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CHAPTER – X

THE ROAD AHEAD

Introduction
This chapter summarizes some of the important ideas covered in this book.  It discusses the road ahead in the innovation game and what companies can do to be better equipped to face the challenges.
What we know about innovation

So much has been written about innovation that at times it is confusing.  Let us first examine briefly the body of knowledge which has been developed on the subject.  

As writers ranging from Peter Drucker (three decades back) to Andrew Hargadon (2003) have mentioned, the essence of innovation is systematic hard work.  Innovation is not about genius. Innovators are no smarter, than the rest of us.  They keep their eyes and ears open.  They know what is happening around. So they are able to see and make connections between people, ideas, and objects from across the broader landscape.  Rather than producing fundamentally novel advances in any one technology or dominating any one industry, they often try to combine existing objects, ideas, and people in new ways. They do so in a systematic, purposeful way instead of leaving it to chance.

Indeed, the body of knowledge assembled on innovation over the years, clearly suggests that people do not come up with new ideas simply by chance. They piece them together from what they already know.  People cannot come up with a new interpretation of what’s happening, new ways of dealing with problems, when they lack the wide-ranging set of ideas from which they piece together alternatives. So, knowledge is extremely important. But knowledge, can be a double-edged sword. While knowledge provides the inputs for recognizing and creating radical innovations, it also represents the old ways of thinking that prevent people from seeing new opportunities.  The trick is to develop in-depth knowledge within a given field but, at the same time, develop the willingness to take that knowledge apart and combine it in new ways.  Indeed, this is the core attribute of learning organizations, a term associated with Peter Senge. The unfortunate reality is that all CEOs want to build learning organizations but only a few succeed.

Innovation involves building networks. New ideas do not sell by themselves.  Opinion has to be mobilised in favour of new ideas.  Innovation requires building a community of like-minded and wholly committed individuals who see their shared future in the success of the emerging technologies and industries.

Most successful innovators recognize that “the future already surrounds them.”  Instead of trying to create something new, they realise that other people know something they don’t, and they know something others don’t.  But they also realise that the inputs for the next breakthrough technology are not arranged neatly in one place. Untangling them from their current context and putting them together in new ways requires thinking by analogy.  It means constantly asking how things are the same.  As Hargadon has put it, genius lies in the ability to see how two things that nobody else sees as related, are related.   As Hayashi
 puts it:  “Indeed, the ability to see similar patterns in disparate fields is what elevates a person’s intuitive skills from good to sublime.”

Innovators know how to capture good ideas, keep ideas alive, imagine new uses for old ideas, and test promising concepts. Creativity is often portrayed as something that cannot be defined, described, or copied.  Yet it is actually far less mysterious.  Creativity results not so much from inventions as from using old ideas in new ways, places, or combinations. Creativity involves finding new uses for old materials, objects, products, services, or concepts.  

Most things that appear to be entirely new, do not appear out of thin air.  Rather, they are new blends of old objects, ideas, or actions.  Innovative firms look across markets, industries, and geographic locations. They keep examining proven technologies, products and business practices.  They recognize that these old ideas are their main source of raw material for new ideas, even when they are not sure how an old idea might help in the future.  

Ideas cannot be used if they are forgotten. Spreading information about who knows what is a powerful way to keep ideas alive. New uses must be identified for the ideas captured and kept alive.  Often those applications are blindingly simple.  When Edison’s inventors were developing the light bulb, bulbs kept falling out of their fixtures. One day, a technician wondered whether the threaded cap that could be screwed down so tightly on a kerosene bottle would hold light bulbs in their sockets.  The design that was developed, based on this insight, has not changed since.

New ideas need to be subjected to the market test as quickly as possible to ensure that resources are not indiscriminately wasted.  Quickly turning an imaginative idea into a real service, product, process, or business model is the final step in the innovation cycle.  Real means concrete enough to be tested. Quickly means the testing can be done early enough in the process so that mistakes can be identified and improvement made. If an idea seems to solve a current problem, one must build on it.  If an idea does not work out, one must look for another.   

Disruptive innovations

Innovations can be arranged across a continuum – from incremental process improvements to process innovations to radical product innovations and finally to business model innovations. The great business model innovations are disruptive in nature.  They uproot successful, well-entrenched players in no time. They rewrite the rules of the game completely. 

The process of disruption needs to be understood carefully. The starting point is to understand the typical mindset of corporate executives. According to Christensen and Raynor, it is middle managers who convert partially formed ideas into full-fledged business plans and who decide which of the ideas they will support and carry to upper management for approval, and which they will allow to languish.  

