problem solving and new decision-making challenges. At a minimum, their experience working on such initiatives will
 provide them with a rich store of learning to bring back to their core area after their term of participation. And you might
 just create the leaders of your next new core business.

Summary


	Companies seeking to build deep innovation capabilities need to create structures and systems that make the pursuit
 of growth more repeatable.

	To determine the innovation structure that is right for you, determine whether your circumstances warrant structures
 to stimulate innovative thinking, shepherd innovative ideas, spearhead the creation of new growth businesses, or strengthen
 innovation efforts.

	Work to create appropriate tools, build a common language of innovation, involve external perspectives, and ensure that human
 resources policies are aligned with innovation.



Application Exercises


	Analyze organizational approaches used by competitors in your industry. Do they differ from yours? How?

	Ask five colleagues whether they have ever submitted an idea to some kind of internal repository. If they did, ask
 what happened. If they didn’t, ask why not.

	Call two investors (venture capitalists, angel investors, private equity investors), two entrepreneurs, two lead suppliers,
 and two lead customers in your industry to solicit their input on interesting developments worth tracking; consider inviting
 some of them to serve on an advisory board.



Tips and Tricks


	Start small. Creating change in large diverse organizations, particularly to enhance managed risk taking and pursue
 new ways to drive growth, is a very challenging task. Further, assembling an effective innovation team that can manage the
 full breadth of likely innovation initiatives is quite difficult and can take some time to get right.

	Innovate the approach. It takes any new group several interactions to hit its rhythm. Be willing to change your approach
 as you figure out what does and doesn’t work.
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CHAPTER 10

Innovation Metrics

MORE THAN TWO DECADES AGO, management guru Tom Peters penned an editorial titled, “What Gets Measured Gets Done.” Indeed, one of the findings from the
 research that Peters summarized in his 1982 business classic In Search of Excellence is that excellent firms use measurements and metrics to make sure that people spend time on the things that really matter.1

The theory is simple. A senior manager hoping to influence behavior has no stronger lever than his or her choice of measures.
 Measures serve as tangible guideposts that help middle and junior managers make the critical on-the-ground resource allocation
 decisions that—more than any senior management fiat—ultimately determine a company’s innovation strategy.

The challenge for companies seeking to improve their ability to create growth through innovation is that the metrics many
 companies use to measure innovation run a high risk of actually leading companies in the wrong direction. Even if companies
 select the right metrics, they often fail to tie critical metrics to promotion and compensation—and then wonder why people
 don’t make innovation a high priority.

To address these issues, this chapter describes key measurement traps, spells out fifteen potential innovation metrics that
 companies can use, and provides tips for executives seeking to start implementing their own set of innovation metrics.2

Measurement Traps

Applying metrics to innovation is admittedly difficult because innovation is a complicated, diffuse activity. Even metrics
 that seem to make sense can actually lead to behavior that is antithetical to the long-term pursuit of profitable growth.

Consider a company that tracks its total investment in innovation. Makes sense, right? After all, you can’t innovate if you
 don’t invest. However, simply measuring total investment in innovation can lead companies to fall into a classic innovation
 booby trap: cursing projects by allocating too much capital. Remember, sometimes the worst thing to do is to spend too much
 money on innovation. Companies seeking to “prove” they are serious by making big splashes can end up investing in a flawed
 strategy, getting badly burned, and never recovering.

More generally, companies should be mindful of three measurement traps: a set of metrics that is too short, metrics that funnel
 activities toward low-risk (and low-reward) activities, and bias toward inputs over outputs.

Measurement Trap 1: Too Short a List of Metrics

Many companies fixate on a single innovation metric. For example, some companies try to calculate the return on their innovation
 activities. While this metric can be quite useful, on its own it can lead companies inadvertently to prioritize measurable markets over difficult-to-measure but higher-potential markets.

We have not yet seen the one magic metric that measures the right target and aligns incentives appropriately. The reason for
 its absence is that companies that are good at innovation master the ability to introduce different types of innovation. They also recognize that obtaining good innovation outputs requires tracking the right inputs and the right processes. Single-minded metrics can lead to setting the wrong priorities.

Measurement Trap 2: Encouraging Sustaining Behavior

Many metrics implicitly or explicitly encourage companies to focus too much on close-to-the-core sustaining innovations that
 promise at best 
 incremental returns. These incremental innovations are not bad, but they are insufficient for companies seeking to create
 substantial growth.

For example, one popular metric is the percentage of revenues derived from new products. It seems sensible. After all, the
 intent of innovation is to create something new that has material impact, and this metric ensures that innovations lead to
 real results.

Imagine, though, that you are a product manager at a company that makes toothpaste. You know that moving the needle of this
 metric increases your year-end bonus. You have a choice between working on raspberry-flavored toothpaste, every unit of which
 you sell will replace a unit of another flavored toothpaste, and investing to create a new teeth-enhancement category that
 will take five to seven years to mature. What are you going to do?

Companies that focus on the percentage of revenues from recently launched products have to watch carefully to ensure that
 they don’t subtly encourage very close-to-the-core, low-risk innovations.

Measurement Trap 3: Focusing on Inputs over Outputs

Ultimately, the goal of any company’s innovation efforts is to create profitable growth. Companies that track only input-related
 metrics run the risk of having resources (particularly scientific ones) work on interesting but ultimately low-impact projects.

As a simple example of the limits of focusing on input-related measures, consider a 2006 study that highlighted the companies
 with the largest R&D budgets.3
  Leading the pack in the United States was Ford, which—its advertising notwithstanding—isn’t on anyone’s short list of innovative
 companies.

Similarly, technology-focused companies carefully track the number of patents awarded to their scientists. IBM proudly touts
 the fact that it obtains more patents than any other company. It should be proud of that fact. Patents can be a source of
 competitive advantage. They can indicate that a technological community is on top of its game. But patents for patents’ sake
 can be a waste of time. Remember, there is a marked difference between invention and innovation. To put it simply, output
 matters.

Suggested Metrics

Organizations such as the Boston Consulting Group that have studied innovation metrics suggest using a balanced mix of metrics
 to assess a company’s innovation-related activities.4
  We agree. The metrics described here come in three categories: input-focused, process-focused, and output-focused. Implicit
 in these metrics are many of the concepts discussed in this book, such as encouraging a balanced innovation portfolio, fostering
 iteration and learning, ensuring that there are dedicated resources for innovation, and so on.

Input-Related Measures


	
Financial resources dedicated to innovation. Although in isolation this variable can be dangerous, innovation requires real commitment of resources. One caveat: a company
 just starting to focus on innovation shouldn’t apportion a huge budget to innovation. A company following this approach can
 fall prey to the trap of the “big bet.” Beginning the innovation journey need not be expensive. In fact, limiting funding
 may be exactly the right thing to do. Scarce resources can force teams to zero in quickly on critical assumptions; find cheap
 ways to test those assumptions; and develop lean, flexible structures. So start with “just enough” and add more.

	
Human resources focused on innovation. This metric ensures dedicated time for people to spend on innovation activities. In many companies, the really scarce resource
 is not money, but time. Core operations often squeeze out capacity that might be available for other activities. Ensuring
 that people spend a substantial portion of their time on innovation can help innovation efforts to progress.

	
Separate, protected resources for noncore innovations. The previous two metrics ensure that the company generally allocates resources to innovation. But it’s also important for some of those resources to be applied specifically to noncore
 innovations and as 
 such to be fiercely protected, even when times get bad. Companies that put all of their innovation resources into a single
 pot often find that low-risk (but lower-return) core initiatives crowd out potentially higher-risk, longer-term investments
 with greater growth potential. Kennametal, a $2.4 billion manufacturer of metal-cutting tools and mining equipment, established
 a centralized breakthrough technology group to focus solely on long-term innovations. The group evaluates new technologies,
 new markets, and new ways for the company to bring significant game-changing innovations to existing markets.5


	
Senior management time invested in new growth innovation. If senior management is serious about creating new growth, it has to demonstrate its commitment by allocating personal time
 toward innovation. The innovations that are most different from core initiatives require careful maintenance and nurturing
 by senior management.

	
Number of patents filed. Again, on its own this measure (or an equivalent for nontechnology companies) can be quite meaningless. But combined with
 other metrics, it can be an important interim measure that ensures a constant effort to develop new technology.



Process-Related and Oversight-Related Metrics


	
Process speed. An ideal innovation process quickly moves ideas from conception to critical decision points. That decision point might not
 always be market launch; it might be a decision to kill a project or enter a trial market. A target for this metric obviously
 is industry-specific—some industries can move from the sketchpad to a test market in a matter of weeks, whereas others require
 years of scientific work to create a meaningful prototype.

	
Breadth of idea-generation process. Senior management does not have an exclusive license to develop good ideas. In fact, the best ideas often originate from
 people who are close to markets, such 
 as sales representatives. For example, Starbucks encourages its baristas to pass on customers’ ideas for new products and
 services to corporate headquarters. A good idea-generation process seeks ideas far and wide—from customers, channel partners,
 even competitors. Measuring the percentage of ideas that come from outside the company is a good proxy for the breadth of
 the idea-generation process. For example, as noted in chapter 9, in 2004 Procter & Gamble announced that it hoped 50 percent
 of its ideas would come from outside the company by 2010.6


	
Innovation portfolio balance. A good innovation portfolio is a balanced one. Balance can exist along multiple dimensions, among them the stage of development,
 the target domain, and the degree of risk. Clorox ensures that investments are balanced in diverse areas, ranging from introduction
 of line extensions to creation of new categories, by classifying its projects into three categories (sustaining, breakout,
 and disruptive) and investing accordingly.

	
Current growth gap. Chapter 1 noted that it is important for a CEO to calculate the gap between the company’s strategic objectives and the expected
 outcomes from its innovation investments. It may be useful to update this figure on a regular basis. Remember, the results
 of the analysis must be reasonably risk-adjusted; if success is defined as having every innovation project meet optimistic
 projections, a company should think about developing more (or different) projects.

	
Distinct processes, tools, and metrics for different types of opportunities. Ideas can look different through different lenses. Tools that help screen and shape core initiatives can unintentionally
 weed out great—but different—ideas. A company’s core stage-gate process can ruthlessly reshape even the most novel idea to
 resemble what a company has done before. This metric ensures that a company has different screens, tools, and metrics for
 different types of innovation. For example, IBM classifies opportunities by time to market and risk level and applies distinct
 innovation processes to distinct opportunities.



Output-Related Metrics


	
Number of new products or services launched. Clearly, a well-oiled innovation machine should produce tangible output. Tracking the number of outputs ensures that the
 engine is running appropriately.

	
Percentage of revenues in core categories from new products. As previously mentioned, in isolation this metric can unintentionally encourage needless line extensions. Coupled with other
 metrics, however, it can ensure that a company has appropriately seized the close-to-the-core opportunities that are critical
 to growth.

