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 PREFACE

 

Stage-Gate® has become the most widely used method for conceiving, developing, and launching new products in industry today. Stage-Gate is much more than a business process, however. The model was originally conceived by observing successful product developers as they drove bold and major innovations to market. Those early observations led to the conclusion that there was a “better way”—that some innovation teams and project leaders had intuitively figured it out. I tried to capture their secrets to success on paper, and so was born the Stage-Gate system. Thus, Stage-Gate is an idea-to-launch process, but one that encompasses a body of knowledge and best practices. Those best practices embedded within today’s Stage-Gate are now based on studies of thousands of successful new-product developments and hundreds of companies, and reveal what the winners do differently from the rest.

The emphasis in this fourth edition of Winning at New Products is on bold innovation . I’ve watched as companies, a few industries excepted, have shifted their innovation efforts from true innovations and major projects to much smaller and less ambitious attempts over the last decade or so. It’s somewhat disheartening to see what these companies are calling “innovation,” versus what it should be. In some firms, product development has been totally trivialized—it’s “renovation” rather than innovation. I hope this fourth edition does sound a wake-up call, telling you that true innovation and bold product development is within your grasp. So let’s get back to basics and to what made companies great in the first place: The success drivers outlined in the first few chapters and the Stage-Gate system are all based on bolder innovation—let’s use them!

The first edition of this book was published in 1986, before I had even begun to use the term “stage-gate.” That first book reported the results of a number of research studies that colleagues and I had undertaken on new-product success and failure. And it proposed the use of a systematic idea-to-launch business process for the first time. To my surprise, the book had a profound impact on the way many companies approached product development, and firms such as P&G, DuPont, and Exxon Chemicals immediately embraced the concept of my stage-and-gate system.

But those were the early days of management of the innovation process. More research was undertaken, including some that focused on these early adopters of Stage-Gate. More success factors were uncovered in our NewProd research series and in our major benchmarking studies that followed; and more experiences were gained with the use of Stage-Gate methods (I first used the term “Stage-Gate” in an article that appeared in the Journal of Marketing Management in 1988). And so the second edition was published in 1993. It went on to become the bible for those businesses trying to overhaul their new-product process and implement Stage-Gate. And the third edition in 2001 continued the tradition, but with an emphasis on accelerating idea-to-launch.

This current edition is more than a simple updating of the third edition, however. There is much that is new in it. Some years have passed since I wrote the previous edition, and much more has been learned. Colleagues and I have undertaken major benchmarking studies to uncover and validate best practices in product innovation methods, portfolio management, strategy development, and idea generation. Some practices were well known and our work served to validate them and quantify their effects; but others are new. These new research avenues and their findings have been incorporated into this current book. Additionally, we now have much more experience and insight into the installation of Stage-Gate in leading firms worldwide. And these new insights have also been built into the current edition.

But there’s another reason for this new book: Stage-Gate itself has evolved and morphed . . . it’s an evergreen process, not because of my colleagues and me and our research, but because of the many users globally! In other words, inputs from many people and firms—open innovation—have helped to redefine Stage-Gate. With thousands of users globally, it’s inevitable that new twists, approaches, and methods are uncovered, tested, proven, and incorporated into their idea-to-launch systems. Stage-Gate is now faster and more streamlined: Many firms have borrowed the concepts of lean manufacturing and built these into Stage-Gate. The next-generation Stage-Gate process, or elements of it, has been implemented by a number of firms. Portfolio management has been integrated with gating methods, and the concepts of “lean gates” and “gates with teeth” have been fashioned into the system in order to make sharper and more effective investment decisions. And Stage-Gate approaches have even been extended to other types of projects, including technology developments. And there’s more: Stage-Gate has been made more adaptive, agile, and flexible; it’s been modified to suit the new world of open innovation; and it’s been automated. So much that’s new makes today’s Stage-Gate hardly recognizable to early adopters of the original process!

A number of people have provided insights, guidance, content, and encouragement in the writing of this new book. A close colleague is Scott Edgett. Scott is recognized as a leading researcher in the field of innovation management and was a co-researcher and coauthor of the series of research studies, reports, and articles on the topic of portfolio management and benchmarking best practices. He is also a director and CEO of the Product Development Institute Inc. Elko J. Kleinschmidt is both a longtime colleague and friend. He and I have undertaken many research studies over the years, and many are referenced in this edition. The folks at Stage-Gate International, who are the professionals who implement Stage-Gate in firms globally, are a constant source of new thinking and validation of concepts. In particular, I thank Michelle Jones, vice president at Stage-Gate International, for insights and materials regarding implementation.

