


Ingredients for innovation

Companies often look at themselves and
declare “We need innovation!” The truth is that
any company prospering in the global economy
already has innovation, so the quest is really:

“We need to be better at innovation”.

What is this innovation thing anyway?
Definitions abound, and the central theme (in
business) is “Making money from creativity".

This brief article outlines some of the key
ingredients that a company must have in order
to be more innovative. In summary:

The scope of innovation is the entire
business

Increasing innovation requires a systemic
approach

Creativity is all about making connections
A stable innovative business balances
intrinsic and extrinsic pathways

The job of innovation requires the correct
toolkit

Innovation must be efficient to remain
competitive

Sagentia has been researching and applying the
“theory of innovation” for 20 years, both in our
own businesses and as consultants to the global
R&D community and we are pleased to share
some of our insights.
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Ingredients for innovation

Big’ Innovation is more than products

Innovation is easy! Just:

a) Find an opportunity ;
b) create a winning concept ;
c) make it happen.

Actually, there is a pre-requisite which is “know
the business need”. The opportunities and
concepts that satisfy a company that wants to
grow 15% may be very different to those that
are needed to increase margins to 15%. If you
really don’t know the business need, stop until
you do.

B B =

Figure 1:

So, now we know what we want to achieve, we
can start to find opportunities for new products,
right? Wrong! Let's first find the opportunities
and then look for how to address them with any
of three basic outcomes:

Product, service, or process innovation  —the
most common and often exclusive focus of

‘deliberate’ innovation

Market Innovation — maybe our basic ‘assets’
can be applied in new markets

Business Innovation - same products, same
markets, but change the way we do business

It is important to remain somewhat agnostic to
the particular flavor of outcome during
opportunity discovery. The real breakthrough

may turn out to not be in the pre-supposed area.

The Systemic Approach and ‘SPROC’

When looking to increase innovation
effectiveness, it is tempting for companies to
focus on something tangible, i.e. a business
lever that they can pull, such as processes or
tools. The reality is that successful innovation
enhancement requires that the whole system is
examined and adjusted in concert. If some
levers are pulled, and others ignored, the
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resulting stress will decrease the impact of
changes and, in the extreme, may even blow up.

There are five basic components to examine,
the business’s ‘SPROC’:

S-trategy; P-rocesses; R-esource;
O-rganization; C—ulture

For example, it is no use putting in place a great
“innovation process” if the organization is
structured so that the BU managers are not able
to involve other key resources; or to adopt a set
of leading edge interactive creative tools if the
resources are all narrow scientists in separate
function specific labs; or to remodel the
organization, get the right resources, implement
leading edge tools, if the strategy is not
articulated in terms that they can innovate
towards.

This systemic or holistic view is a recurring
theme in every aspect of enhancing innovation.

So, all these aspects of the business must be
examined and understood and the appropriate
changes made. But what about Culture?
Culture in innovative organizations is typically
one of two things:

Leadership driven

A consequence of adopting a specific set of
designs for the other aspects of the business
(i,e.the S, P, R, O)

Figure 2:

Both are valid, and can support each other. Itis
important to know which model the business is
following and to support and reinforce it
accordingly. For example, don't think you can
change a leadership-driven culture by tweaking
the business design.
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Ingredients for innovation

Innovation and creativity are driven by
connections. The business must seek to
encourage the good connections and trim the
bad.

Connections are
people based,
organization
based and

information based.

Formal and ad-
hoc channels are
needed. Effective
connections will
allow the insight
that a delivery
driver has about
how a product is received by a customer to be
married up with a packaging materials
technology in which R&D has a curiosity
interest. This connection may turn out to be the
genesis of a major product innovation.

The single most important connection for most
companies is the connection between the
market (customers, sales) and the technology
base (R&D, product development). This
connection must be enhanced at all costs.
Other important connection nodes can include
supply chain, manufacturing, outside
perspectives and so on. In fact there is not a
part of the business that should not be
connected to innovation.

How do we get this connection? Systemically,
of course. For example

Resources : the right mix of people is essential.

Most organizations need specialists, and
generalists are also needed to manage the big
picture. The third profile is the polymath — a
specialist in multiple areas — polymaths are
vital as they provide the channel through which
diverse experts communicate.

e

Facilities can encourage or kill connections:
innovative organizations are open, have shared
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spaces, decompression areas, cross-traffic, etc.
White-boards in the rest-rooms are not unheard
ofl At Sagentia, we use various methods to
assess resources and optimize combinations
and layouts. A good example is the Herman
Brain Dominance model which we have used in
a number of the cited cases (see appendix).

Organization : Teams play a central role. They
must be designed, facilitated and empowered.
The structure and dynamics of teams is also
vital: know your resource profiles and team
them accordingly. If rewards are given out just
to the ‘winners’ then intra-organization
competition will stifle connections. If
departments run turf wars, then don't expect
them to connect! Motivations must be aligned.
A good example is the case of the global, multi-
category consumer goods company for whom
Sagentia redefined both R&D organization and
technology platforms

Process: If your sales channel continuously
collects feedback from stakeholders in the value
chain, then a process to capture and USE this —
and effectively communicate it — is a good idea.
If your industry turns over new, improved
products every 3 months then you’d better have
a continuously driven creativity process.