	
Percentage of profits from new customers (or occasions). New growth innovations should create legitimately new growth. This metric tracks the percentage of profits that come from
 new customers or new usage occasions. Why profits? An important innovation lever is the business model (see chapter 5). Focusing
 on profits gives innovators the freedom to tinker with the profit formula, charging lower prices but selling greater volumes
 or actually charging higher prices and earning more attractive margins.

	
Percentage of profits from new categories. Not only should innovative companies be able to reach new customers or new usage occasions; they should be able to create
 (or play in) entirely new categories that did not exist several years ago. This metric forces innovators to look beyond today’s
 business to spot innovative opportunities, remembering that most successful growth businesses will start a step or two away
 from the core.

	
Return on innovation investment. Return on investment too can be a dangerous metric in isolation, forcing innovators to make conservative bets that promise
 at best modest returns a higher priority than riskier, but potentially more lucrative, propositions. (Net present value, which
 doesn’t suffer from this sizing problem, has its own complement of issues.) Nonetheless, companies shouldn’t fritter away
 innovation resources on activities that don’t demonstrate returns.7




Advice for Senior Executives

Implementing innovation metrics is not a trivial task. We have the following pieces of advice for senior management seeking
 to create and use innovation metrics:


	
Focus, focus, focus. In his classic parable Animal Farm, George Orwell wrote, “All animals are equal, but some are more equal than others.” The same is true of innovation metrics.
 All the metrics described earlier matter, but some matter more. Furthermore, what matters depends sharply on a company’s circumstances,
 capabilities, and strategic objectives.
 To determine the metrics that should be on every executive’s dashboard, a company needs to come to a consensus with regard
 to its innovation strategy and identify the company-specific barriers that inhibit its ability to create growth through innovation.
 Attempting to calculate the growth gap, while difficult, can be a very useful input into this process.

For example, one technology company estimated that it needed to generate roughly $500 million in revenue to plug a gap in
 its five-year strategic plan. That understanding helped the company determine how much emphasis to put on its innovation efforts.
 Furthermore, the analysis highlighted the need to encourage diverse business units to collaborate and adopt new business models
 to help formulate company-specific metrics that would track progress against the company’s innovation strategy.

Furthermore, no one manager should feel responsible for delivering against a dozen different metrics. The list of metrics
 for any one manager needs to be limited so that it can provide a mental map that supports the right behavior. Too many metrics
 can lead managers to emphasize what they think is important instead of what really matters.



	
Remember relativity. A company can look great along each of the metrics but still find itself falling behind its competitors. It is always important
 when using metrics to analyze not just internal progress, but progress against external benchmarks. Admittedly, 
 the fact that many of the metrics described in this chapter require internal knowledge makes external tracking difficult,
 but it’s still worth the effort.
 When looking externally, companies should evaluate more than just their natural competitors, for example, by evaluating companies
 in other industries that are similarly sized and have similar growth needs or are best-in-class innovators. A Standard Industrial
 Classification code isn’t always the best way to categorize companies.



	
Constantly review the metrics. Any company that installs a batch of metrics needs to make sure that it is willing to update those metrics constantly. Often,
 the right metrics are available only in hindsight, so senior management should always be ready to add, drop, or change any
 metric adopted. Changes shouldn’t happen erratically, but via a regular process that evaluates the evaluation process.

	
Gain alignment up and down the corporate chain. It can be dangerous for a business unit within a conglomerate to adopt metrics that differ markedly from those in the head
 of the conglomerate’s chief financial officer. The unit that tries to push in new directions will ultimately find itself pulled
 back to the corporate path. Workout sessions can be held to build alignment throughout the corporate chain.

	
Align metrics with performance measurement systems. Remember, what gets measured gets done. If measurements don’t tie into performance management systems, they will quickly
 be ignored. A company’s strategic priorities are embedded in its reward and recognition system. If innovation isn’t rewarded
 and isn’t recognized, it will never be a strategic priority.



Sample Application: Newspaper Next

Metrics are rarely universal. The best set of measures varies considerably according to the company, its values, its industry,
 and its aspirations.

In 2005–2006, Innosight and the American Press Institute conducted a thirteen-month project to help the newspaper industry
 grapple with increasingly turbulent times. The project team reviewed scores of reports, conducted dozens of primary interviews,
 surveyed senior and middle managers across the industry, and held demonstration projects at a handful of U.S. newspaper companies.

In its final report the team recommended a “game plan” for newspaper companies seeking to improve their ability to create
 growth through innovation.8
  To help them measure their progress in implementing this game plan, it created a dashboard of sixteen distinct innovation
 metrics. The metrics included a blend of input-related, output-related, and process-related metrics that were meant to help
 newspaper managers ensure that they were making progress on some of the report’s recommendations, such as the following:


	
The percentage of employees who have been formally trained in critical Newspaper Next innovation concepts. The report recommended a completely different way for newspaper companies to think about innovation. This input-related metric
 sought to measure how many people within the organization had been exposed to new ways of thinking about innovation, indicating
 a common language that could help a company move forward.

	
Number of core-product users interviewed, surveyed, or contacted to learn about their “jobs to be done.” One key recommendation was for newspaper companies to become much more customer-centric. Specifically, the team recommended
 that companies start the search for opportunities by looking for important, unsatisfied jobs to be done. This process-related
 metric tracked whether the innovation process appropriately involved the customer (a related metric tracked the number of
 nonconsuming users contacted).

	
Percentage of revenue from nontraditional revenue models. While many newspaper companies have created vibrant Web sites, few have mastered the new revenue models that characterize
 many of 
 their online competitors. As of 2006, the vast majority of newspapers’ online revenue came from display and classified advertising.
 What was missing? Revenue streams such as paid search, lead generation, and auctions. This output-based metric tracked the
 growth of these new revenue models.



The report provided the following guidance to managers seeking to use the “N2 Dashboard”:

Managers should consider modifying any of the [metrics]—and adding or deleting any—to provide an accurate reflection of their
 company’s situation and goals. For example, organizations trying to improve the internal flow of innovative ideas might measure
 the number of employee-submitted ideas.

Some measures may require educated guesswork because accurate data are hard to get; the important thing is to use the same
 method each time the N2 Dashboard is updated. No company should expect to make equal progress in all areas at once. The N2 Dashboard answers can be used to designate the “must-do” areas and the “when-we-can” areas by setting targets appropriately
 in each.

. . . As companies plan their transitions to diversified portfolio models, it is advisable for senior management to sit down
 together and come to agreement on current metrics and goals for one and three years later. They should look beyond financial
 targets alone, aiming for a dashboard that balances core growth with new growth and sets ambitious but realistic targets for
 building new audiences and adding new business models and advertising solutions.

At regular intervals—for most companies, quarterly may be sufficient—managers should review progress. Each year a new Dashboard
 should be completed, reflecting progress made and increased knowledge about how much progress can be expected in the coming
 years.

Figure 10-1 shows the sample dashboard detailed in the report.

FIGURE 10-1

Newspaper Next dashboard



*Traditional revenue models would include display ads, classifieds, CPM. Nontraditional revenue models could include pay-perclick, pay-per-lead, search fees, database access fees, consulting fees.

Summary


	The steps described in this chapter can help companies implement a series of innovation metrics to give them greater clarity
 concerning their innovation efforts. The right metrics can help align managers in ways that ultimately increase a company’s
 odds of developing a robust innovation portfolio.

	Companies need to be mindful of metrics traps, such as focusing on too few metrics, funneling activities toward low-risk
 or low-reward activities, and biasing inputs over outputs.

	There is no magical innovation metric. Companies should ensure their metrics cover inputs, outputs, and innovation
 processes.

	Managers seeking to implement their own set of metrics should identify the handful that matter most to their business,
 compare their progress against an appropriate peer group, continually refresh their list of metrics, and gain alignment around
 the selected metrics.



Application Exercises


	Sit down with a colleague to catalog the metrics that your company currently uses to track innovation. Can you and
 your colleague see signs that you are running into one of the metrics traps discussed in this chapter?

	Hold a brainstorming exercise to identify the key barriers to innovation at your company. Try to identify metrics that
 could focus attention on overcoming the barriers.

	Identify companies in different industries that have comparable revenues and growth aspirations. Do a Web search to
 see if you can identify how they measure innovation.

	Assess the alignment of metrics and your performance measurement system. Where do they connect, and where do they disconnect?



Tips and Tricks


	Keep thinking as holistically as possible about innovation, remembering that multifaceted problems require multifaceted solutions.

	Don’t be afraid to include qualitative metrics.

	Some metrics may be difficult to calculate. Come up with a simple methodology and focus on changes in the metric as
 opposed to the absolute result.
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CHAPTER 11

Conclusion

THOMAS EDISON HAS MUCH to teach the would-be disruptor. The Wizard of Menlo Park has a long list of world-changing inventions to his name. The stock
 ticker, telegraph systems, wax paper, the phonograph, the incandescent light bulb, the fluoroscope, nickel-iron-alkaline batteries,
 a motion picture camera, and vulcanized rubber were just a few of the creative ideas he turned into commercial successes.
 All these inventions were born and nurtured in his “invention factory,” a place where he and nearly sixty colleagues worked
 to conceive, extend, improve upon, and tinker with electric mechanisms.

Edison did not consider himself to be a creative genius. He famously remarked that “Genius is one percent inspiration and
 ninety-nine percent perspiration.” He was a relentless tinkerer who would keep trying, testing, and failing until he found
 something that worked. He put the customer in the center of the innovation equation, saying, “I never perfected an invention
 that I did not think about in terms of the service it might give others . . . I find out what the world needs, then I proceed
 to invent.” He embraced failure, saying, “If I find 10,000 ways something won’t work, I haven’t failed. I am not discouraged,
 because every wrong attempt discarded is often a step forward.”

This book has attempted to provide practical tips and techniques to help you channel your inner Edison. Innovation doesn’t
 have to be shrouded in fog; nor does it require a lightning bolt of creativity. That 
 is not to say that innovation is risk-free and that creativity isn’t important. Risks remain, and creativity is critical.
 But following a consistent approach can lead to more consistent results.

We conclude The Innovator’s Guide to Growth by describing where we’ve been, highlighting key innovation traps, and providing some parting words of advice.

Where We’ve Been

The fundamental message of this book is that using the right processes and principles can meaningfully increase your chances
 of creating growth through innovation. We argue that the most reliable way to create new growth businesses is to launch disruptive
 innovations—those simple, inexpensive, accessible, and customizable ideas that so frequently power market creation and industry
 transformation. The principles and patterns of disruptive innovation also provide guidance for innovators seeking new ways
 to compete in established markets or to improve internal processes.

Chapter 1 identified three critical precursors to growth:


	A core business that is in control

	A game plan for growth that includes an overall goal; a target innovation portfolio; a train schedule of innovation,
 goals, and boundaries; and target domains for innovation efforts

	Allocated—and protected—financial and human resources for innovation



The book’s next seven chapters walked through a three-step process to create a new growth business:


	
Step 1: Identify market opportunities. Identify opportunities for innovation, barriers blocking consumption, customers overshot by existing offerings, and, above
 all, important innovation jobs that aren’t adequately addressed by today’s solutions.