Several other people merit special attention. Jens Arleth in Denmark is managing director of Innovation Management U3 in Copenhagen, a consulting firm that specializes in Stage-Gate and portfolio management. He has introduced these concepts into Scandinavia, where they are now employed at leading firms throughout the region. He is also the co-developer of the ProBE diagnostic tool, the predecessor to Benchmarker™ (in Appendix A). Angelika Dreher and Peter Fuerst, managing partners at Five I’s Innovation Management in Austria, have taken up the challenge of implementing Stage-Gate in German-speaking countries and have provided insights and examples that have found their way into this book. Gerard Ryan, managing director of Prodex Systems in Australia, implements Stage-Gate and automation software for the system in Australia and New Zealand, and also provided many useful insights and experiences.

Direct assistance was provided by several people: I would also like to thank my publisher, John Sherer of Basic Books (Perseus Books), who provided encouragement and adeptly steered the progress of this book from inception to launch. And thanks to Michelle Welsh-Horst, senior project editor, Perseus Books Group, for ensuring that this book came to press so efficiently and effectively. And I especially thank Michele Wynn, copy editor, who suffered through my writing and helped craft this fine finished product . . . a great job!

Robert G. Cooper

2011
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THE INNOVATION CHALLENGE

 

Innovation is the specific instrument of entrepreneurship . . . the act that endows resources with a new capacity to create wealth.


—Peter Drucker, Innovation and Entrepreneurship, 1985

 





THE CHALLENGE: HOW TO REALLY INNOVATE


 

Most companies have ambitious growth goals. The problem is that there are only so many sources of growth. Four of these—market growth, market share increases, new markets, and acquisitions—are proving difficult or expensive. Markets in many industrialized countries and industries are mature and increasingly commoditized; gains in market shares are expensive; and acquisitions often don’t work . . . witness share price declines after mergers are announced. New markets—India and China, for example—pose special problems; moreover, those firms that have entered Asia have already realized many of the benefits. Even traditional product development—for most companies, this means line extensions, improvements, and product modifications—seems depleted, and only serves to maintain market share.1

The dilemma is this: Shareholders and executives want a steady stream of profitable and high-profile new products; but management practices and the competitive and financial environments are steering companies in a different direction . . . toward smaller, less risky, and less ambitious initiatives. Part of the cause is a preoccupation with short-term profitability, driven in part by the financial community: It’s difficult to create highly profitable new products yet maximize short-term results; the goal of “faster, better, cheaper” is elusive.2 A second cause is that, even with a longer-term focus, it’s really difficult to create that game-changing innovation these days—many markets and sectors simply appear barren!


We see exceptional innovations and exceptional companies everywhere today. Let’s learn their secrets to success—the approaches, behaviors, and practices that make them the best innovators.





 

There is hope, and that’s what this book is about! We see exceptional innovations and exceptional companies everywhere today. The trouble is, they are the exception—a minority of new products and companies. Odds are, you’re not one of them. But these companies and big new products do provide a model, and by studying them, we learn their secrets to success. In the next few pages, you’ll see some remarkable examples of big winners and gain insights into the approaches, behaviors, and practices that make them so successful. And the rest of the book drills down into the details of these best practices—how to come up with big ideas, pick the winners, and drive them to market—so that you and your company, too, can be a best-in-class innovator. But there are challenges . . .



Is True Innovation Dead?


 

Developing and launching truly differentiated new products is rare these days for most firms. Research shows that one of the foremost keys to profitability in new-product development is developing and launching a unique superior product with a compelling value proposition.3 However, this is easier said than done: Markets are mature and increasingly commoditized, and hence it’s difficult to create that “breakthrough” or game-changing new product. Examples are the food industry, consumer packaged goods in general, chemicals and plastics, and the engineered-products and heavy-equipment industries—huge industries where it is difficult to find true innovations. And disruptive technologies, the source of much product innovation, are also scarce in most industries—those radical technologies that characterized so many industries, from plastics to automotive to home appliances, throughout much of the twentieth century.

Even today’s high-tech industries struggle for the “next great innovation.” New technologies do emerge and dramatically generate new sales and profits. Examples are cell phones, digital cameras, software, and laptop computers. However, as these markets mature, users’ needs change quickly and competitors launch new product after new product, thus it’s difficult to sustain product competitive advantage in this leapfrog world.

One result of this dearth in true innovation is a drop in productivity in research-and-development (R&D) spending in the United States. Over a decade, cycle times in product development have reduced from 41.7 months to 24 months, according to a Product Development and Management Association (PDMA) study.4 This is an astounding 42 percent decrease in time-to-market in ten years! Why? Could it be that U.S. industry has become that much more time efficient in a decade?

Figure 1.1: Breakdown of Development Portfolios by Project Type—Then and Now
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Sources: Adams & Boike. endnote 4: Cooper. endnote 2.

 

Not really, when one looks at the rest of the facts. R&D spending has remained constant in the United States (as a percent of companies’ sales), but sales derived from new products are down from 32.6 percent of businesses’ sales to 28.0 percent during roughly the same period, a shocking 15 percent drop!5 So time-to-market is down, but so is productivity, measured by the sales-to-R&D ratio. What’s happening?

