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s a student of innovation for
over 25 years, a recent study
of Toyota’s innovation man-

agement system is challenging some
of my beliefs, biases and assumptions.

Thanks to Tom Ruhe of Hewlett-Packard
and Bruce Beihoff of Whirlpool, who gave
a presentation on Toyota’s unconventional
wisdom at the Innovation Practitioners Net-
work meeting in Dallas last week. lam taken
back to basics: to a renewed understanding
of what innovation is, in the first place, and
its proper place in the scheme of things.

Ruhe recently shared how Al Ward defined
innovation, through the experience of Toy-
ota, as “learning applied to create value”
[for customers]. Don’t let the simplicity or
brevity of Ward’s definition deceive you.
Ward seemed to know what Toyota has ex-
perienced: knowledge creation is the basis
for authentic and substantive innovation.
So much of what we hear, read and even
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! il organizations have some de-
gree of aversion to risk. At a
certain level, it’s a healthy in-

stinct that protects us from betting the
farm on Brussels sprouts. However, in
many organizations there is an unhealthy
level of risk aversion. It can be a major
barrier to developing a sustainable in-
novation capability and the silent killer
of many potentially great innovations.

Do you have a risk-averse organization?
Few companies like to admit this pub-
licly but this self-criticism is often heard
behind closed doors. Maybe you are not
sure if your organization is risk averse
or not. Ask yourself these questions:

» Does management spend more time
in monthly/quarterly business re-
views talking about (A) making the
monthly or quarterly forecast or (B)
innovation and growth opportunities?

» Which is the more closely watched
performance metric: (A) days of re-
ceivables outstanding or (B) % of rev-
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enue from innovative new products?

* Does your company spend more re-
sources on (A) cost reduction efforts
or (B) new product development?

« Do most of your senior leaders have
reputations for (A) strong execution
and delivering results in existing busi-
ness lines or (B) creating new prod-
ucts and building new businesses?

« Is project management a role that is (A)
viewed as subordinate to line manage-
ment and not worth the career risk or
(B) celebrated and rewarded as criti-
cal to the organization’s success and a
necessary leadership development step?

If you answered (A) to one or more of
these questions, you are probably work-
ing in a fairly risk averse organization.
But then, so are most of the rest of your
peers in the corporate world. Whatever
your risk aversion profile, it is likely
that you have become more so in this
new age of Sarbanes-Oxley regulations.

There are many ways to mitigate the
risk that stands in the way of develop-
ing a sustainable innovation capability.
The most important six things to do to
mitigate innovation risk are as follows:

. Focus the effort

. Recruit partners

. Create the resources

. Streamline the investment decision
process
Experiment

6. Measure, measure, measure.
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1. Focus the Effort. Avoid opening up
the innovation funnel too broadly. Ini-
tially, it is important to keep a focus on
areas of opportunity that play off existing
capabilities, known customer insights and
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experience ourselves these days relating
to our organizations’ attempts to innovate l
lacks this basis in knowledge creation,
particularly creating knowledge where it
matters. Too many of our innovation ef-
forts are motivated by the desire to differ-
entiate or create something new without
either a deeper understanding of the value
that is needed or the causalities of the un-
derlying system. It is no wonder that we
remain for the most part disappointed in
the results of our innovation investments.
The Boston Consulting Group’s latest sur-
vey reaffirms previous surveys’ conclu-
sions of the dissatisfaction of executives
in the returns on their innovation invest-
ments (Business Week, May 14, 2007).

Would Toyota bring to market a product
or feature innovation simply because it is
new or different? I suspect not. While nov-
elty, patentable inventions and differentia-
tion may be necessary in highly competi-
tive markets, new value for customers is
even more important. It is the foundation
for authentic and substantive innovation.

For the past several years I’ve been par-
ticipating in an interesting but largely
theoretical debate regarding which comes
first, invention or discovery. Now after
being introduced to Toyota’s approach
to innovation management, I am ready
to conclude what they learned some time
ago. Discovery (i.e., creating new knowl-
edge where it matters the most, espe-
cially to customers) precedes invention
and is essential for it. At least two prac-
tical implications stem from this insight:

« delay efforts to generate solution ideas
until such time as a solid hypothesis,
experience-based insight and/or under-
standing of the system is developed, and

+ spend time up front in knowledge cre-
ation  efforts—particularly  through
collaborative  diagramming of rel-
evant systems, experimentation (both
thought and actual experiments), and
clarifying purpose and potential val-
ue. It is absolutely necessary and will
pay off handsomely in the long run.