	
Step 2: Formulate and shape innovative ideas. Use the principles of disruptive innovation to develop an idea to win in the identified 
 market space. Evaluate your idea against patterns of success to refine the idea and understand what you need to do next.

	
Step 3: Take ideas forward. Develop and execute a “plan to learn” whereby you rigorously learn more about critical assumptions. Designate a small team
 staffed by managers with appropriate schools of experience to begin early-stage execution.



Figure 11-1 presents the key conclusions of this section of the book.

Creating a single growth product or business is important. For many large companies, however, a single hit is not enough.
 Plugging growth gaps and delivering upside surprise that analysts didn’t see coming requires a steady stream of new growth.
 Chapters 9 and 10 outlined the structures, systems, and metrics established companies should take to make innovation systematic.
 Figure 11-2 presents the key principles discussed in this section.

Key Innovation Traps

The path from a good idea to ultimate success is winding and difficult. This book has detailed some specific factors that
 can cause companies unintentionally to miss the mark. The following sections summarize six project-related and four company-related
 traps.

Project-Related Traps


	
Spending too much too soon. Too much capital can be a curse, because it can lead teams to lock into a fatally flawed strategy. The first strategy is
 rarely right, so you should focus limited up-front investment on addressing the most critical assumptions and risks.

	
Prioritizing “Can we?” over “Should we?” In technology-driven companies, managers will frame innovation around solving a technological problem. Building a successful
 business requires making money. To make money, you need paying customers. Make sure there is a market need for your nifty
 solution.

	
Pursuing unattainable perfection. Companies often seek to introduce pitch-perfect products. Decades of innovation research suggest that “big bangs” often fizzle.
 The problem is that perfection can be articulated only after the fact; companies that pursue perfection thus miss opportunities
 for marketplace feedback. They also tend to put technological performance ahead of simplicity, ease of use, and accessibility.
 Sometimes, pulling back on technological dimensions exposes other unappreciated innovation levers.

	
Analysis paralysis. Scott Cook, the founder of Intuit, believes that at any given time disruptive teams should be focusing on no more than two
 critical questions. With so many unknowns, it is easy for a project team in an established company that is used to making
 methodical progress to get stuck trying to do too many things at once. Focus like a laser beam on the critical issues that
 stand in the way of success.

	
Using traditional market-forecasting tools. The best-run companies have adopted detailed techniques to estimate the market potential of their innovation initiatives.
 Precise targets are important to make sure that companies move the right projects forward, manage their supply chain appropriately,
 and allocate internal resources at the right rate. However, tools and techniques that work in known, measurable markets often
 produce unreliable estimates of the potential for new growth initiatives. Make sure the tool you select matches your circumstances.

	
Fixating on core competency. Core competencies can be core rigidities. Companies need to define their core competencies broadly and use them as levers,
 not shackles. Too frequently, companies say, “This isn’t our core competency,” instead of saying, “What do we have to do to
 develop or acquire this skill?”



FIGURE 11-1

Innovation process concepts and pitfalls



FIGURE 11-2

Innovation structures and systems: Key principles



Company-Related Traps


	
Unbalanced portfolio. Left unchecked, companies will often end up with a portfolio replete with low-risk, close-to-the-core opportunities, or growth
 initiatives that all share the same systematic 
 risk. Discipline can help to ensure that the innovation portfolio is balanced.

	
Too many lingering projects. It’s easy to start a project, but gut wrenching to kill one. Remember, though, that when companies kill projects, they don’t
 kill people. Sometimes shutting a project down can have a good outcome, particularly if there are key elements of learning
 that can help other efforts.

	
The sucking sound of the core. In countless ways, the core business can exert influence over new growth initiatives. Invisible forces can subtly shape even
 the most differentiated approach to resemble what has been done before. Warding off these forces requires active management.

	
Using the wrong decision-making criteria. Many companies make decisions using strict numerical criteria, such as an opportunity’s net present value or its total projected
 revenue. Markets that don’t exist can be difficult to measure and analyze. If you make decisions based purely on the numbers,
 you are almost guaranteed to miss explosive opportunities that might start small.



We hope that this book will help innovators avoid many of these traps. Further work by researchers and practitioners to address
 still unresolved issues—such as truly estimating the potential of an unknown market, putting a financial value on learning,
 and developing individual rewards and recognition systems—will allow companies to move forward with even greater confidence.

Lessons from Procter & Gamble

This book’s introduction described Procter & Gamble’s efforts to create a systematic capability related to disruptive innovation.
 In mid-2007, Innosight and P&G held an audio conference describing four key lessons that have emerged from their three-year
 collaboration.

Lesson 1: Disruption Must Be a Conscious Choice

A company hoping to prosper through disruption needs to make a conscious choice to disrupt. Disruption can’t succeed unless
 the company’s most senior managers create the appropriate organizational space, provide the proper resources, and personally
 engage. There are simply too many internal barriers and forces that can derail even the most disruptive of ideas.

Companies seeking to unleash their disruptive potential have to master the resource allocation process. Without intervention,
 implicit organizational priorities lead this process to siphon time and money away from disruptive projects quietly but consistently.
 The projects either starve or are forced to change in ways that make them look less transformational (and thus less interesting)
 and more like everything that has been done before. Only the very senior managers at a company can seize control of the resource
 allocation process.

Senior management must also realize that disruption may not be right for every part of the business. A business unit that
 isn’t healthy often doesn’t have the appropriate freedom to work on disruptive projects. Remember, too, that success requires
 taking a portfolio approach, with the vast majority of any company’s overall resources still focused on the very important
 task of working on initiatives that sustain existing business lines.

Lesson 2: Established Tools Need to Change— or Be Used in Different Ways

Tools and approaches that work so well when a company is innovating in its core business typically produce less useful results
 when applied to “new to the world” disruptive projects. As discussed in chapter 9, companies in this situation need to consider
 either changing the tools they use or using existing tools in new ways.

Lesson 3: Team Structure and Management Is a Hidden Barrier to Disruption

The formation and management of project teams is a very formal process within many companies. Traditional processes can lead
 to four problems:


	
Overly large teams. Companies often staff teams with all the functions required to launch a product or service. But in the early days of the
 disruptive journey, the focus needs to be on experimentation and learning to resolve assumptions and challenges in very specific
 areas. Having too many team members can lead to diffuse efforts in which experts revert to their respective areas of expertise
 instead of addressing the critical issue facing the team.

	
Inappropriate “schools of experience” on the team. Companies often want to staff disruptive teams with their “best and brightest.” Remember, however, that the people who are
 best at running the core business may be the worst at running new ventures. Disruptive project teams work best when team members
 have the proper schools of experience that maximize their chances of success.

	
Teams exploring what they shouldn’t and ignoring what they should. Disruptive projects may use different channels, create new brands, use different marketing techniques, or even make money
 in different ways. Some of these choices may be palatable to the organization, but others may not be. Left to its own devices,
 a team with a blank slate can become stuck, exploring degrees of freedom it shouldn’t but failing to challenge boundary conditions
 that it should. The team and senior management need to determine very clearly what is on and off the table at the beginning
 of a project.

	
Lack of dedicated resources on the team. Disruption requires doing things differently. Project members who dedicate only a small part of their time to disruptive
 endeavors are very likely to default to behavior that is appropriate for core projects but inappropriate for disruptive initiatives.



All these problems can be addressed, but only by adopting a different approach to staffing and managing teams. Teams should
 be consciously and thoughtfully created to maximize their chances of success.

Lesson 4: Mind-sets Need to Change

Succeeding at disruption requires not just different actions but different mind-sets as well. Senior managers who act as sponsors
 or champions for projects need to view themselves as entrepreneurs, not managers or “cheerleaders.” That means they must be
 comfortable doing, not delegating; busting through internal barriers; taking control of their internal environment; obsessing
 about their project’s “burn rate”; experiencing raw data; working hard to get the right people on the team; moving underperformers
 out; and seeking expertise wherever it may lie. Managers who lead projects have to figure out the right next step for their
 project, rather than simply following standard procedures.

Mind-sets don’t change overnight. Companies bent on transformation need to invest substantially in training and collateral
 material, from brochures to online communities, to build the common language that can allow an effort for change of this magnitude
 to succeed.

Final Words of Advice

The research and field work that resulted in this book have led us collectively to believe quite strongly in eight guiding
 axioms. These eight beliefs summarize many of the concepts we have discussed.


	
The conference room walls block more than the sun. The conference room walls block out great ideas. If you really want to understand opportunities in your market, get out of
 your office to interact with customers and nonconsumers. You will be surprised by what you learn.

	
The answer to the question “Is this a good product, solution, process, or idea?” should always be the same: “It depends.” Quality is a relative term. You can determine whether something is good or bad only if you understand the world
 through the eyes of your customer.

	
The worst assumption you can make is that you are right. Always assume you are wrong. You just don’t know how.

	
Spreadsheets report assumptions, not answers. When you are innovating, don’t be guided solely by spreadsheets. Making a business look big on paper is easy. Making it look
 big in reality is hard. Remember Scott Cook’s insight, “For every one of our failures, we had spreadsheets that looked awesome.”

	
Scarcity is the entrepreneur’s advantage. People from large companies typically ask us, “Can you just splice some DNA from an entrepreneur with my DNA? Then I can
 be more innovative.” We don’t think entrepreneurs are so very different from managers within corporations. They are more creative
 because they have to be. Sometimes companies can doom innovation by throwing too much money at it. If you want creativity, impose constraints.

	
100 percent of ten trumps 10 percent of one thousand. It seems like the math is wrong, but trust us, it’s not. Companies almost always find that they get far better results by
 having a small group of people spend all their time on innovation. If you ask a lot of people to spend a little time on innovation,
 the pull of your core business will almost always lead to disappointing results.

	
Where you spend your time reflects your priorities. Many companies will tell you that innovation is a strategic priority. But when you crack open their calendars, you find that
 most senior executives are spending thirty minutes a month on innovation. If you are serious about innovation, allocate time
 to it.

	
Devil’s advocates are abundant, problem solvers are scarce. Tom Kelly of IDEO argues eloquently that the cult of devil’s advocacy is one of the biggest innovation killers that exists.
 We agree. Being a devil’s advocate isn’t hard. It isn’t unique. And it isn’t particularly helpful. Being a problem solver,
 on the other hand, is difficult, unique, and unbelievably helpful.