The decreases in productivity and time-to-market are measurable performance outcomes of what’s wrong with innovation: Simply stated, managements in most companies, facing mature markets, tough competition, commoditization, and shareholder demands for short-term profits, not surprisingly have opted to focus on fast, low-risk, simple development projects—“low-hanging fruit” initiatives. Consider the portfolio breakdowns in Figure 1.1—a comparison of this century’s portfolio with the breakdown in the mid-1990s:• New-to-the-world products (true innovations) are down by almost half, to 11 percent of the typical development portfolio.


• By contrast, improvements and modifications to existing company products—the least innovative category of developments—have almost doubled and now represent almost 40 percent of the typical development portfolio.





Innovative initiatives are missing, so it’s little wonder that sales and productivity from new-product development are down.





THE SOLUTION


 

The answer is true innovation—breakthrough products, services, and solutions that create growth engines for the future. That is, in contrast to the “same old new-product efforts”—extensions, modifications, upgrades, and tweaks, which swamp the majority of companies’ portfolios—industry needs some breakthrough, game-changing, bolder product-innovation initiatives in the development pipeline. This means larger-scope and more systems-oriented solutions and service packages. Examples, such as Apple’s iPod, are often cited but seem out of reach for most corporations. But a more careful examination of the iPod’s success reveals no magic here, but simply true innovation at work.6 Note that Apple did not invent the MP3 player; nor was this opportunity in a Blue Ocean;a in fact there were forty-three competitors selling MP3 players when Apple launched! What Apple did was first to identify an attractive strategic arena (MP3s) where it could leverage its strength to advantage and then develop a solution that solved users’ problems: an easy-to-use, easy-to-download MP3 system, which also happens to be “cool.”

There are dozens of similar examples of true innovation—not as well known as the iPod—in which a company created “big concepts” and bold innovations, and won:



Green Mountain Coffee Roasters


 

The company began humbly as a small café in rural Vermont in 1981 and was soon doing its own coffee roasting, selling to local hotels and restaurants. Management saw the consumer need, however: an inexpensive and convenient single-serving coffeemaker at home. Green Mountain created the K-Cup and Keurig system, then signed up other well-known coffee companies (Tully’s in Seattle, Newman’s Own, Timothy’s in Canada, and others). The machine itself was simple (unlike some of the European machines imported by major food companies into the United States) and relatively inexpensive. The business model was similar to Gillette’s razor-and-blade model, namely, sell the machine cheaply and make money on the K-Cups. The company has been enormously successful, achieving 2010 sales of $1.35 billion, and has been able to win against corporate giants like Kraft and Nestlé.



Procter & Gamble’s Olay Skin-Care Business


 

Once almost given up by P&G (Oil of Olay was cynically referred to as “Oil of Old Lady”), the business was rejuvenated based on the “one big concept” of preventing signs of aging in women’s faces.7 The company searched for and found the needed technology (outside of P&G) and has relaunched the business with multiple new products focused on keeping women’s faces young looking: Regenerist, Definity, Professional, and others. Olay now does over $2 billion in sales annually.



Corning Glass: LCD Displays and Flat-Screen TVs


 

In the late 1990s, Corning Glass was growing and profiting, driven by the boom in fiber-optic communications. Then came the crash of 2000, and overnight, the firm’s sales plummeted, and share prices plunged from over $100 to about $1. Ten years later, Corning is thriving again. How? Corning’s senior management developed a bold product innovation and technology strategy for the company, and provided the needed leadership and direction.8 They concluded that the “repeatable keys” to Corning’s success were: a leadership commitment, a clear understanding of the company’s capabilities, a strong connection to the customer and a deep understanding of major customer problems, and a willingness to take big, but well-understood, risks. A number of new opportunities and strategic arenas were identified, assessed, and exploited. The biggest growth engine came from a manufacturing process developed originally in the 1960s for automotive windshields, but which Corning leveraged to create a glass substrate used for the flat LCD displays (for cell phones, initially; then for laptops and desktop monitors; now for LCD TVs and larger displays). Major innovations were developed in each of Corning’s businesses over the decade, including creation of four new business platforms and exploitation of three major market adjacencies. New-product sales have now rocketed to 70 percent of annual sales, and profits have moved from minus $500 million to plus $2 billion after taxes.



Sanifair in Germany


 

This German company developed a systems solution to a problem we all face when traveling on the highway—finding a clean and well-equipped restroom. The company conceived and operates a chain of public restrooms, especially at service centers along the highways (they are in almost every service center on autobahns in Germany). The facilities are clean, open, friendly, and modern. The restrooms charge 70 cents per use, but the system is this: The user gets a voucher for the shop in the service center, thus up-selling the restroom visitor to spend much more and to buy goods in the service center. As one observer noted, “The travelers probably use the voucher to buy coffee or beer in the service-center restaurant, so they need to visit the restroom again!”


Find big problems. Then create big, bold solutions.





