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Industry gets religion

NNOVATION has become the industrial religion

of the late 20th century. Business sees it as the key
to increasing profits and market share. Govern-
ments automatically reach for it when trying to fix
the economy. Around the world, the rhetoric of in-
novation has replaced the post-war language of wel-
fare economics. It is the new theology that unites
the leftand the right of politics, says Gregory Daines
of Cambridge University.

But what precisely constitutes innovation is
hard to say, let alone measure. It is usually thought
of as the creation of a better product or process. But
it could just as easily be the substitution of a
cheaper material in an existing product, or a better
way of marketing, distributing or supporting a
product or service.

Entrepreneurs—the most successful, though not
the only, practitioners of innovation—rarely stop to
examine how they do it. Most of them simply get on
with the job of creating value by exploiting some
form of change—be it in technology, materials,
prices, taxation, demographics, or even geopolitics.
They thereby generate new demand, or a new way
of exploiting an existing market. “The entrepre-
neur”, said Jean-Baptiste Say, the French economist
who coined the word around 1800, “shifts eco-
nomic resources out of an area of lower and into an
area of higher productivity and greater yield.” Two
centuries later, economists are still struggling to un-
derstand this most mysterious part of the wealth-
creation process.

One way to describe innovation is to explain
what it is not. The husband and wife who open a
sandwich bar opposite a new office block may be
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gambling their life savings, but they are not inno-
vating. The Japanese electronics firm that launches
aniftier video camera is merely cramming its distri-
bution channels in a bid to push competitors’
goods off the shelves. The drug firm that makes a
generic version of a blockbuster ulcer pill is simply
cashing in on the expiry of a rival’s patents. All these
are strictly business ventures, not innovations.

Innovations not only break the mould, they also
yield far better returns than ordinary business ven-
tures. One American study found that the overall
rate of return for some 17 successful innovations
made in the 1970s averaged 56%. Compare that
with the 16% average return on investment for all
American business over the past 30 years. No sur-
prise, then, that for all the riskiness of their endeav-
ours, innovators with good ideas and track records
attract investment like flowers attract bees.

To appreciate the difference between opening
yetanother hamburger joint and innovating in ear-
nest, consider what McDonald’s did. It standard-
ised the product, designed entirely new cooking
procedures and trained its people meticulously,
thereby giving customers something they had never
had before—a high-quality hamburger sandwich,
delivered with the speed of just-in-time prepara-
tion, in hygienic surroundings, at a knockdown
price. McDonald’s created not simply a new prod-
uct, but a whole new market category. This was in-
novation of the highest order.

For different reasons, so was the Betamax video-
cassette recorder that Sony first displayed in late
1974 and (more significantly) the vHs recorder jvc
unveiled in 1976. Neither of the two Japanese firms
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[image: image2.png]radical ideas to be developed. One thing is clear: all
big innovations need to be championed and nur-
tured for long periods, sometimes up to 25 years.

The grand-daddy of all corporate innovation
champions was John Patterson, the founder of Na-
tional Cash Register (NCR). More than a century ago,
he devised a scheme for paying employees for their
ideas, hoping to turn his firm into a “hundred-
headed brain”. In more recent times, the “Ideaas in
Action” programme introduced by Robert Crand-
all, the boss of American Airlines, is reckoned to
have saved the carrier millions of dollars. But not
everyone is convinced that such schemes are a good
idea. By continually improving the existing way of
doing business, they may actually make radical
change more difficult. Alan Robinson of the Uni-
versity of Massachusetts and Sam Stern of Oregon
State University call such behaviour “creativity
through the rear-view mirror”.

Don’tlook back

Promoting innovation by peering into the gloom
ahead rather than behind, has become a top prior- |

the same, except that i it had been at the top of theu
list for some time. By contrast, the South Koreans
rated it third, after “acquiring competitive intelli-
gence” and “managing R&D for growth”. Curiously,
the Japanese put it fifth, below a string of measures
aimed at getting more out of R&D.

Whatever their precise priorities, companies ev-
erywhere are keen to find a more predictable way of
coming up with winners than waiting upon seren-
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dipity. It seems odd, then, that in discussions with
its member firms 1R1 has found few systematic ways
of promoting breakthroughs. That said, all success-
ful innovators seem to have several things in com-
mon, says Charles Larson, IRI's executive director.
The first is the ability to explam clearly to all em-
ployees, at every level, justhow crucial the project is

 tothe company’s future. The second is to set next-to-
' impossible goals for those involved. The third is to

target only “rich domains™—areas of investigation

~ where plenty of answers are still waiting to be

und. The fourth, and maybe the most important,

to move people regularly between laboratories
and business units, to ensure that researchers fully
understand the needs of the | marketplace.

allows ideas to blossom. “You have to kiss a lot of

frogs to find the prince,” says Art Fry of Minnesota
Mining and Manufacturing (3m). “But remember,
one prince can pay for a lot of frogs.” 3m has proba-
bly thought longer and harder about intrapreneur-
ship than anyone. What makes the company spe-
cial is the way it continually re-invents itself. A
quarter of its annual revenue comes from products
less than five years old.

At 3M, innovation has been built into the com-
pany culture. For example, technical staff are en-
couraged to spend 15% of their time “bootlegging™—
working on pet ideas that they hope will one day
become new products for the company. Not only
do they get time off to pursue these ideas, but they
can also get money to buy equipment or even hire
extra help. The money is meant to be used to create
new combinations of knowledge from expertise
that already exists within the firm.

For an idea to get accepted at 3M, it must first
win the personal backing of at least one member of
the main board. Only then will an inter-disciplin-
ary venture team of researchers, engineers, market-
ers and accountants be set up to push the idea fur-
ther. Otherwise it is back to the drawing-board. But
employees do not get penalised for failure. At 3m,
the corporate hero is the one who has persevered
against all the odds to create a successful innova-
tion from something everyone thought frivolous.

Ashining example is 3m’s Mr Fry, who as mem-
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