The Era of Pattern Recognition

Managers at established companies who are just beginning their innovation journey should realize that truly institutionalizing
 innovation constitutes at least a three-year commitment. We strongly believe that the commitment is worth it. Following the
 approaches detailed here can help your company overcome the common challenges confronting companies seeking to create growth
 through innovation. An unpredictable innovation process rife with trade-offs among speed, quality, and required investment
 can become better, faster, and cheaper. You can allocate resources more efficiently, cutting off fatally flawed approaches
 early. You can accelerate the highest-potential innovations by addressing critical risks early. You can build a winning streak
 of innovation successes. The rhythm that results can increasingly throw competitors off balance because your company seems
 always to be one step ahead.

Today’s world presents vast opportunities for companies seeking to build competitive advantage through innovation. In any
 domain, people solve problems in a predictable way. When they first encounter a new type of challenge, they must solve it
 using an unstructured, trial-and-error approach. Over time, as understanding of the challenge grows, clear rules emerge to
 guide problem-solving efforts.

We believe that the concept of innovation is in transition between a theory of random trial and error and perfectly predictable
 paint-by-numbers rules. We think of this transitional period as the “era of pattern recognition.” This book described patterns
 related to spotting opportunities, developing ideas, building businesses, and creating capabilities. Using its tools and frameworks
 will allow you to see what others cannot, to find order where others find chaos, and to create new growth businesses again
 and again.


APPENDIX

Frequently Asked Questions

MANY OF THE CORE CONCEPTS that underpin this book are elegant in their simplicity. Yet the real world can be a complicated place. This appendix provides
 suggested answers to a few of the tough questions we are asked most frequently.

1. Isn’t disruption just a buzzword? Won’t it fade away over the next few years?

The concept of disruption originated in academic research conducted more than fifteen years ago, so it is not a flash-in-the
 pan concept. Also, the concepts described in this book that go well beyond the core disruptive model can help companies address
 timeless problems related to growth and innovation.

2. I’m not creative. How can I be innovative?

Many times, managers selected to participate in innovation-related work will feel out of place. They will comment that they
 aren’t “right brained” enough or don’t have the creativity of Apple CEO Steve Jobs. Our responses:


	Innovation is actually less random than many believe. Following a process and using patterns can unleash the hidden innovator
 in all of us.

	Creativity is important, but you don’t have to be a certain creative “type”—anyone who follows the right process can
 be innovative.

	Innovation almost always occurs at the intersections of disciplines, and two people who aren’t individually creative,
 who come from different perspectives, can be collectively creative.



3. Is X example disruptive?

While the material in this book describes many different examples of disruptive innovation, people will often ask about an
 example that isn’t discussed in this book. Usually, when we’re asked about something with which we are unfamiliar, we will
 ask the questioner to go through the types of checklists described in chapter 6. The critical thing is to always go back to
 the pattern, making sure that people aren’t falling into the classic traps of assuming that “different” or “breakthrough”
 equals disruptive.

4. What does the jobs-to-be-done approach mean to me if my job isn’t about targeting customers directly?

Chapter 4 describes how the jobs-to-be-done concepts can be used in business-to-business settings. However, people will still
 question whether the concept is relevant if they are not in a consumer-facing position. Our response is that everyone has
 a customer. As an internal-facing employee, your customer might be your boss, your assistant, or a project team member; the
 jobs-to-be-done concept can still help you identify ways to do your job differently.

5. How can I go to management and tell them I don’t know what the answer is? That I don’t have hard data behind my idea?

The concepts described here suggest that the first strategy will be the wrong strategy, and that ultimate success requires
 letting patterns, not 
 numbers, guide the innovation question. Managers sometimes are hesitant to put these ideas into practice because they worry
 that senior leaders will shoot them down if they express any uncertainty or don’t rely on hard numbers. We offer the following
 answers:


	Sometimes admitting what you don’t know puts you in a stronger position than projecting overconfidence and stumbling
 when pressed. It demonstrates that you have thought carefully about what could go wrong. The key is to follow a statement
 that describes a lack of knowledge with, “But with modest resources, I think I can learn more about this.”

	Think about what you can do to create data without seeking senior management approval or spending a lot of money. For
 example, run an informal focus group by talking to family and friends.



6. Should we just “dumb down” our existing products to be “good enough”? Does using the disruptive concepts mean making bad
 products? Will it cause us to miss the mark?

It is not the case that the key to disruptive success is to introduce crummy products. Disruptive products are not bad products. In fact, customers have to consider them to be great products, or they will not select them. Remember:


	Quality is relative. Customers may be seeking simplicity, affordability, or customizability. In that case they will
 be delighted with a product that favors these characteristics over raw performance.

	“Good enough” can mean different things in different contexts. The concept of disruptive innovation does not suggest
 offering the most demanding customers in established markets bad products. Those customers may demand technologically flawless
 products.

	Nothing is static. Something that is not very good will get better—we just don’t know exactly how that will happen
 at the start.

	Imagine what is possible if you make something good enough; what gets enabled if another part is good enough? Imagine
 what 
 innovation levers you could pull if you reduced performance along one dimension.



7. Can I make customers more demanding?

In the core disruptive model, overshooting occurs because companies innovate faster than people’s lives change to absorb those
 advancements. The disruptive model shows a relatively flat dotted line representing the performance that a given group of
 customers demands. People will often say that the way out of the dilemma is to move that dotted line up, to persuade people
 to demand more.


	While there are examples of demand moving up over time, it can be very expensive to try to persuade customers to want
 what they have demonstrated they don’t want. A far more efficient use of scarce resources is to innovate to meet customers’
 real needs.

	Sometimes, invention can actually illustrate how existing solutions far undershoot the real job to be done. For example, e-mail is actually a much more efficient way to solve many important business problems
 than telephone calls or memos. Until e-mail became easy to use, the limitations of existing solutions weren’t clear.

	As discussed in chapter 4, the jobs-to-be-done concept can be a critical way to understand where solutions are not
 good enough. Gaining deep understanding of the job to be done can illustrate ways to shake up seemingly commoditized categories.



8. Sometimes it seems that something can be disruptive to one company but sustaining to another. Why is that?

Disruption is indeed a relative term. In fact, if you really study the core concepts, you can see that the actual disruption
 occurs when a company launches a move to create a new performance trajectory. After that disruptive foothold, every move is
 sustaining to that company’s model. After a company establishes a disruptive foothold, ongoing growth and 
 continued success require grappling with the nuts-and-bolts challenges of sustaining innovations.

9. Should my company spend 100 percent of its time on disruption?

Absolutely not. As discussed in chapter 1, the key to success is taking a portfolio approach. We generally recommend that
 established companies allocate at least 80 percent of their innovation resources toward sustaining improvements. This is an
 “and,” not an “or,” challenge.

10. Won’t disruption kill my brand?

Managers inside established companies will sometimes hesitate to follow the disruptive path because they worry that they will
 kill their brand. Our answer:


	You absolutely don’t want to confuse customers by telling them that a brand that in their eyes meant one thing now
 means something else.

	However, the right use of sub-brands can be a useful way to think about branding disruptive products. The parent brand
 or company name can signify that the solution is good, while the sub-brand indicates that the product or service targets a
 particular problem. The right use of sub-branding (think of the Kodak Fun-Saver camera, Nintendo Wii, or the Tide to Go Stain
 Pen) can allow companies to introduce disruptive products successfully under parent brands.

	It is critically important to remember that correctly executed disruption is brand enhancing, because it can help customers
 address an important pain point in their lives. In fact, you may do more damage to the brand by needlessly overshooting.

	When targeting nonconsumers, it is worth considering whether the original brand actually adds value. For example, teenagers
 may not respond positively to a youth entertainment Web site branded by a newspaper company that they associate with their
 parents.



11. Will disrupting my own business create a self-fulfilling prophecy?

One reason established companies hesitate to launch a disruptive innovation is they worry that the net result will replace
 high-margin business with low-margin business. Our response:


	The fear of cannibalization is one reason we favor targeting non-consumers. Instead of thinking how you will kill your
 business, think of all the markets you can’t reach. If you manage disruption properly, it can be positive, not cannibalistic.

	It is hard to stop the forces of cannibalization and commoditization. If you don’t do it, however, will someone else?
 Often, the choice isn’t between high margins and low margins, but between high margins and no margins.

	If there is no disruptive competitor on the horizon, you can think about creating a break-glass-in-case-of-emergency
 disruptive plan. Once you see signs that an attacker is looming, take the product off the shelf. This step can destroy the
 oxygen a competitor needs to move upmarket.



12. Will our shareholders revolt if we do this?

Managing investor expectations is a critical challenge for senior managers. As discussed in chapter 1, senior managers have
 to have a clear plan to communicate with investors. Starting small and providing organizational freedom can also help to manage
 this very real challenge.

13. Can you make money with disruptive innovations?

Companies that monitor disruptions in their industry often conclude that disruption is a money-losing proposition. In fact,
 it can be if a 
 company tries to force the disruptive change onto its business model. If you are seeking to launch disruptive innovations,
 make sure you match your model to the opportunity.

14. Why shouldn’t I just “fast follow”?

It can be tempting to let the market first sort out which disruptive innovators have the highest chance of success. Indeed,
 as discussed in chapter 5, we do believe that acquiring small, disruptive seeds can be hugely beneficial. However, there are
 three problems associated with fast-following approaches:


	How can you be certain you are following the right thing? If you follow everything, you can diffuse your efforts. The
 right mental model can help you spot the things you ought to follow more reliably.

	Fast followers are unlikely to catch disruptive growth, because they tend to look in the wrong places. Fast followers
 sometimes have to pay steep acquisition premiums for ideas that are obvious in hindsight.

	If you believe that the first strategy is wrong, and there is value in learning, a fast-following strategy always leaves
 you behind, because you don’t gain important, path-dependent learning.



All this said, there certainly are market tiers or segments in which you can make a strategic choice to be a fast follower,
 as long as you do so deliberately and align your expectations with probable outcomes.

15. Does “invest a little, learn a lot” mean you are seeking small businesses?

Absolutely not. Given the inherent risk in innovation, it is critical for companies to create big, booming growth businesses.
 Our experience, and the experience of many entrepreneurs, is that the best way to create a big-growth business is to start
 small. After all, there aren’t very many $1 billion opportunities just sitting out there!

16. The disruptive model is a great historical tool. Can you really use it prospectively?

We absolutely think that disruption can be a useful tool to see into the future. The paperback version of The Innovator’s Dilemma identified a number of disruptive trends that were just beginning to emerge. While not all the selections were spot-on, the
 list did include a number of innovations that went on to have a major impact. Seeing What’s Next included specific chapters that peered into the future of a range of different industries. Again, some prescriptions weren’t
 borne out, but many were. Innosight routinely takes a position in its publications, and we have been right more often than
 we have been wrong. We remain far from perfect in the success of our predictions. However, following a disciplined approach
 to asking the right questions brings significant strategic clarity.

17. I do not have a charter to work on a disruptive project. Can these concepts still help?

Absolutely! We have found that many of the tools and concepts described in this book help innovators with all their innovation
 efforts. It is generally good practice to understand the job to be done for your client, customer, or consumer. Thinking about
 what “good enough” means can open up other paths to innovation. And focusing early activities on key assumptions can make
 projects dramatically less risky. While the concepts are based on disruptive innovation, they are effective tools across the
 innovation spectrum.