 

There is a pattern here: finding major problems (or opportunities), and developing bold solutions. This is the type of true innovation that industry needs, and this is what will generate the growth desired by so many firms.

Figure 1.2: Four Vectors Drive Successful Innovation—the Innovation Diamond
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Source: APQC benchmarking study, endnote 9.





THE FOUR INNOVATION VECTORS—THE INNOVATION DIAMOND


 

Four vectors must be in place to undertake this different type of innovation to yield bolder and imaginative projects and products, according to ourb benchmarking studies of hundreds of firms (see box for the research basis).9 The Innovation Diamond in Figure 1.2 portrays these four vectors or drivers of innovation success.



Vector I: Develop a bold innovation strategy that focuses your business on the right strategic arenas that will be your engines of growth.10


 

Most businesses focus their new-product development efforts in the wrong areas—on flat markets, mature technologies, and tired product categories. It’s necessary to break out of this box and redirect R&D efforts to more fertile strategic arenas with extreme opportunities. Thus, to succeed in bigger, bolder innovation, your business needs a product innovation and technology strategy—a strategy that focuses your business’s R&D efforts on the most attractive arenas. Corning’s decision to focus an existing capability on an embryonic market, namely, flat-panel screens, is an excellent example. And Apple’s choice of the new and growing MP3 market (by an outsider firm) is another excellent case of a clever but bold strategic move. But where was Sony, which owned the portable music business in 2000? Sadly, the great majority of firms lack a clearly defined, robust, and well-communicated innovation strategy; they have no focus, or their focus is on arenas that will not yield the growth engines of tomorrow. But once you’ve decided on your strategic arenas, they become your “hunting grounds” in the search for breakthrough ideas, big concepts, and imaginative solutions.


THE RESEARCH UNDERLYING THE BOOK

 

This book and its prescriptions are very much fact based. Since the 1970s, my colleagues and I have investigated over 2,000 new-product launches and hundreds of companies. The goal: to uncover what winners do differently from losers; what the common denominators of successful new products and businesses are; and what distinguishes the top performing businesses.

 



 

NewProd Studies: Some of our studies have focused on individual new-product projects—over 2,000 projects, both successes and failures. Multiple gauges of product performance—profitability, market share, meeting objectives, and so on—were measured. Similarly, many characteristics of the project—from the nature of the market through how well the project team executed key activities—were captured. These were then correlated with success in order to identify those factors that distinguish the big new-product winners.

 



Benchmarking Studies: Other studies looked at the business unit or company rather than individual projects and asked the broader question: Why are some businesses so much better at new products than others? In one of these—the APQC (American Productivity & Quality Center) study, which I often refer to—the top performing businesses in terms of product innovation were identified, and their practices were compared to the rest of firms. The drivers of new-product performance were thus identified. Many of the bar charts in this and chapters to follow come from this APQC study.

 



Depending on the type of study—at the project level, or a study of businesses—the success factors uncovered are somewhat different. However, regardless of the study, the fundamental question was always the same: What makes for a winner?







Vector II: Foster a climate, culture, and organization that promote bolder innovation.


 

Having the right climate and culture for innovation, an appetite to invest in innovative and more risky projects, and the right leadership from the top is the number one factor that distinguishes top innovation companies, according to our extensive study of innovation results. Those businesses that create a positive climate for innovation, support innovation at every opportunity, reward and recognize innovators and successful development teams, and welcome ideas from all employees do much better at product innovation. Similarly, having the right senior leadership—men and women who drive and support the innovation effort with words as well as through actions—is vital to success. But most businesses lack the needed climate, culture, and leadership for innovation.



Vector III: Create “big ideas” for bold product-service solutions. Then drive these “big concepts” to market quickly via an idea-to-launch system designed for major innovations.


 

Big ideas lead to big concepts and big solutions. Larger-scope and more imaginative development projects begin with creating game-changing and blockbuster ideas. In our benchmarking studies, we have identified over twenty-five proven ways to create big innovation ideas.11 But many firms rely on but few of these methods and instead look to traditional, somewhat depleted sources for their next breakthroughs—and of course, there are no breakthroughs as a result. Game-changing new-product ideas are the necessary feedstock for an innovative product development effort.

Generating great ideas is half the battle; the other half is getting from the concept stage through to development and into the marketplace . . . through the corporate equivalent of the “valley of death.”c That’s where an effective yet rapid idea-to-launch system is needed. Without such a system, your “great ideas” and “big concepts” are like unpicked grapes on a vine—they’ll wither and die. Driving bold innovations to market means installing an effective and efficient idea-to-launch process or system that is designed to handle these major, “big concept” ideas and projects. Just because these projects are imaginative and bold is no reason to throw discipline out the window: The goal is “entrepreneurship but with discipline and due diligence,” which is quite different than “shooting from the hip.” Another issue is that most businesses’ stage-and-gate systems are designed for small projects, modifications, and product improvements—sustaining innovation—and fail to cope with big, innovative projects and technology platform developments.