Unfortunately, middle managers typically hesitate to endorse new product concepts whose prospects are uncertain.  Middle managers realise they will invite the displeasure of senior management if a market fails to materialize. So they restrict their new product development efforts to existing customers and markets for similar products.  That is why successful companies are very happy serving their existing customers. They find it difficult to change and anticipate inflection points. On the other hand, the challengers boldly look at new customer segments.

Companies must take pains to understand what customers expect from a product.  They need to understand the trajectory of improvement as new and improved products are introduced in the market. The pace of improvement usually outstrips the ability of customers to use it.  It is in such situations, a disruptive product emerges which gives less but which is also typically cheaper, less complicated and more user friendly and appeals to a hitherto neglected segment. 

Disruptive innovations start small, but pick up momentum suddenly and soon beat established players hollow. The way some products gain sudden and rapid acceptance, shares a lot with social epidemics (upheavals). Both result in major changes.   So it is useful to understand how social epidemics occur.  According to Malcolm Gladwell
, social epidemics share a basic, underlying pattern.  First of all, they are clear examples of contagious behavior. The second distinguishing characteristic is that little changes have big effects.  Finally, changes happen in a hurry.    

Of the three, the third trait, the idea that epidemics can happen in a hurry is the most important. Tipping Point is the name, Gladwell gives to that one dramatic moment in an epidemic when everything can change all at once.  Innovators can learn a lot by identifying and anticipating tipping points. A tipping point can be viewed as the stage at which the new business model has just improved to appeal to a sufficiently large customer segment. 

Epidemics are a function of the people who transmit infectious agents, the infectious agent itself, and the environment in which the infectious agent is operating.  Gladwell refers to these three agents of change as the Law of the Few, the Stickiness Factor, and the Power of Context. For innovations to be successful, the timing must be right, the right people must be targeted and the benefits of the new offering must be conveyed in a simple but powerful way to potential customers.

Targeting the right customers

A disruptive business model innovation targets the right customers. Who are the most desirable customers?  Companies must look for customers who have long wanted a product but have not been able to find one.  They must be able to delight these customers easily.  They should look for customers whom they can have all to themselves, protected from the advances of competitors.  

Gladwell argues that by focusing on the right people, a lot can be achieved in terms of gaining acceptance for the innovation, without wasting much resources. In spite of the emergence of sophisticated electronic media, word of mouth is still the most important form of human communication. Gladwell identifies three categories of people on which companies can focus – connectors, mavens, and salesmen. 

Companies need people who can link them up with the world. These are connectors, people with a special gift for bringing the world together.  Connectors are needed for a new idea to gain acceptance.  Connectors can spread the message across people much better than any one else.

Connectors are the kinds of people who seem to know everyone. They have a truly extraordinary knack of making friends and acquaintances.  They are people whom one can reach in only a few steps because, for one reason or another, they manage to occupy many different worlds and subcultures and niches.  These are people, with a wide range of contacts, who seem to be all over the place.

Another group of people who create a disproportionately significant impact is Mavens. These are very knowledgeable people, who know how to collect information, get the best deal and tell others about it.  A Maven is a person who has information on a lot of different products.  This person likes to initiate discussions with consumers and respond to requests.  A Maven is not a persuader.  Mavens play the role of information brokers, sharing and trading what they know.  

In a social epidemic, Mavens are data banks.  They provide the message.  Connectors are the social glue: they spread it.  Salesmen are the people who have the skills to persuade people when they are unconvinced about what they are hearing.

Commoditisation & Decommoditisation 

Value chain analysis is a key building block in business model innovation.  As we mentioned earlier, value tends to migrate across the value chain as an industry evolves.  Understanding this process is extremely important. Most of the successful companies are where they are today because of their ability to identify correctly the sweet spot on the value chain. An important point which Christensen and Raynor make is that whenever commoditization is at work at one place in the value chain, a reciprocal process of de-commoditization is at work somewhere else in the value chain. While commoditization undermines the scope for differentiation, de-commoditization enhances it.  The locus of the ability to differentiate, shifts continuously in a value chain as new waves of disruption gain in strength and then weaken.   

Static theories of industry attractiveness can be safely rejected.  Indeed, it is important not to write off an industry as inherently unprofitable, and assume that others are inherently profitable. Profitability depends on the circumstance in which companies happen to be at a particular point in time, at each point in the value chain.  The companies that are positioned at a spot in a value chain where performance is not yet good enough will capture the profit.  Such companies can launch differentiable products, and create high entry barriers. On the other hand, where performance has already exceeded expectations, customers will be reluctant to pay more for the extra value created.  That is the point, where differentiation becomes increasingly irrelevant and the process of commoditisation is likely to pick up momentum.