Innovations, which are not based upon |
knowledge creation, end up short-lived
if they have any life to begin with.%
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established brand positions. In addition,
a strong focus on leveraging your current
capabilities is more likely to lead to early
momentum-building successes. Finally,
as Geoffrey Moore states convincingly
in Dealing with Darwin, specific types
of innovation are more likely to be suc-
cessful at certain stages of industry and
category life cycle maturity than others.

2. Recruit Partners. Avoid the natural
tendency to go it alone. It is important
to spread risk by bringing partners into
the process. This not only can spread in-
vestment risk but also greatly increases
the odds and speed of finding truly in-
novative, value-creating new products
and services. This means forming part-
nerships with suppliers, trade partners,
technologists, other adjacent businesses
and even competitors. The operative
word here with external partners is trust.

3. Create the Resources. Do not confuse
commitment to innovation with funding
for innovation. It is possible to be very
committed to innovation without throw-
ing bags of money at it. In fact, a 2006
study of the 1,000 largest R&D spenders
in the world by the consulting firm Booz,
Allen & Hamilton found no correlation
between R&D spending and shareholder
return. In addition, it is healthy to chal-
lenge the organization to “create” the hu-
man and capital resources necessary to
deliver more innovation. The opportuni-
ties to create resources in today’s world
are plentiful including outsourcing, off-
shoring and six-sigma or lean enterprise.

4. Streamline the Investment Decision
Process. Companies have limited resourc-
es, both human and capital. Consequently,
decisions must be made about how to al-
locate these resources. However, effec-
tive investment decision-making must
contend with a number of pitfalls includ-
ing (1) lack of consistency and integrity
of business case assumptions across all
projects, (2) political power trumps ra-
tional decision-making, (3) lack of a dis-
ciplined and consistent decision-making
process and (4) incremental annual bud-
geting in which resources are spread like

peanut butter across all business units.
Overcoming these pitfalls requires an in-

 tegrated combination of organization de-

sign, management process, information
tools and decision-making frameworks.

5. Experiment. The inclination in most
companies is toward the big bang prod-
uct launch of innovative new products.
The sense of urgency, the limitation of
investment dollars, the pressure for short-
term performance and the mobility of
professionals within companies creates a
go-for-broke tendency when it comes to
new product launches. An experimenta-
tion approach that tests new products at
multiple stages of development dramati-
cally reduces overall investment risk and
speeds “time to profit”, though perhaps at
the expense of “time to full scale launch”.

6. Measure, Measure, Measure. All
business leaders know that the old cli-
ché “what gets measured, gets done” is a
rule of law, not a quaint aphorism. Yet, so
often we find reasons not to do it. In the
innovation space, we know that measure-
ment is fraught with challenges. How do
you define which projects are innovative
and which are not? How long after launch
does a new product get to be counted as
innovation for the purpose of measur-
ing innovation-driven revenue or profit?
How do you hold any one function ac-
countable for innovation metrics when
the responsibility is shared by many func-
tions? These are all legitimate questions
but should not get in the way of putting
measurements into place and working.

There are real risks inherent in pursuing
a broad innovation program in your busi-
ness. To the extent that your organization
is risk averse, you are swimming upstream
and likely to run into hidden shoals or
submerged trees lying just below the sur-
face. It is better to expose these risks and
openly address them than to pretend that
they do not exist. It can be uncomfort-
able to admit publicly that your culture
is risk averse. Get over it. Admitting the
problem is the first step toward recovery.

Brian Christian is founder and princi-
pal of DASO Consulting, LLC, a man-
agement consultancy with a focus on
building sustainable innovation capa-
bility. Previously, he was Vice Presi-
dent of Global Product Development at
Whirlpool Corporation. You can reach
him at  brian@dasoconsulting.com.