Vector IV: Pick the winners via effective portfolio management.


 

Many businesses have lots of good new-product ideas. But they lack the appetite to invest in these larger-scope and more risky projects, in spite of the fact that they promise to be tomorrow’s growth engines. Part of the problem is culture (above), but a major part is the lack of a solid business case: I can’t count the number of times I’ve heard from executives, “Show me a good business case, and I’m only too happy to invest!” These “big concept” projects are innovative and risky, and it’s often difficult to get the right data needed to construct a solid, fact-based business case to convince senior management to make the investment. Thus, it’s essential to do the front-end homework, or due diligence, and to build a compelling business case if the needed investment is to be made.

Next, senior management often lacks the right methods to make the riskier decisions on “big concept” innovations: For example, they rely too much on financial tools and return-on-investment methods to make the Go/Kill decisions, methods that work well for smaller, less innovative projects but invariably lead to the wrong decisions when it comes to larger-scope, riskier innovation projects. And so the company retreats from these potential game-changing projects and ends up doing the same old product improvements and modifications, with little real prospect for growth.

The next chapters delve into the details of the Innovation Diamond in Figure 1.2—the keys to being successful at bold product innovation—and how to implement them in your business. But first, let’s step back and look at the vital role that innovation should play in your business and its impact on corporate prosperity and growth, and let’s examine why executives need to spend more time thinking about how to become more proficient innovators.





NEW PRODUCTS: THE KEY TO CORPORATE PROSPERITY


 

New-product development is one of the riskiest, yet most important, endeavors of the modern corporation. Certainly the risks are high: You and your colleagues have all seen large amounts of money spent on new-product disasters in your own firm or industry. But then, so too are the rewards.

Today, new products account for a staggering 28 percent of company sales, on average.12 That is, more than one-fourth of the revenues of corporations are coming from products they did not sell three short years ago. In some dynamic industries, the figure is 100 percent! (Here a “new product” is defined as “new” if it has been on the market by that firm for three years or less, and includes extensions and significant improvements as well.) As might be expected, profits follow closely, with 28.3 percent of company profits derived from new products three years old or newer. The message is simple: Either innovate or die!

Countless corporations owe their meteoric rise and current fortunes to product innovation. For example:• Apple, beset with problems in computers and its PalmPilot in the 1990s, surged ahead with the iPod in 2001. Apple sold its 250 millionth unit of iPod in 2010, less than ten years after launch, which makes it the most successful product in history. And then followed the formidable iPhone, which caught cell-phone market leaders by surprise; and more recently the iPad—all innovative products that customers lined up for hours to purchase.


• Procter & Gamble, regarded for years as the world’s best marketer, in the last decade has rocketed to new prominence as the world’s best innovator in its product categories, with many exciting new products. The company now boasts twenty-two brands with sales in excess of $1 billion each, and global sales of $79 billion.13 Big new products over the last decade include Prilosec OTC (for heartburn relief), Crest Whitestrips (for teeth whitening), Crest Spinbrush (a low-cost throwaway electric toothbrush), and Gillette Fusion (the latest entry into the high-tech world of shaving). The company is now leveraging its brands into the service sector with Tide Dry Cleaners and Mr. Clean Car Wash franchises.


• Since its early days as a sandpaper (abrasives) supplier, 3M has looked to a steady stream of innovations to propel the company to greatness (the letters MMM or 3M stand for Minnesota Mining and Manufacturing Company). 3M’s first true innovation in the early 1920s was waterproof sandpaper, which reduced airborne dusts during automotive manufacturing. A second major innovation occurred in 1925 when a young lab assistant invented masking tape, the first of many Scotch-brand pressure-sensitive tapes. And it’s been nonstop ever since. 3M’s strong internal culture of creativity with formal incentives and tangible support for innovation results in a high success rate in turning ideas in the health care, industrial, and other sectors into profitable new products.







The Best Really Shine


 


Huge differences exist in product innovation performance between the Best and Worst firms. But why? What distinguishes the Best Innovators?





 

The percentages cited above—that more than one dollar in four comes from new products—are only averages, and thus understate the true impact and potential of product innovation. What CEO wants to be average? A handful of companies do far better than average, according to our extensive benchmarking studies,14 and thus become the benchmark firms—see Figure 1.3. The top 20 percent of businesses—the Best
Innovators—are compared to the worst performers (the bottom 20 percent). The Best:• have 38.0 percent of sales derived from new products launched in the previous three years, versus only 9.0 percent for the Worst, a four-times difference in performance!


• have a commercial success rate of 79.5 percent of initiated development projects (compared to a low of 37.6 percent for the Worst businesses).


• and see the great majority—77.1 percent—of new products they launch meet or exceed their target profit levels (targets set in the business case on which the project was approved). The Worst firms witness only 26.9 percent of new products hitting profit targets—about one in four.