18. We are on top of our game, so we don’t have to worry about this now, right?

Past experience shows that the best time to begin creating new-growth businesses is when they aren’t necessary. When the core
 business begins to dip, it becomes very hard to do things differently. Remember, the best time to grow is when you don’t need to do so.
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Notes



Over the last decade, my academic research has been augmented with the field work of Innosight, a consulting and executive
 training company I cofounded in 2000. I and my colleagues at Innosight have worked to help dozens of innovative companies
 and creative entrepreneurs maximize their ability to create booming growth businesses. Additionally, we have engaged with
 like-minded academics and practitioners, such as Jeffrey Dyer of the Marriott School of Management at Brigham Young University;
 Vijay Govindarajan of the Amos Tuck School of Business; former Merck CEO Ray Gilmartin; Richard Foster, whose early work on
 innovation and seminal findings relating to S-curves and the competitive effects of technological discontinuities greatly
 influenced my own work; former Arrow Electronics CEO Steve Kaufman; Michael Mauboussin of Legg 
 Mason Capital; and Willy Shih, who ran Eastman Kodak’s digital operations for several years.1



At the core of the research summarized in The Innovator’s Dilemma is the notion that companies intent on listening to their best customers frequently miss opportunities to create new growth
 businesses. There is tremendous value in listening to demanding customers. Feedback from demanding customers helps to map
 out a trajectory that allows companies to continue to charge premium prices, earn attractive margins, and beat market competitors.
 However, established firms’ proclivity for responding to the needs of their best customers makes it difficult to see the future
 impact of disruptions on their core businesses.2



I have come to the conclusion that most companies segment markets the wrong way, making it hard for them to spot real opportunities
 for innovation. The concept of jobs to be done, which holds that customers don’t buy products or services, but rather hire
 them to get jobs done in their lives, provides a superior alternative to traditional segmentation schemes.3



Generally speaking, the way in which a company chooses to define market segments influences which products it develops, drives
 the features incorporated in those products, and shapes how the company takes them to market.4
 Segmentation schemes define who is framed as a competitor and how large specific market opportunities are believed to be.
 Most companies segment along lines defined by the characteristics of their products (category or price) or customers (age,
 gender, marital status, geographical location, or income level). Some business-to-business companies slice their markets by
 industry; others do so by size of business. The problem with such segmentation schemes is that they are static. Customers’
 buying behaviors change far more often than their demographics, psychographics, or attitudes do. The 18–34 age demographic
 that is often used in consumer marketing, for example, lasts 17 years. Education level is generally fixed by age 30. An individual’s
 income might vary more often, but it is generally stable for years. Demographic data cannot explain why a man takes a date
 to a movie on one night but orders in pizza to watch a DVD from Netflix the next.



For example, integrated steel mills seeking to respond to disruptive steel minimills had a choice: build competitive minimills
 or seek to fill 
 slack capacity in existing plants with cost-competitive products. The choice to maximize marginal profitability always biases
 a company to focus first on filling idle capacity. True to this reasoning, the integrated steel mills decided against building
 new plants to lower their long-run average costs. This seemingly sensible decision facilitated minimills’ ability to drive
 disruption.5



Companies seeking to unlock the power of disruptive innovation need to make sure they don’t allow this and other flawed paradigms
 of financial management to lead them in unproductive directions. For example, it is critical to consider alternative scenarios
 when running net present value analyses and rethink financial incentive schemes that divert resources away from strategically
 critical investments whose payoff lies beyond short incentive horizons.6



Companies make a raft of decisions based on what they perceive to be their core competencies. More than forty years ago, Theodore
 Levitt pointed out how a company’s misperceptions of its core competency would frequently cause it to miss opportunities for
 growth.7
 Forty years later, I note regretfully that companies still make mistakes based on these false perceptions.



These mistakes come in many flavors. Processes that facilitate the successful innovations that make up a firm’s core products
 often constitute disabilities when new architectural innovation is required.8
 Companies that outsource what seems at this point to be a peripheral value-added activity often find their outsourcing partner
 building its own opportunities to develop competencies that are required to succeed in the future.9
 Finally, companies often fail to understand the true competencies of their managers: Experienced managers whose competence
 we have 
 learned to trust in delivering the needed results in our core businesses may not actually be equipped to build new businesses.10
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The plethora of barriers supports one of the fundamental recommendations presented in The Innovator’s Dilemma: incumbent companies hoping to launch disruptive innovations should give disruptive ventures substantial autonomy.11
 Placing a disruptive project squarely in the middle of the core operations can consign it to failure.



Despite the opportunities in this and other industries, the odds remain stacked against the growth-seeking innovator, whether
 he or she is an entrepreneur or a manager inside a deep-pocketed incumbent. Most start-up companies—even those backed by the
 highest-quality venture capital firms—fail. Most internal innovation efforts deliver disappointing returns.1



If the odds of getting it right once are so low, pity the corporate CEO who must simultaneously strengthen and extend a company’s
 core business while creating a steady stream of new growth businesses. Mastering this dual challenge is incredibly complex.
 What makes the challenge even tougher is that meeting expectations is not a recipe for creating above-average share price growth.2 After all, the stock market has already priced its expectations about a company’s future into the stock price. Providing
 “upside surprise” means delivering growth that the market doesn’t foresee.



Our belief, backed by significant research, is that disruptive innovation is the key to plugging growth gaps and routinely
 surprising the market. According to Harvard Business School Professor Clayton Christensen’s seminal research into the hard
 disk drive industry, start-ups in that industry that followed a disruptive approach increased their odds of success sixfold.3
 Our evaluation of the research in Blueprint to a Billion found that 50 percent of companies that had a high market value when they broke 
 through $1 billion in revenue were disruptors.4
 Innosight’s research showed that fully a third of the 175 companies that were on Fortune’s Global list in 2005 but had not been on the 1994 list had their roots in disruption. When Richard Foster analyzed the companies
 that provided the best total return to shareholders in any fifteen-year period between 1970 and 2001, he found that seven
 of the top ten were disruptors.5
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Readers of The Innovator’s Dilemma,The Innovator’s Solution, or Seeing What’s Next will be familiar with the basic disruptive model.6
 The box at the end of this chapter, “Disruptive Innovation Model,” describes the model for those who are unfamiliar with it.



At their core, disruptions are mindset changes. Often multiple mindset changes at once. That’s the reason they haven’t been
 done by all the competitors, because there are some elements, probably many elements, that are entirely different than what
 people had expected or done before . . . When we developed QuickBooks the big problem was that we totally understood the market,
 or so we thought. It was only when we got surprised by our customers and then watched them work that we found out that our
 understanding was wrong. And not just our understanding, but every player in the industry had missed this. It was only by
 savoring the surprise and watching prospects work that we saw it. And that caused us to develop the first accounting software
 with no accounting in it. And it became the market leader in a month. [We had] unbelievable results, because it was based
 on an entirely different mindset than the whole industry had.7



ANY EXECUTIVE KNOWS INTUITIVELY how difficult it is to master the forces of innovation. Large sample surveys support these intuitive conclusions. Most ideas
 never gain traction. Companies that achieve greatness topple. Large companies that survive tend to underperform relative to
 the market.1
 Conglomerates that seek to diversify to deliver better returns tend to be worth less than the sum of their parts.



The executive gives this counterintuitive piece of advice to remind his audience that the first issue the business unit should
 address is whether it has the “right” to innovate. His view is that an in-control core business is a necessary precursor to
 innovation.2
 An out-of-control core will almost always—appropriately—pull time and attention away from growth efforts.



As you seek to gain control over your core business, you may also decide that you need to shed some underperforming assets.
 Selling specifically or trading more generally is a critical capability for growth-seeking 
 companies. As Richard Foster notes in his 2001 book Creative Destruction, if companies want to outperform the market, they have to change at the pace of the market, without losing control of core
 operations. Specifically, Foster argues that companies have to develop the ability to create new growth businesses, operate existing businesses, and trade declining businesses.3



One well-known classic example of a company that had to exit one business to unleash its innovation potential is Intel. In
 the early 1980s, Intel was still spending billions of dollars on research and development in its dynamic random access memory
 (DRAM) business. However, the commodity characteristics of that business meant that it actually accounted for a trivial part
 of Intel’s overall profits. The key driver of Intel’s profits was microprocessors. Intel hadn’t intended this outcome to occur,
 but it did. Andy Grove and Gordon Moore famously “fired” themselves as CEOs of a DRAM business, and “rehired” themselves as
 CEOs of a microprocessor business. By exiting the DRAM business, they set the stage for two decades of phenomenal growth.4



Similarly, consider what happened to Duracell after it was acquired by leverage-buyout king Kohlberg Kravis Roberts (KKR)
 for $1.8 billion in 1988. KKR helped Duracell sell off underperforming divisions and consolidate production. As its core business
 steadied, Duracell diversified into new product lines. As a result, after years of stagnant or nonexistent growth, cash flow
 increased by more than 15 percent a year annually between 1989 and 1995. The company introduced many innovations, such as
 rechargeable batteries and battery multipacks, that allowed it to become the market leader. The company went public in 1991
 and was purchased by Gillette in 1996 for $2.8 billion. Including cash flow from operations, KKR made close to a 40 percent
 compounded return on its investment. Foster notes, “Duracell had to destroy to create.”5



The concept of a train schedule comes from a Harvard Business School case about Medtronic, the Minnesota-based medical device
 company that largely created the pacemaker market.6



Finally, when companies lack a good definition of what they want to do and what they won’t do, they often tend to “bet the
 farm” on any idea that seems to deviate from the core business. They then layer risk after risk on an idea until it has little
 chance of being successful. While companies should avoid being constrained by their current definition of the core business,
 deviating too far from the core business can be dangerous too: research by Chris Zook, who heads Bain & Company’s Global Strategy
 Practice, suggests that companies have low odds of success when they try to stride beyond their core business along multiple
 dimensions simultaneously.7



Generally, judgment plays a huge role in separating opportunity spaces that truly represent fertile ground from those that
 are well traversed and unlikely to lead to fruitful new markets. Ideally, companies seeking to look beyond the “normal” opportunities
 that characterize their market should combine the wisdom and judgment of senior management with a dose of outside thinking.
 An important part of this process can be having executives go to the periphery of their market. For example, when Johnson
 & Johnson was trying to imagine new growth possibilities in the late 1990s, it became clear that China could be a big opportunity.
 Members of the senior team traveled to China to hold a meeting over several days so that they could see local opportunities
 through their own eyes. Going to the source of the opportunity allowed the executives to envision opportunities in new ways.8



Here is one final piece of advice. The definition of today’s business plays a critical role in highlighting future opportunities
 for growth. More than forty years ago, Harvard Business School Professor Theodore Levitt chided companies for not always understanding
 correctly what business they are in.9
 He cited companies that thought they were in the railroad industry and didn’t realize they were actually in the transportation industry; as a result, they missed opportunities to expand into aviation and logistics. Companies often think that their
 core business is defined either by product category or by the primary attributes of their product or service. But asking why customers buy your product or service can provide a more accurate and more expansive answer to the question, “What business
 are we in?”