Extrinsic Innovation happens when the business
“contrives” to make it happen. For example,
running an “Innovation” program, or driving a
periodic continuous improvement brainstorms.

It typically starts with a stated objective,
proceeds according to some planned budget
and timeline and delivers an outcome. Extrinsic
Innovation is important to most businesses and
provides periodic breakthroughs.
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Ingredients for innovation

It can be turned up, down, on of off. Itis
predictable. Part of the reason that companies
like Sagentia exist is to boost Extrinsic
Innovation, by doing it just when our clients
need the boost. The case of Hornby is an
excellent example.

Intrinsic Innovation happens all the time, without
plan or trigger. Itis facilitated by a having all the
aspects of SPROC right and is leveraged by
having the ability to recognize, nurture and
exploit the outcomes. It is not predictable. This
is a model that more and more companies
across sectors and regions have implemented
and encouraged over the last decade — from
small players to companies like P&G, Nestle etc.
It is often referred to as the ‘Entrepreneurial
Model’, as espoused by 3M and others.

Both forms of innovation are important and they
are synergistic, one fueling the other. The
business needs to manage the balance of the
two

20 years .ago, the downstream process and
tools of innovative product development started
a metamorphosis with the creation of the stage-
gate process. NPD without some form of risk
management process is now pretty much non
existent. These advances have significantly
improved the ability of business to deliver
creativity successfully to market. While
improvements are still being made to eliminate
“innovation erosion”, the game now is about
tweaking the system to be a point ahead of the
competition, while at the same time avoiding the
dulling of innovation by a dogmatic application of
excessive rigor. This was the first wave of
improvement to NPD.

The front end of innovation is currently in that
same state of NPD 20 years ago. Across the
board from academia to corporate communities,
people are starting to codify the “Front End of
Innovation”. Fuzzy, no more!

The subject of Innovation has received much
attention over the last 15 years and many tools
and process have been created, from creativity
techniques, to facilitation, to team building and
analysis, to ideas & knowledge management
tools. Most of these tools have focused on the
creativity part of the process and have improved
business’ ability to come up with the new ideas
— be they product concepts, new business

opportunities or strategic / business model
changes. Some tools focus on content and
rigor, while other focus on facilitation and
enablement. This has been the second wave.

The third wave of improvement is in the area of
opportunity discovery. Techniques include trend
analysis / scenario planning to get ahead of the
curve, value chain analysis to change the basis
of competition, a next generation of voice of the
customer and voice of the market tools to elicit
finer and finer unmet needs and deliberate
techniques to disrupt the structure of markets.

It is important to have access to the full range of
tools throughout this process so that the right
ones can be applied to each situation (i.e.
business need plus external influences). A
business may not need to “own” all of those
tools, but does need to know what is available
and how to get them when they need them.

At Sagentia, we have a set of processes across
all three areas (i.e. opportunity, creativity,
execution) flexibly built into an 1ISO9000 system.
Our processes have been assembled from the
best of the field and tuned over the years to
work fast and effectively in real-world situations.

One final point on tools: When exploring and
developing them, it is vital to remember that the
tools facilitate the process, but do not provide
the solutions. PEOPLE provide the innovation,
and the tools just make them more effective and
more efficient.

At the end of the day, all of these things cost the
business money — whether it's the 15%
‘innovation time’ that 3M allows its employees,
or running ethnography programs, or using
consultants to drive a specific piece of extrinsic
innovation. This investment must, of course,
provide the appropriate returns to the business.
It would be easy to design a wonderful ‘no holds
barred’ innovation system, but at what cost?
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Ingredients for innovation

And what if your competitor does the same
thing, but at a lower cost? Efficiency in the
system is essential.

This efficiency is about three things:

using everything in your arsenal to drive the
innovation engine

validating early and often

managing the portfolio and weeding out the
weak.

Using everything means not allowing a
potentially valuable thing (insight, connection,
idea, etc.) to drop through the cracks. This
might be not acting on “whining from the sales
organization” or missing the business relevance
of a new technology in another sector. To make
sure that you are using everything, the business
must first get all the things discussed in this
document right and must, second, keep
checking that it is still right.

To do this requires that the business has a
codified innovation system and has metrics to
measure its ongoing performance. In just the
same way, there might be a manufacturing
continuous improvement program — the only
difference is that the innovation system is a
meta-system that sits over the top of many other
business systems (remember SPROC).