Figure 1.3: How The Best Businesses Perform in Product Innovation Versus the Rest
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Source: APQC benchmarking study, endnote 9.

 

The point is that stellar performance is attainable in product innovation: These Best Innovators show the way. And the differences don’t stop here. Most performance metrics in product innovation boil down to time and money, so besides the profit and sales data, also consider the time-metrics results in Figure 1.3:• On average, about half of new-product development projects are launched on schedule. But the Best Innovators again really shine, with almost 80 percent of their new products launched on schedule. By contrast, the Worst performers see only one in five products getting to market on time.


• The “slip rate” is a useful time metric, capturing the slippage between scheduled time-to-market (usually stated in the project’s business case) and the actual time. High slip rates are bad. Note that the Best firms in Figure 1.3 have a slip rate of only 17.2 percent, meaning that if the project was forecast to take 12 months, it actually took 14 months; that is, 2 months late—not bad. By comparison, the Worst businesses have a slip rate of 44.3 percent, meaning that a 12-month time-to-market forecast in reality became 17.3 months!






Suggestion: Time to take stock and conduct a current state assessment of your performance in new products:1. Take a hard look at your performance results in comparison to those in Figure 1.3. Are your results close to the Best companies? If so, well done! But if they’re only “average” or worse, the time is ripe to determine why and what can be done.


2. Be sure to look not only at the popular “percentage of revenue from new products” but at other metrics such as “percentage of products hitting profit targets,” “success rates,” and the two time metrics in Figure 1.3.







New-Product Productivity


 

Many businesses now use metrics that can be used to gauge productivity from R&D spending. The concept of productivity is simple: It is output over input, or “the most bang for the buck.” More specifically, in the field of product innovation, productivity is defined as output (measured as new-product sales or profits) divided by input (measured as R&D or new-product development costs and time). For example:15
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Although one might argue that executives should be most concerned about profits from new products rather than just sales, sales is the usual metric simply because it is “cleaner”—less complex to determine or calculate, and a more reliable number.

Huge differences in product development productivities exist between the Best and Worst firms, according to a major global study—see Figure 1.4.16 Productivity was measured as “five years’ sales from new products,” versus “R&D spending by the company.” Both metrics are taken as a percentage of company annual sales to adjust for company size. Consider the results in Figure 1.4: Figure 1.4: New-Product Development Productivity Metrics—Best versus Worst Companies by Industry
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Source of data: A.D. Little Innovation Excellence Study, endnote 16.

• The Best firms (defined as the top 25 percent) have twelve times the productivity in new-product development of the Worst. That is, the average firm realizes $7.25 in new-product sales for every $1 spent on R&D. But the Best see a huge $39 in sales per R&D dollar, while the 25 percent Worst firms achieve only $3.30 sales dollars.





The data are also broken down by industry:• The most productive industry is consumer packaged goods, including food. Every $1 spent on R&D here results in $13.64 in new-product sales on average. But compare the Best and the Worst consumer firms: $80 in sales, versus only $4.80 for every R&D dollar, a stunning 16.7 times difference!



• A look at the least productive industry—pharmaceutical—reveals similar differences. For every R&D dollar, the pharmaceutical industry generates $1.95 sales dollars over the first five years on the market (but their profit margins are large, and new products usually last many years on the market, thus compensating for the lower new-product sales to R&D ratio). But the most productive firms in this industry see $28 in sales for every R&D dollar spent, while the Worst receive a paltry 90 cents—again a huge difference: The top 25 percent of pharmaceutical firms are 31 times more productive in product development than the bottom 25 percent.
Huge new-product productivity differences exist between the Best and Worst firms, with the Best twelve times more productive than the Worst.





 








I make three important points based on these Best-versus-Worst data in Figures 1.3 and 1.4. First, huge differences exist between the Best and Worst businesses—these are not a few percentage points difference in performance, but order-of-magnitude differences. These huge performance differences beg the question: Why? Why is it that some firms seem to be so successful at product innovation, whereas the majority pale by comparison? What are the secrets to such high-productivity or superb new-product results? Our research shows that it is not just “a few good years” or a couple of lucky new-product winners; rather there are clear, measurable, sustainable, and consistent behaviors, approaches, and methods that the Best companies embrace, and that the rest do not: the “best practices in innovation.”

Second, the average business does fairly poorly in comparison to the Best. Odds are that your business is closer to the average than the Best, so your performance probably resembles the rather mediocre results achieved by average firms. The point is that most businesses have much room for improvement, so likely you have missed many of the pivotal best practices in innovation.

The final point is that the Best firms do model the way: They prove that these results are not some mythical or theoretical result but are achievable and realistic. That is, these common denominators or best practices that separate the Best from the rest are both tangible and actionable, and within your grasp.

 



Suggestion: When you look at innovation performance in your own industry, do you see big differences? Why is it that some businesses are so successful? And when you analyze successes and failures in your own company, are there some patterns? What can you learn here about what it takes to be a best performer in product innovation? As this book unfolds, we lower the microscope on these and other results, and probe the factors that separate the winners from the losers—their best practices and their secrets of success.