The most important action companies seeking to master the resource allocation process can take is to create a pool of separate
 resources—people and dollars—for growth initiatives. After all, saying that your innovation portfolio is balanced is meaningless. You need to allocate resources appropriately for the different
 types of innovation. Remember, it is not your strategy that determines how you allocate resources; rather, it is how you allocate
 resources that determines your strategy. In other words, the way in which you spend your time and money reflects your priorities.
 Claiming that innovation is important is meaningless if you and your organization don’t allocate appropriate resources to
 that end.10



Steve Silberman is the executive editor of theDesert Sun, a newspaper organization in Palm Springs, California, owned by Gannett. In 2006 the Desert Sun decided to make innovation one of its strategic priorities. Silberman and Desert Sun publisher Michelle Krans decided to have the entire management team set aside one full day a week for four months to focus
 on innovation. The team revamped existing products, launched a new coupon-based Web site targeting local restaurants and young
 consumers, and set up internal structures to make innovation repeatable.11



In short, our perception is that the 10 percent plan frequently functions as a security blanket that helps managers feel good
 (we’re allocating resources to innovation!) but rarely contributes to meaningful results. All else being equal, we favor dedicating
 100 percent of five resources to innovation over dedicating 10 percent of 100 resources for that purpose.12



A company that is just starting its innovation efforts is unlikely to see an immediate payoff. Indeed, The Innovator’s Solution describes how companies seeking to create new growth businesses should be patient for growth but impatient for profits.13
 It is a tough recommendation for companies to follow, particularly those that feel a need to create a big bang.



Seeing What’s Next’s glossary defines nonconsumption as “An absence of consumption. Typically refers to either people (nonconsumers) or contexts
 (nonconsuming contexts) where consumption is inhibited by certain barriers.”1
 In other words, nonconsumers face a barrier that constrains their ability to solve an important problem. They must either go without or attempt to solve the problem to the best of their
 ability using existing products and services. These choices often result in an inadequate solution that leaves nonconsumers
 frustrated.



Consider companies that sought to introduce low-cost computers in the mid-1990s to the portion of the U.S. population that
 had yet to purchase computers.2
 Manufacturers of these computers assumed that these individuals hadn’t yet purchased a computer because existing solutions
 were too expensive. However, some people just didn’t have any problems for which computers were a desirable solution. They
 wouldn’t use a computer no matter how little it cost (one author remembers the computer purchased for a grandparent that ended
 up as a very nice paperweight).



The health care industry presents many clear examples of nonproducers. For example, Clayton Christensen was recently presenting some thoughts on how disruption might change the face of health
 care at a course on managing change in medical student education at the Harvard Medical School.3
 He demonstrated how one implication of the disruptive innovation theory is that overshooting and modularization drive commoditization.



Dow Corning decided it could get inputs from other component suppliers and formulate customized solutions for spas, salons,
 and other nonproducers. Not only was the company’s solution compelling to its new customers, it allowed Dow Corning to earn
 more attractive margins than it could as a commodity supplier to P&G.4



Generally speaking, because of the significant wealth-related constraints of many developing markets, there are large pools
 of nonconsumers who would welcome relatively simple, affordable products that are better than nothing at all. C. K. Prahalad
 from the University of Michigan, for example, implores companies to find ways to tap into the “fortune at the bottom of the
 pyramid.”5
 One company that has found 
 success following this approach is Cummins, a U.S.-based company that makes engines and other generators. Several years ago
 it introduced a relatively simple, cheap generator set (“gen set”) in India. Customers like small retailers, farmers, and
 local hospitals began using the 100-kilowatt gen set as a reliable way to obtain backup power on India’s notoriously unreliable
 electrical grid. While the gen set provided only 20 percent of the electricity provided by a traditional Cummins generator,
 it was more than adequate for customers who just needed low levels of reliable power at an affordable price. Overall, sales
 of Cummins power generators more than tripled from 2003 to 2007.6
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When assessing the potential at the lower tiers of the consumption pyramid, be sure to understand the factors that really
 inhibit consumption. Sometimes it is cost, but sometimes it is just the fact that the non-consumers have other, more important
 problems they need to solve.7
 Always be wary of the mantra, “If we build it, they will come.”



The Internet has played a powerful role in democratizing access to information. Before the Internet, information resided in
 centralized locations, or in the brains of experts. Search engines now make it easy to access a wealth of information.8
 There has also been democratization in the production of information. Before Gutenberg created the first viable printing press, only a very few could produce the printed word.
 Even after the creation of the printing press, only a few could afford the development of business models that cost effectively
 brought the printed word to the masses. With the rise of the Internet, many of us have moved from being consumers of content
 to being producers and distributors of content. While people could always keep diaries in the past, sharing those diaries
 with the rest of the world was next to impossible. 
 Today, seemingly every teenager uses online tools to detail the banalities of his or her life in amazing (and, to parents,
 often horrifying) detail. The increase in processing power of computers and bandwidth is currently allowing the same phenomena
 to play out in the world of video production. It is becoming progressively easier for people to shoot, edit, and produce high-quality
 short videos. The democratization of video production is likely to have a dramatic effect on the business models of movie
 makers and television broadcasters.9
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1. Are there occasions when someone might want to consume an existing product but cannot? A gap between the desired and available occasions of consumption
 presents another opportunity to compete against nonconsumption. As an example, consider the recent growth of food products
 that can be consumed on the go, such as General Mills’s Go-Gurt.10
 Conceivably, a person might want to consume yogurt on a multitude of occasions—at home during breakfast, in the car on the
 way to work, at an after-school soccer game, and so on. About ten years ago, however, consumption was primarily limited to
 the home, and yogurt appeared to be a stagnating, uninteresting product category. Although leading manufacturers such as General
 Mills and Danone continually introduced new, better-tasting varieties with more attractive— but still conventional—packaging,
 those innovations created barely a ripple of growth.



That’s not to say that competing against nonconsumption is technologically trivial. In fact, making the complicated simple
 can be one of the most difficult tasks facing an engineer. Competing against nonconsumption requires making the complexity
 invisible to the customer. In The Laws of Simplicity, Rhode Island School of Design President John Maeda advises that, “The simplest way to achieve simplicity is through thoughtful
 reduction.” He goes on to explain that there is an obvious trade-off between simplicity and complexity, but notes: “When in
 doubt, just remove. But be careful of what you remove.”11



For the most part, the market agreed with Mossberg.12
 For example, by early 2006, about sixty people had reviewed the product on Amazon.com, giving the product an average rating
 of 4.5 (out of five) stars. But some users panned the product. A one-star reviewer wrote, “I am an EMT and retired Hospital
 Administrator . . . I view marketing this without the proper training to be irresponsible.” Another noted, “This is a very
 dangerous device when used by the untrained.”



The glossary inSeeing What’s Next defines an overshot customer as, “A particular customer segment for which existing products or services are more than good
 enough.”1
 Seems simple enough, right? Overshooting occurs when a product or service has performance that a customer doesn’t need, and
 therefore doesn’t value.



Imagine you signed a contract to write a novel and your publisher said, “Instead of giving you your advance in cash, we can
 double the amount and put it toward a multimillion-dollar Cray supercomputer. You’d still have to foot the vast majority of
 the computer’s bill, but every little bit helps!” How much interest do you think the average author would have in that Cray
 supercomputer? Although the computer can no doubt do amazing things, the machine is of no use to someone interested in simple
 word processing. It overshoots the job that author needs to get done.2



It is important to note that overshooting does not mean that customers are unwilling to accept improved products and services. If you received that Cray free with a programmer thrown in to solve the sticky problem of
 actually learning to use the darn thing, maybe you would want to have the computer. So customers will usually accept better
 offerings. The question is whether they are willing to pay for those performance improvements. Overshooting occurs when an incremental improvement no longer provides meaningful benefits
 to a customer, making that customer unwilling to pay for that improvement. An economist would say that the customer receives
 almost no marginal utility from that performance improvement. What makes overshooting even more punishing is that it can occur
 just as a company finds that making incremental improvements to existing products is becoming more difficult and expensive.3
 Required investment goes up, market returns taper off, and the innovator’s dilemma awaits.



Although running the analysis to spot these trends seems straightforward enough, there can be some subtle complications. Consider
 Intel’s discovery in the 1990s that its microprocessors had overshot the least demanding market tier, the market for computers
 costing less than $1,000. There was at least one clear sign that Intel was losing that battle to cheaper competitors such
 as Advanced Micro Devices and Cyrix: its share in that market tier plunged from 90 percent to 30 percent. However, if Intel
 had looked only at its overall gross margins, it would have missed the signal. As it was losing share only at the low end of the market, its average margins
 were actually increasing. In fact, increasing margins can sometimes be a paradoxical sign of overshooting—particularly if
 sales are flat or declining. Those increasing margins occur because a company’s lowest-price, and lowest-margin, customers,
 are falling off the roster, increasing the company’s weighted average margins. While it can feel good in the short run, it
 is worth remembering the wise words of Andy Grove, then Intel’s CEO: “If I lose the low end today, I will lose the high end
 tomorrow.”4



One technique that can be useful to spot emerging developments before they become commonplace developments is what is called
 a “substitution curve.”5
 Figure 3-1 presents a substitution curve for wireless and wireline minutes of use in the United States. The y axis plots the market share of the new solution divided by the market share of the traditional solution on a logarithmic
 scale.6
 A value of 1.0 means the new solution has 50 percent of the market. A value of 0.1 means the new solution has about 9 percent
 of the market. The x axis should plot increments of time, usually in years, on an arithmetic scale. Typically, a straight line will connect the
 data points. What this technique allows you to do is to spot the implications of emerging developments when they still have
 a seemingly insignificant market share (see tool 3-1 for more information). This technique can help to separate the small
 developments that are destined to stay small from the ones that are destined to blossom into great businesses. It can be a
 powerful way to disarm the argument, “We don’t have to worry about those guys because their market share is too small to matter.”
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Eli Lilly’s failed efforts to create even purer insulin demonstrate the impact of overshooting.7
 Many diabetics use insulin every day to help maintain the appropriate level of blood glucose. Historically, insulin was manufactured
 from the ground-up pancreases of cows and pigs. For most of the twentieth century, manufacturers focused on increasing insulin’s
 purity. In 1925 impurities stood at fifty thousand parts per million (ppm), dropping to ten thousand ppm by 1950. By 1980
 impurities had dropped to only ten ppm, primarily as a result of investment and development by Eli Lilly, the world’s leading
 insulin manufacturer.