Validating early and often . Before you start to
develop a concept, validate the opportunity.
Before you start to work up an opportunity,
validate the need. The Front End of Innovation
got the name “Fuzzy” for two reasons, one of
which is that thinkers at the time could not see
how to measure it (the other reason being that
people used to believe that you could not
structure it without breaking it — which we now
know not to be true).
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Use a combination of qualitative and quantitative
research techniques, and use them to whatever
depth of detail works in that specific case, to test
the need, the opportunity, the concept. Your
objective is to avoid having your effective, but
expensive creativity machine go to work on the
wrong thing (symptom: lots of good ideas in
R&D, but nothing at the end of the NPD
pipeline)

( A A
od
’

Managing the portfolio : success in Poker
comes from minimizing the losses, more than
from maximizing the gains. This is true in the
more uncertain front end of the innovation
system. Portfolio management at the front end
may be harder as quantitative data is harder to
come by. Never-the-less, it is important to see
the portfolio and kill off, or park, the weaker
contenders.

The choice of R&D portfolio management tools
is broad, ranging from facilitated “committee
based prioritization to complex methods such as
Real Options Analysis. Choosing the right tools
at each stage of the process is about identifying
the easiest approach to deliver the right answer
—don’t use a hammer to crack a nut, but you
need an axe to fell a tree!
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How does a company move up the scale of
Innovation Effectiveness?

Taking a “text book” (or consultants’ book)
approach and implementing it is unlikely to
succeed. The answer lies in evolution, or
adaptation: in classic change management
style, the business must first figure out where it
is right now; where it needs and wants to be;
and then design a solution and evolutionary
change to get there.

In our experience at Sagentia, which ranges
from small-caps to multi-billion dollar, multi-
nationals in every market sector, there is no
one-size-fits-all and a customized approach is
always necessary. Of course, there are some
essential ingredients:

There must be commitment (from the
boardroom down)

There must be a champion

There must be broad ownership
(involvement, buy-in)
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Sagentia’s approach always starts with an
“Innovation Audit” of the current business,
utilizing all aspects of SPROC (which include
the strategic imperatives, which help select the
future vision). From this point on, we can then
define, from the business strategy perspective,
what is working and what needs fixing. In some
cases, benchmarking against selected best-in-
class is appropriate; in others, a future vision
can be defined from just the internal view.

The attached case studies illustrate a variety of
outcomes of audit-initiated Innovation
Effectiveness programs, ranging from ‘designing
and teaching a custom toolkit’ to ‘a complete
SPROC overhaul.

innovation@sagentia.com
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Ingredients for innovation

Appendix — Case Studies *

1. Our approach: trend and scenario analysis — case study

We helped identify radical new product development opportunities for an office
product manufacturer

Our client wished to understand opportunities for radical product innovation with a time
horizon of 6-10 years

We assessed the key trends likely to impact on our client’s business by exploring the
fundamental benefits provided by its products and assessing all the different ways in which
these benefits could be provided in future

We framed scenarios around the trends of highest impact and uncertainty to cover all future
eventualities, and from these scenarios we determined the likely future needs of customers
We prioritized the needs of most interest for product innovation assessing scenario coverage
and fit with our client’s capabilities

We agreed the future scenarios and prime areas for innovation and went on to create a
portfolio of new product concepts — under current evaluation

2. We helped identify radical new product developme nt opportunities for
an office product manufacturer

Press announcement of new product launch on 8 ™ January 2004 created a nearly
$4m improvement on market capitalization

Hornby required a step change in performance, without a compromising its core toy business
Sagentia created and fully developed a portfolio of products and services in the area of
digital and internet creativity for Hornby

These new products demonstrate our ability to innovate at the boundaries between
electronics, design and business

The market response showed that Sagentia has created massive financial value for Hornby

Sagentia has been instrumental in
the development of innovative and
exciting new products.”  Frank
Martin, CEO, Hornby

1 NB Scientific Generics, SG and Generics are old names for Sagentia
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3. Defining and embedding a customized innovation t oolkit into a major
European Media / Comms company

The client had immediate need for some intrinsic innovation and also wanted to increase
their own innovation effectiveness

Sagentia has an on-the-job learning approach we applied to create a customized innovation
programme to simultaneously embed the customized toolkit into the business

The toolkit include everything from Voice of the Customer to Value Chain Innovation to
structured creativity tools to validation templates

The programme was highly interactive, much taking place in intensive off-site activities
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4. Case study: opportunity to radically reduce deve lopment times

We worked with one of the major European Aerospace & Defence organisations
to identify opportunities to radically reduce their product development times

The client wished to examine ways in which the organisation could radically reduce system
development times

We worked wit the programme management team of a successful product development
project to review the product development process. Our assessment focussed on the five
underlying elements of the process; SPROC

Using this assessment to characterise the programme we compared the programme with
other industries to identify best practice and potential opportunities to reduce development
times

We made a number of recommendations ranging from a fundamental change to the product
strategy to more effective use of resources — these are being implemented on a pilot project
with a view to being rolled out across the organisation in the near future
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5.  Improving Innovation Performance — SPROC assessm  ent

By collating our findings against each of the five SPROC criteria we can
suggest where improvements may be made

Figure 3: SPROC llustration
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