HUGE AMOUNTS AT STAKE


 

Industry spends enormous resources in the quest for new products. Thus, not only are the potential upside rewards substantial, but there is much downside risk, too. R&D expenditures are one metric that captures the magnitude of investments in product innovation. The figures are impressive: Globally, R&D expenditures approach $1 trillion annually, while global spending by U.S. companies amounts to $330 billion (2008)—that’s 3.01 percent of these firms’ global sales.17 (Spending on R&D in the United States amounted to $283 billion, or 2.62 percent of gross domestic product [GDP] in 2008.)18 And in 2008 alone, R&D spending grew by a whopping 5.2 percent in the United States!

Note that R&D spending is not the entire picture. It’s estimated that for every $1 spent on new-product R&D, another $2 are spent on “other things” associated with the development and launch of the product—on marketing, capital equipment, and management costs.19,d

Certain industries, noted for their growth and profitability in recent decades, spend heavily on R&D. For example, the semiconductor and electronic components industry spends 15.0 percent of annual revenues on R&D; pharmaceuticals is next, averaging 13.1 percent of sales on R&D; the software industry is close behind at 11.1 percent (see Table 1.1 for an industry breakdown of R&D spending).





WHY SO MUCH INNOVATION TODAY?


 

New products are clearly the key to corporate prosperity. They drive corporate revenues, market shares, bottom lines, and even share prices. But why is new-product development speeding up so much globally, and why is so much more emphasis being placed on product innovation results? Here are four innovation drivers:• Technology advances: The world’s base of technology and know-how increases at an exponential rate, making possible solutions and products not even dreamed of a decade or so ago. What was science fiction in Star Trek in the 1960s—for example, handheld computers, curing disease through DNA modification, or flip-top portable video communicators—is suddenly a technological reality today.


• Changing customer needs: Marketplaces are also in turmoil, with market needs and wants, and customer preferences changing regularly. The company that seemed omnipotent only a few years ago suddenly falls from favor with the consumer. And witness the number of mergers and acquisitions, as major corporations scramble to keep pace with fluid marketplaces. In other markets, customers have come to expect new products with significant improvements: We consumers have become like “kids in a candy shop”—we see what is possible, and we want it.


• Shortening product life cycles: One result of the increasing pace of technological change coupled with changing market demands has been shorter product life cycles: Product life cycles have been cut by a factor of about four over the last fifty years.20 Your new product no longer has a life of five to ten years, but within a few years, sometimes even months, it is superseded by a competitive entry, rendering yours obsolete and necessitating a new product. This has placed much pressure on businesses and their management teams: For example, in one leading electronics firm in the United States, as product version number one is hitting the market, its replacement, product version two, is already in the Development stage, and product version three is waiting in the wings for a Go to Development decision. TABLE 1.1: R&D SPENDING BY INDUSTRY, 2008 (USD)*
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• Increased globalization: We have access to new and foreign markets like never before, but at the same time, our domestic market has become someone else’s international one. This globalization of markets has created significant opportunities for the product innovator: the world product, locally tailored, targeted at global markets; and the prospect of doing development work in emerging countries, plugging into new brain power at lower costs. It has also intensified competition in every domestic market. These global factors have sped up the pace of product innovation.





A quick review of all four drivers of product innovation reveals that none is likely to disappear in the next decade or two. Technology advances will continue to occur; so will changes in market needs and demands; globalization of markets and offshoring marches on; and competition will drive life cycles to become even shorter. Product innovation will be even more critical to corporate prosperity in the years ahead than it has been in the recent past.

 




Suggestion: If you haven’t already done so, conduct a review of the strategic role—past, present, and future—of new products in your company. Key questions include:1. Where will your sales growth come from? What proportion from new products? From new markets? From growth in existing markets? Or from increased market share?


2. What proportion of your current sales comes from new products introduced by you in the last three years? How does this compare to the Best Innovators in Figure 1.3? What is your projection or objective for the future? What will your portfolio of product offerings look like in five years?


3. What is your historical level of R&D spending as a percentage of sales? Has it been going up or down? How does it compare to your competitors’ or the industry level (see Table 1.1)? Why is it higher or lower?


4. Are the answers to the three questions above consistent with each other? Are you investing enough in R&D and new products to yield the results that you want?









HIGH ODDS OF FAILURE


 

Innovative products are critical to your long-term success. They keep your business’s product portfolio competitive and healthy, and in many firms, provide you with long-term and sustainable competitive advantage. The dilemma is that product innovation is a crapshoot: Boasting a steady stream of successful and high-impact new products is no small feat.


The odds of winning are about one in seven. But there are ways to beat these odds!