The market was not excited about Humulin. Sales growth was disappointingly slow, and Lilly found it difficult to sustain a
 premium price for the product. “In retrospect” a Lilly researcher noted, “the market was not terribly dissatisfied with pork
 insulin. In fact, it was pretty happy with it.”8
 Lilly had spent a significant sum of money and organizational resources creating a product that overshot the demand. Most
 consumers of insulin didn’t want or need a more reliable product and therefore weren’t willing to pay more for an insulin
 that, while technically superior, had no meaningful impact on the management of their condition.



Enterprise software giant Oracle chose to follow this route in the mid-2000s. Oracle’s CEO Larry Ellison stunned Silicon Valley
 in 2003 by launching a hostile takeover bid for rival PeopleSoft.9
 Many business analysts consider hostile takeovers to be a tool wielded by mature, old-world industries, a last-resort effort
 hardly worth contemplating in an innovative, nimble, high-growth industry such as software where alliances and pure competition
 are the norm.



THE CONCEPT OF “jobs to be done” probably generates more interest than any other concept in The Innovator’s Solution.1
 The concept that customers “hire” products and services to get jobs done in their lives is highly intuitive and extremely
 understandable (see the box, “Theory Refresher: Jobs”). The case studies in the book—describing how many consumers “hire”
 milkshakes as a way to fill long, boring commutes and Research In Motion’s BlackBerry to kill time productively— carry a counterintuitive
 ring of truth. The prescription seems simple: to identify opportunities to create new growth, look first for important “jobs”
 that people can’t get done satisfactorily with current solutions.



There are many good resources available to help structure and run a brainstorming session.2
 Here are some specific approaches that have worked for us:



Assemble a diverse internal group. A long-held belief in the world of innovation is that true breakthroughs almost always occur at “intersections,” when people
 bring novel ways of thinking to existing problems.3
 Blending together diverse internal groups can encourage these intersections and foster creative thinking.



For example, many health insurance providers have struggled to find a way to serve the 47 million Americans who are uninsured.4
 Particularly perplexing to these providers are young consumers who can afford insurance but choose not to purchase it. Many
 insurers assume that young adults remain uninsured by choice through a false sense of invincibility that obviates the value
 proposition of most insurance plans.



A different kind of observational technique involves walking a mile in your customer’s shoes. Credit Suisse’s banking arm
 has its senior managers go through “immersion experiences,” during which they visit bank branches to watch customers and complete
 typical customer transactions, such as buying foreign currency.5
 Experiencing customer frustration first-hand gives senior management deeper insight into the problems facing Credit Suisse’s
 customers.



One specific approach that can often reveal surprising findings is what Gerald Berstell and Denise Nitterhouse term “customer
 case research” (CCR). CCR focuses closely on a customer’s decision to purchase a product. The 
 purchasing process is a rich source of information because, as Berstell and Nitterhouse note, “there’s almost always a story
 behind why people initiate the purchase process.”6



While this book specifically focuses on creating new growth businesses, the jobs-to-be-done concepts apply across the innovation
 life cycle.7
 Before there is an innovation, there has to be market demand. Then an innovator must find a way to tap into that demand.
 In the early days, the innovator’s key challenge is optimizing the innovation for maximum success; subsequently, it is finding
 creative ways to capture value profitably and repeatedly. Markets abhor vacuums, so any successful innovator must ward off
 encroaching competitors. Finally, when the innovation reaches seeming maturity, the innovator must find new ways to revitalize
 profitable growth. Jobs-based thinking can help the innovator at each stage of this life cycle.



Also worth considering is who will eagerly hire a new technology or offering (figure 4-3 illustrates how starting with a solution
 affects the quest for opportunities).8
 While companies often seek to develop market understanding before innovating, sometimes the process works in the other direction.
 In the R&D arena, stories abound of scientists leaving the lab at night only to come back in the morning to some new compound
 that had never been seen before. Organizational units often wonder who might be interested in the components of the product
 portfolio. Many organizations face the challenge of finding markets and customers for existing offerings, whether serendipitously
 or intentionally.



In 1990 Grace began thinking about bringing its technology to other markets. With an inherent understanding of its solution’s
 capabilities (precisely removing layers of metal to create engineered components), the barriers that it could overcome (working
 with thin metals and affording precision tolerances), and the circumstances in which it might be useful (when there is a desire
 for finished parts without metal burrs, and a willingness to accept potentially sharp edges), the company decided to focus
 on applications that required delicate cutting and shaving operations. Co-owner Richard Grace said, “We always had so much
 really sharp metal lying around that everyone had to stay careful of. We thought, ‘Hey! What would happen if we tried to cut
 things on purpose? How sharp a tool could we make, and what would you use it for?’”9



Few words cause as visceral a reaction from executives as commoditization. Every executive can tell a horror story of how one of the company’s crown jewels found its differentiation dissipating and
 its margins crumbling. In these circumstances, plowing more money into innovation seems to make the problem worse, not better.
 General Electric CEO Jeffrey Immelt put it well when he noted, “We’re all just a moment away from commodity hell.”10



Disruptive literature explains the limitations of “cramming” a disruptive solution into current markets.1
 For example, in the early days of the Internet, most newspaper companies responded by replicating their print product online,
 in essence targeting existing readers and advertisers.2
 While they successfully created a Web presence, the online business model of classified and display advertising mirrored
 the offline business model. Most companies missed the opportunity to create attractive new business models related to search,
 auctioning, and direct marketing. This failure created opportunities for new companies to capture much of the value of the
 online media market. Cramming is expensive and rarely works.
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Many business books show in great detail how companies that act in the right way can crush existing competitors.3
 Successful disruptors almost never seek a head-on collision with established competitors. If you follow a strategy that also looks attractive to market leaders,
 you can bet that they will be quick to respond, and as incumbents, they often have advantages that are difficult to trump.
 If you are a market entrant, to win the battle of disruptive innovation you must turn an incumbent’s strength into a weakness.



The book Blue Ocean Strategy, published in 2005, includes a very useful tool, called a performance map, that can help design well-balanced solutions.4
 Adapting the map for disruptive purposes creates a simple but powerful way to guide a discussion about how the innovator
 can play with varying performance characteristics to solve a problem in a different way.



Yet a significant amount of research comes to a stark conclusion: acquisitions, particularly large ones, tend to disappoint.
 In one study by a consulting company, managers reported that more than 70 percent of all acquisitions failed to create value
 and up to 50 percent actually destroyed value.5
 High-profile struggles of the combination of auto giants DaimlerBenz and Chrysler or America Online’s $180 billion acquisition
 of Time Warner provide stark examples of what can happen when mergers and acquisitions go bad.



Finally, consider creating systems to encourage submissions from inside and outside the company. Just as humans use only a
 fraction of the processing power of their brains, most corporations tap into only a fraction of the innovative power of their
 employees. Creating simple contests can encourage the creation of more ideas. Companies are increasingly turning to the outside
 market as well, seeking ways to have customers submit their innovative ideas. For instance, in 2006 Netflix announced a $1
 million prize for any external team or individual who could develop a system that improved the accuracy of the company’s movie
 recommendation engine by 10 percent. As of June 2007, eighteen thousand teams had submitted ideas, with the leading team improving
 accuracy by 7.5 percent.6



One company that conducted research in this way is Ethicon Endo-Surgery (EES), a $3 billion division of Johnson & Johnson.1
 EES sells surgical instruments for minimally invasive surgery, that is, surgery performed without making deep exterior incisions
 that “invade” the body. Ken Dobler heads up a group within EES whose charter is to generate growth business. Dobler worked
 to identify about a dozen innovations that had created entirely new categories of medical devices. He traced the development
 of each device, at times even interviewing the inventor who had registered the original patent for the device. Dobler’s analysis
 revealed a handful of specific characteristics shared by the success stories, notably the following:



Innosight, for example, has developed a straightforward tool called the Disrupt-o-Meter to help companies quickly assess whether
 a proposed approach fits the basic disruptive pattern.2
 Tool 6-1 replicates the tool. It shows the nine areas of analysis, the rationale for each area, the answers (ranging from
 least to most disruptive), and the strategic choices that an innovator could make to increase an idea’s disruptive potential.



Anyone who has tracked this industry knows that Vonage struggled and Skype surged. Innosight evaluated the two companies using
 the Disrupt-o-Meter in September 2005 (see table 6-2).3



One simple way to do this is to create a “map” comparing strategies across multiple dimensions. For example, one defense company
 took its fifteen-element checklist and broke it into three “buckets.” The first bucket of questions assessed the disruptive
 potential of each idea. The second bucket analyzed the idea’s strategic fit, or the degree to which the company had the desire
 and the ability to pursue the idea.4
 The third bucket provided rough estimates of each opportunity’s upside potential. Assessors ascribed a degree of confidence
 to each answer. Using simple techniques to score opportunities along each of these areas, the company was able to plot opportunities
 on a chart like the one displayed in figure 6-1.



The journey can be perilous. Recall Apple’s efforts in the early 1990s to pioneer the personal digital assistant (PDA) market.
 It famously invested millions to create its widely pilloried Newton product. It wasn’t just Apple that got it wrong, however.
 Sony, Motorola, Hewlett-Packard, and a number of other leading companies also failed in their efforts to create this category.
 All told, companies squandered more than $1 billion following doomed strategies in this market.1
 Who won the space? A small start-up called Palm, Inc.



Note how emergent strategy immediately shifts attention from the answer itself to the assumptions that support the answer. Too often, companies assume that their locus of analysis ought to be on an opportunity’s financial
 projections. When you have low certainty about almost all the inputs into a financial model, engaging in vigorous debates
 about such projections is, quite frankly, a waste of time. Remember the words of Scott Cook, the founder of Intuit: “For every
 one of our failures, we had spreadsheets that looked awesome.”2
 Making the numbers work isn’t interesting. Understanding why the numbers might work is. Come to a consensus on what the answer must be, and then have a vigorous debate over what inputs
 would lead you to that answer.



The further a company moves from its core business, the more important it is to think carefully about assumptions and risks,
 because the company often just takes implicit assumptions for granted in its core business. A company that sells low-priced
 products such as cereal doesn’t really have to worry about product returns, for example, because most consumers don’t take
 the time to return a box of cereal. But if that company started selling a customized cereal processor costing more than $100,
 it would need to think carefully about the impact of a probable return rate of 5 to 15 percent on its business model. Similarly,
 when Disney opened Euro Disney (now Disney Europe), it assumed that European consumers would follow the same patterns as consumers
 in other markets. But European consumers were used to lower admission prices, didn’t stay in hotels for as many nights, ate
 less food, and bought cheaper merchandise. Failing to address those assumptions led to an ill-conceived Euro Disney strategy
 that lost a lot of money.3



External benchmarking. Look to the external market to see how other companies have addressed similar issues. If your success is predicated on doing
 something better than it has ever been done before, at least ask whether that assumption is reasonable. Market research or
 analysts’ reports can be good sources of external information, as can consultants who specialize in a particular industry.4



Employing consultants and contractors. Hiring people is risky. If you hire someone full-time and your strategy shifts, you have to hope that your employee can shift
 with the strategy or that you can put the person to some other use. Advisers often recommend that small companies hire full-time
 CEOs only after settling on a business model, because a new CEO will inevitably bring his or her last business model to the
 new company.5
 If that business model is 
 flawed, the CEO might bring the company down. More flexible work arrangements can protect against these downsides. Often,
 it pays to spend a bit more for people on a monthly basis if it buys extra flexibility.