How values affect business model innovation 

The core values of successful firms can act as a big stumbling block to the innovation process. Over time, the values of successful firms tend to evolve in a predictable fashion with respect to both acceptable gross margins and sales.  As overheads increase over time, gross margins that at one point were quite attractive will seem unattractive at a later point.  Established companies typically find low margin products very unattractive.  Such companies will also not be excited by small businesses which are unlikely to become big in the immediate future.  As a result of this tendency to focus on the big, high margin businesses, established companies miss out on the really exciting growth opportunities. 

Established companies have the resources – the engineers, money, and technology – required to succeed at both sustaining and disruptive technologies.  But their processes and values are major stumbling blocks in their endeavour to succeed at disruptive innovation.

In contrast, smaller, disruptive companies lack resources, but that does not constrain them.  They are more than happy to focus on emerging growth markets.  Their values enable them to embrace small markets, and their cost structures can accommodate lower margins. Their less formal market research and resource allocation processes allow managers to proceed intuitively without the need for elaborate research and analysis.    

Strategy and Business Model Innovation

An important point which Christensen and Raynor make is that a company’s strategy is what comes out of the resource allocation process, not the intentions and proposals that go into it.  Great plans may be made but it is in their execution that strategy lies.

In many cases, strategy emerges through a process of trial and error. Indeed, entrepreneurs rarely get their strategies right the first time.  The successful ones make it because they have money left over to try again after they learn that their initial strategy is flawed. On the other hand, the failed ones typically spend all their resources implementing a deliberate strategy before establishing its viability.  One of the most important roles for senior management during a venture’s early years is to learn what is working and what is not, and then to cycle that learning back into the strategy formulation process.

A company’s financial strategy can make or break its innovation strategy.  Capital structure is a key ingredient of financial strategy.  The debate on capital structure has been driven by issues like debt vs. equity and corporate capital vs. venture capital.  Christensen and Raynor emphasise that the right question to ask is what type of capital will mesh with the corporate strategy and help a new venture to become successful. They emphasise that the best money to drive a disruptive business model is one that is patient for growth but impatient for profit.  Capital which is impatient for growth but patient for profit might kill a new venture. Targeting people who are not currently consuming the product and moving disruptively up-market involve operating in small markets for a time.  The only way that a venture can instantly become big is for existing users of a high-volume product to be enticed to switch en masse to the new enterprise’s product.  This is a battle that start-ups will find it difficult to win.  

Money needs to be impatient for profit.  When there is pressure to generate profit relatively quickly, the management is forced to test as quickly as possible the assumption that customers will be happy to pay a profitable price for the product. If a venture’s management knows it can keep returning to the corporate treasury to fund continuing losses, they will pursue the wrong strategy for a long time. Pressure to generate early profit also helps a venture’s managers to keep fixed costs low.  

A low break-even point business model is crucial for the success of disruptive strategies, because the cost structure determines the type of customers that are and are not attractive. The lower the initial breakeven point, the greater the upside.  Indeed, a low break-even point can be considered one of the most important attributes of a disruptive business model.

Building innovation capabilities

Business model innovation demands the systematic building up of organizational capabilities. One of the golden rules of management is to change proactively when the times are good, not after a crisis has erupted.  So companies must launch new growth businesses when they are healthy, not when the current business gets into serious trouble and financial results signal the need for a major overhaul. They must keep dividing business units into smaller ones. Then decisions to launch growth ventures will continue to be made within smaller organizational units that will be quite happy to benefit from investing in small opportunities.

Companies must minimize the use of profits from established businesses to subsidize losses in new-growth businesses.  There is nothing like profitability to ensure that a high-potential business can continue to get the funding it needs, even when the corporation’s core businesses turn sour.

An innovation-oriented culture is all about creating the right attitude among people.  An action orientation is one of the most desirable traits needed in innovating companies. According to Sutton
, to encourage innovation, companies need to reward people for taking intelligent action, not just for talking about the virtues of failure, experimentation, or risk taking. It might not even be enough to give equal rewards for success and intelligent failures. The excessive emphasis on success means that people who succeed may still get more kudos than they deserve from peers and outsiders, and those who fail may get more blame than they deserve.  To offset this bias, Sutton argues that failure should be rewarded even more than success, and inaction must be punished.

The way the human brain operates, makes us prone to repeating what we have done in the past, especially if it has been successful.  Controlled experiments show that when a person does something even once, and does not question what was done or why, the action becomes automatically, or “mindlessly,” repeated again and again.  This ability to make a behavior “automatic” enables human beings to become more productive and efficient.  But it also makes them more resistant to change.  

To break free from set patterns, various options are available.  One is to start a new company, or at least a new business unit.  Many companies have broken free from established technologies, business practices, and business models by setting up new divisions, freestanding companies, and joint ventures in ways and places that are not influenced by the company’s past successes. The IBM PC was the result of such an initiative. Another way to encourage innovation is to take people out of jobs where they are competent and assign them to jobs where they do not have the right skills and that make them feel uncomfortable.  Companies that do this routinely, force people to keep learning new things. Putting people in new positions makes them see the same old tasks in new ways.  Nokia is a good example.  A related technique is to constantly disband and reform work groups.  Longstanding teams are especially prone to getting trapped in the past.  Members can become so comfortable with each other that they start ignoring outsiders.

Improving the odds of success 

Innovation is a serious and risky business.  While the chances of failure are high, for those who succeed, the rewards are handsome. Christensen and Raynor have the following words of advice for upstarts who are serious about changing the rules of the game:

· A strategy that targets customers and markets that look attractive to an established competitor is unlikely to succeed. Instead, the team should identify a niche segment that established competitors will generally ignore or not be interested in solving. This is a point which Peter Drucker has also made in his book, “Innovation and Entrepreneurship.”

· It is not advisable to target customers who are already using pretty good products. Companies must find ways to target  people who are not getting what they need. These are the people who can be satisfied more easily.

· Serving customers who have not found the product they want, makes a lot of sense. If there are no nonconsumers available, the team must explore whether they can target the low end of the market, where customers are not able to use all the functionality for which they are currently paying.  

· Innovation involves putting ourselves in the shoes of customers.  Companies must look for ways to help customers get done more conveniently and inexpensively what they have been finding difficult and expensive to get done in the past.  

· If the team’s product or marketing plan focuses on market segments whose boundaries mirror the organization’s boundaries, or if the targeted market is segmented along the lines for which data are readily available, the possibility of disruptive innovation is low. The market must be segmented in ways that mirror the jobs that customers are trying to get done.

· Companies must develop competencies to get into businesses where the money will be made in the future instead of clinging tenaciously to those skills that brought the company success in the past.

· The management team for a new venture should be selected carefully.  Capabilities of team members should be evaluated on the basis of problems they have grappled with, in the past. These problems should be compared with those that the new venture might face.

· In the initial phase of a new venture, the development team must be flexible about what is the best strategy in terms of products, customers, and applications.  Humility is a great virtue here.  The willingness to drop what does not work and embrace what does, is a core attribute of great entrepreneurship.

· A company must keep growing. But a disruptive innovation needs time before the results start showing.  If corporate growth slows and the new businesses are forced to attempt too fast a takeoff, the management will end up making fatal mistakes. Indeed, if corporate management is desperate to make a new venture very big very fast, it means applying a disruptive technology to an established market.  Chances of success are remote.

Building Coalitions 

According to Hargadon
, two broad considerations dictate the type of networking a firm must do. If a company’s strengths lie in the close relationships it has developed with end users, retailers, regulators, and other key players in a particular market, the key strengths lie in this dense network.  Such a position provides an invaluable understanding of the existing problems and opportunities, as well as the thinking of the other players in that world. Abandoning this network in search of new markets is not advisable. It makes sense to search for technologies that can be innovatively applied in the company’s existing market.

On the other hand, a firm’s close relationships might revolve around a particular set of product or process technologies, and the suppliers, scientists, and engineers who are part of this community.  These firms can seek market opportunities in other industries – where their current expertise built around a potentially valuable technology can overcome the lack of ties within the new market.

In rapidly changing markets, firms must devote more resources to building coalitions around their particular innovations than to bridging distant worlds in search of the next breakthrough idea.  On the other hand, firms competing in stable markets will find few advantages in creating denser ties than they already have.  The pursuit of innovation will have to focus on bridging distant worlds, on finding the already well developed people, ideas, and objects that would provide distinctive advantages.

Selling the idea

Most of the great innovators, including Akio Morita of Sony and Thomas Alva Edison have tended to be great salesmen.  New ideas have to be sold carefully as customers often find it difficult to relate to them and understand their full implications.  But selling ideas is not about high blitz, expensive marketing campaigns.  It is about understanding carefully whom to target and how to target and how to convey the benefit of the new idea. Again Gladwell’s ‘Tipping Point’ theory offers useful insights.  The first step is to choose the messenger carefully.  Messengers are the people who spread the message.  But the content of the message matters too.  And the specific quality a message needs to be successful is “stickiness.”  Is the message so memorable, that it can create change, that it can spur someone to action?