Everyone knows that Palm, Inc. ultimately triumphed over deep-pocketed companies such as Sony in the race to create the market
 for PDAs, But people forget that Palm’s first strategy was flawed too. The company’s first product, the Zoomer, “did lots
 of things, most of them badly,” according to a magazine article.6
 After the product flopped, however, Palm had enough money left in the bank to take another run at a potentially winning strategy.
 It interacted with Zoomer users to find out why they were so disappointed by the product. Once Palm learned that people were
 seeking a device that complemented their computers, the company developed a straightforward device that forced users to use
 an intuitive, simple writing style instead of relying on complicated, bug-prone handwriting recognition software. The Palm
 Pilot seamlessly synchronized with the user’s computer, guaranteeing a single data repository. Palm’s revectored approach
 took off, creating a powerful growth business.



As noted in The Innovator’s Solution, “Rather than seeing e-mail as an emergent strategy signal, the company tried to filter it out, because in a deliberate mode,
 management’s job was to implement the original strategy. America Online (AOL) luckily entered the market later, after customers
 had discovered that e-mail was a primary reason for subscribing to an online service. With a technology infrastructure tailored
 to messaging and its ‘You’ve got mail’ signature, AOL became much more successful.”7



When pursuing disruptive innovations, it is best to select team members who have attended “schools of experience” where they
 wrestled with challenges of the type the team is likely to encounter (see the box, “Schools of Experience,” for more on the
 basic framework).1



Chapter 7 of The Innovator’s Solution describes a case study that illustrates the need for identifying the right schools of experience. The case study discusses
 a company called Pandesic, a joint venture established by technology titans Intel and SAP in 1997.2



In his book The Ten Faces of Innovation, IDEO founder and CEO Tom Kelley describes how the cult of devil’s advocacy can be an innovation killer.3
 We agree. Senior managers think they are doing their job when they play devil’s advocate. They are not. In fact, devil’s
 advocates exist in abundance. Any fool off the street can point out the ten problems with a truly novel growth strategy. It
 takes real skill, however, to be able to solve those problems. Devil’s advocates are abundant, problem solvers are scarce.



The simple resources, processes, and priorities framework presented in The Innovator’s Solution and Seeing What’s Next provides a quick and useful 
 way to build your capability balance sheet.4
 Remember, the model holds that a company’s capabilities comes in three flavors:



Creating a separate unit free of these conflicts is certainly one option. This approach leaves many companies dissatisfied,
 however, because it lowers their ability to leverage core assets and spread organizational 
 learning.5
 Companies that stop short of full autonomy need to decide how to avoid the roots of The Innovator’s Dilemma: the incremental decisions made by middle managers that shape strategies so that they conform to what has been done before,
 even if an alternative approach would yield more growth potential.



Professor Vijay Govindarajan of the Amos Tuck School at Dartmouth has a useful way to frame this challenge. He claims that
 the key for any new growth venture is to borrow selectively from the core business while forgetting old orthodoxies that might inhibit success.6



The following case studies describe how three different companies sought to manage actively the conflicts inherent in pursuing
 disruptive strategies inside large organizations.7



Many of these characteristics resemble what the academic literature calls a “heavyweight team.”8
 This kind of team helps companies break established patterns of behaviors and quickly assemble highly distinctive solutions.
 Significantly, heavyweight teams typically involve fully dedicated team members. Instead of acting as representatives of functional
 departments, team members represent the team. Instead of following standard operating procedures, teams break and redefine
 procedures. This approach is particularly useful when there are high degrees of interdependency between different functions
 and the odds are high that the team will follow an approach that wouldn’t naturally make sense to the core business.



As Benz described it in 2006, “These investments aren’t big bets. They’re small disbursements designed to test key assumptions
 in the ideas that are being submitted . . . If we fail, we want to make sure everyone learns from our missteps. And when we
 succeed, we want to ensure that all of our papers can leverage that success . . . We don’t think we have all the answers,
 not by a long shot. But we believe we’re heading in the right direction.”1



Oil and gas giant Shell created a program called “GameChanger” to help it proactively foster or promote extraordinary ideas.
 In launching the program, the company acknowledged “that a rich vein of innovative ideas runs through Shell Chemicals, but
 that new ways are needed to surface these ideas, take account of external influences, and provide appropriate, staged financing
 for their development.” This unit strives to develop real businesses. It is designed specifically to enable Shell to pursue
 opportunities that are “outside and between” the company’s existing lines of enterprise by following a process “outside the
 constraints and priorities of Shell’s day-to-day business.”2



The motivations behind this involvement are at times solely financial. However, history suggests that corporations that take
 a purely financial approach may lack the patience to achieve positive returns. Overall, most experts agree that the best approach
 to corporate venturing involves seeking opportunities that promise both financial and strategic returns.3



Companies such as Hewlett-Packard, Philips, Hearst, Motorola, and Intel operate some of the best-known corporate venture units.
 Intel Capital in particular stands out as a venture unit that has exploited the full range of strategic benefits offered by
 this innovation structure. Since its inception in 1991, Intel Capital has invested in excess of $6 billion in more than one
 thousand companies.4
 With successful exits from investments in companies such as Clearwire, VMware, LANDesk, and Groove Networks—to name only
 a few—it is clear that the organization has met general profitability goals. Intel Capital’s mission statement clearly describes
 its quest for both financial and strategic goals: “Intel Capital seeks out and invests in promising technology companies worldwide.
 We focus on both established and new technologies that help to develop industry standard solutions, drive global Internet
 growth, facilitate new usage models, and advance the computing and communications platforms.”5



Companies such as Hewlett-Packard, Philips, Hearst, Motorola, and Intel operate some of the best-known corporate venture units.
 Intel Capital in particular stands out as a venture unit that has exploited the full range of strategic benefits offered by
 this innovation structure. Since its inception in 1991, Intel Capital has invested in excess of $6 billion in more than one
 thousand companies.4
 With successful exits from investments in companies such as Clearwire, VMware, LANDesk, and Groove Networks—to name only
 a few—it is clear that the organization has met general profitability goals. Intel Capital’s mission statement clearly describes
 its quest for both financial and strategic goals: “Intel Capital seeks out and invests in promising technology companies worldwide.
 We focus on both established and new technologies that help to develop industry standard solutions, drive global Internet
 growth, facilitate new usage models, and advance the computing and communications platforms.”5



Is your industry nascent or mature?6
 Generally speaking, innovation comes more naturally to companies in nascent industries, although companies like CEMEX in
 cement and Dow Corning in silicones have shown how innovation can thrive in seemingly mature businesses.



In the past few years, companies have begun to realize the real power of what Haas School of Business Professor Henry Chesbrough
 calls “open innovation.”7
 Again, P&G is an instructive example. Historically, the company had a reputation for being highly insular, yet several years
 ago CEO A. G. Lafley set out a stark challenge: by 2010 at least 50 percent of the company’s innovations should involve some
 form of outside connection. The company augmented its research and development capability with the ability to “Connect & Develop.”
 As noted in a 2006 Harvard Business Review article, it began shifting its attitude “from resistance to innovations ‘not invented here’ to enthusiasm for those ‘proudly
 found elsewhere.’”8
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MORE THAN TWO DECADES AGO, management guru Tom Peters penned an editorial titled, “What Gets Measured Gets Done.” Indeed, one of the findings from the
 research that Peters summarized in his 1982 business classic In Search of Excellence is that excellent firms use measurements and metrics to make sure that people spend time on the things that really matter.1



To address these issues, this chapter describes key measurement traps, spells out fifteen potential innovation metrics that
 companies can use, and provides tips for executives seeking to start implementing their own set of innovation metrics.2



As a simple example of the limits of focusing on input-related measures, consider a 2006 study that highlighted the companies
 with the largest R&D budgets.3
 Leading the pack in the United States was Ford, which—its advertising notwithstanding—isn’t on anyone’s short list of innovative
 companies.



Organizations such as the Boston Consulting Group that have studied innovation metrics suggest using a balanced mix of metrics
 to assess a company’s innovation-related activities.4
 We agree. The metrics described here come in three categories: input-focused, process-focused, and output-focused. Implicit
 in these metrics are many of the concepts discussed in this book, such as encouraging a balanced innovation portfolio, fostering
 iteration and learning, ensuring that there are dedicated resources for innovation, and so on.



Separate, protected resources for noncore innovations. The previous two metrics ensure that the company generally allocates resources to innovation. But it’s also important for some of those resources to be applied specifically to noncore
 innovations and as 
 such to be fiercely protected, even when times get bad. Companies that put all of their innovation resources into a single
 pot often find that low-risk (but lower-return) core initiatives crowd out potentially higher-risk, longer-term investments
 with greater growth potential. Kennametal, a $2.4 billion manufacturer of metal-cutting tools and mining equipment, established
 a centralized breakthrough technology group to focus solely on long-term innovations. The group evaluates new technologies,
 new markets, and new ways for the company to bring significant game-changing innovations to existing markets.5



Breadth of idea-generation process. Senior management does not have an exclusive license to develop good ideas. In fact, the best ideas often originate from
 people who are close to markets, such 
 as sales representatives. For example, Starbucks encourages its baristas to pass on customers’ ideas for new products and
 services to corporate headquarters. A good idea-generation process seeks ideas far and wide—from customers, channel partners,
 even competitors. Measuring the percentage of ideas that come from outside the company is a good proxy for the breadth of
 the idea-generation process. For example, as noted in chapter 9, in 2004 Procter & Gamble announced that it hoped 50 percent
 of its ideas would come from outside the company by 2010.6



Return on innovation investment. Return on investment too can be a dangerous metric in isolation, forcing innovators to make conservative bets that promise
 at best modest returns a higher priority than riskier, but potentially more lucrative, propositions. (Net present value, which
 doesn’t suffer from this sizing problem, has its own complement of issues.) Nonetheless, companies shouldn’t fritter away
 innovation resources on activities that don’t demonstrate returns.7



In its final report the team recommended a “game plan” for newspaper companies seeking to improve their ability to create
 growth through innovation.8
 To help them measure their progress in implementing this game plan, it created a dashboard of sixteen distinct innovation
 metrics. The metrics included a blend of input-related, output-related, and process-related metrics that were meant to help
 newspaper managers ensure that they were making progress on some of the report’s recommendations, such as the following:
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