In an earlier chapter, we saw the challenges which marketers face today when launching a new product. According to a study done by one advertising research firm
, whenever there are at least four different 15-second commercials in a two-and-a-half-minute commercial time-out, the effectiveness of any one 15-second ad sinks to almost zero.  We simply do not remember much of what we are told or shown.  The information age has created a stickiness problem.  Retaining the attention of people and getting them focused on the message we are trying to send is not at all easy.  The lesson of stickiness is that there is a simple way to package information that, under the right circumstances, can make it irresistible.  What companies have to do is find it.

The pace at which a new idea spreads is sensitive to the conditions and circumstances of the times and places in which they occur.  The Power of Context states that an epidemic can be reversed, can be tipped, by tinkering with the smallest details of the immediate environment.  The Power of Context says that behavior is a function of social context.   Again it emphasises that what really matters is little things. 

When it comes to interpreting other people’s behavior, human beings tend to overestimate the importance of fundamental character traits and underestimate the importance of the situation and context. According to Gladwell, the convictions of the heart and the actual thought process are less important, in the end, in guiding actions than the immediate context of behavior.  When we are trying to make an idea or attitude or product tip, we’re trying to change our audience in some small yet critical respect: we’re trying to infect them, sweep them up in our epidemic, convert them from hostility to acceptance.  That can be done through the influence of special kinds of people, who are extraordinarily well connected.  It can be done by changing the communication content, by making a memorable message that sticks in someone’s mind and compels them to take action.  Small changes in context can be just as important. Timing has to be ripe for a new idea to be successful.  If the timing is good, even a relatively unrefined concept may gain acceptance.  One way to judge the timing is to see if there is a problem for which people are looking for a solution currently.  An innovation must strike when the iron is red-hot.

Concluding Notes

Innovation requires flexibility.  Generating different ideas and seeing old things in new ways can only be accomplished by people who can revise their beliefs easily. At the same time, some rigidity is necessary for developing successful innovations.  It helps to define problems narrowly enough so they can be talked about in a constructive way. People can then sharpen their focus. Ideas can be developed and tested in sufficient depth to see if they are any good.

According to Sutton, one way to strike a healthy balance between rigidity and flexibility is to hold either the solution or the problem constant, and to let the other vary.  The most common strategy is to find a problem and then to search for alternative solutions. The other way to balance rigidity and flexibility is to hold the solution constant and let the problems vary.  A good example is when some new or old technology, product, theory, or service is treated as the possible solution to many as-yet-unknown problems. In a way, this is similar to what Hargadon has stated.  Companies can either leverage their existing capabilities to move into new markets or tap capabilities which exist outside and bring them to the existing market.

Discomfort is an inevitable and desirable part of innovation because one of the biggest enemies of innovation is complacence. Discomfort keeps people on their toes.  Sometimes, discomfort can be generated in unconventional ways - by hiring people we don’t need, by not punishing employees who defy bosses, and by encouraging people to engage in a healthy debate.  Discomfort is irritating, but it helps people to avoid and break out of mindless action. Discomfort plays another important role.  Many successful ideas come about because someone gets upset about something and then does something about it.

Simplicity is the hallmark of innovation. Innovative companies and teams keep everything as simple as possible.  They use work practices that help people focus on what matters and ignore the rest. Complexity arises when companies consider every contingency and involve anyone who could possibly improve, support, or be opposed to an idea.  These misguided efforts aimed at injecting order and control and perfection, ultimately result in red tape. Under such circumstances, people have to spend more time selling ideas and playing organizational politics, instead of working on new ideas. 

Old theories like core competence need to be given a decent burial.  Indeed, as Christensen and Raynor emphasise, core competence, is a dangerously inward-looking notion.  Competitiveness is far more about doing what customers value than doing what companies think they are good at.  As the basis of competition shifts, companies must be able to learn new things, instead of clinging hopefully to the sources of past glory.  

Innovation does not necessarily mean huge resource commitments.  But it does mean concentrating resources in a few key areas.  The Law of the Few says that Connectors, Mavens and Salesmen are responsible for starting word-of-mouth epidemics. If a company is interested in starting a word-of-mouth epidemics, the resources ought to be solely concentrated on those three groups.

Tipping points are a reaffirmation of the potential for change and the power of intelligent action.  In short, the world may look immovable and implacable. But with the slightest push, in the right place, it can be tipped. Innovating companies know how to tip the world. 
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