 

The hard reality is that the great majority of new products never make it to market. And those that do face a failure rate somewhere on the order of 25 to 45 percent. For example, our studies indicate that new products currently have a success rate of only 60.2 percent at launch, up only 1 percent since 1997 and up 2 percent since 1990.21 These success rate figures do vary from study to study, however, depending on what the industry is and how one defines a “new product” and a “failure.” Some sources cite the failure rate at launch to be as high as 90 percent. But these figures tend to be unsubstantiated and are likely wildly overstated. Note also that averages often don’t tell the whole story: The success rate varies from a low of 37.6 percent for the Worst firms to a high of 79.5 percent for the Best!

Regardless of whether the success rate is 55 or 65 percent, the odds of a misfire are still substantial. Worse, the figures cited above don’t include the majority of new-product projects that are killed along the way and long before launch, yet involved considerable expenditures of time and money.

The attrition curve of new products provides a more complete picture. A number of studies have revealed more or less the same-shaped curve, and Figure 1.5 is a composite: For every seven new-product ideas, about 4 enter development, 1.5 are launched, and only 1 succeeds.22 That’s a seven-to-one ratio for success when starting at the idea stage—pretty poor odds! The bad news continues: 44 percent of new-product projects fail to hit their profit targets; more than half are launched late; 32 percent of businesses rate their new-product development speed and efficiency as “very poor”; and 28 percent of businesses don’t even measure their new-product performance results!23 These are astounding statistics when one considers the magnitude of human and financial resources devoted to product innovation. But all is not bad: Recall from Figure 1.3 earlier that a minority of firms—the 20-percent Best Innovators—do achieve an enviable 80-percent success rate at launch, 77 percent of their new products hit profit targets, and 79 percent are launched on schedule. These few firms show that it is possible to outperform the average, and by a considerable margin.

 



Suggestion: How well is your company faring at product innovation? Do you know—do you keep score? (Many companies cannot provide reliable statistics on success, fail, and kill rates; on resources spent on winners versus losers; or on numbers of projects hitting time and profit targets.)

 




Keep score in product innovation. The adage “You cannot manage what you do not measure” certainly applies in new products. Key statistics to track include: Figure 1.5: The Attrition Rate of New-Product Projects
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Source of data: endnote 22.

• Success versus failure rates at launch


• Attrition rates: What percent of projects continue at each stage of the process?


• Proportion of resources devoted to winners versus losers versus killed projects, overall and per stage


• Proportion of projects hitting time, profit, and sales targets







Beating the Odds


 

New products are much like a steeplechase horse race: Relatively few new-product projects succeed. About seven horses leave the starting gate and must clear various hurdles, hedges, or gates along the way. And only one horse in seven crosses the finish line as the winner. Racetrack gamblers try to pick the one winning horse, but more often than not, they place their bets on the wrong one.

New-product management is even more risky than a horse race. True, the odds of picking a winner at the outset are somewhere on the order of seven to one. But the size of the bets is considerably greater—often in the millions of dollars. And unlike the gambler, new-product managers cannot leave the game—they must go on placing the bets, year after year, if the company is to succeed. The new-products arena is very much addictive: Once in, it is difficult to quit!

Faced with these kinds of odds and risks, why would anyone want to play at product innovation? But there are some important differences between a horse race and new products. First, the payoff from one winning new product, like Apple’s iPod or Green Mountain’s single-cup K-cup system, can be enormous—enough to more than cover all your losses. Second, and perhaps more subtle, the way the bets are placed is different. At a racetrack, all bets must be placed before the race begins. But in new products, bets are placed as the race proceeds. Imagine a steeplechase horse race where bets could be placed after the horses clear each hedge or gate! Suddenly the odds are changed dramatically in favor of the shrewd gambler.

Product innovation, then, is much more like a game of five-card stud poker than a horse race. In five-card stud poker, after each card is dealt, the players place their bets. Toward the end of each hand, the outcome—who will be the winner—becomes clearer; at the same time, the betting and the amounts at stake rise exponentially. Many an amateur poker player has sat down with a professional, assuming that he had equal odds of winning. True, each player has the same odds of being dealt a winning hand: The cards are dealt randomly. But over the long term, the professionals will always win—not because they get better hands, but because of how they bet, knowing when to bet high, when to bet low, and when to fold and walk away. The trick is in the betting! The professional player counts cards and has tangible criteria for betting.

Unfortunately, too many companies play at product innovation like the amateur poker player. They start with an equal chance of winning. But because they don’t count cards (that is, they don’t do their homework but operate on hunch and speculation instead) and lack solid betting criteria (that is, they have poor or nonexistent decision rules for making Go/Kill decisions), they lose to the professional. And so the odds of losing—especially for the amateur player—are exceptionally high.

The point of these analogies is to show that the new-products field is much more complex than a mere horse race: Product innovation features high risks, low odds of picking a winner, large amounts at stake, and an incremental betting process, with additional and increasing bets placed as the race proceeds. The second point is that effective betting is one key to winning. We all have the same odds of being dealt a good hand, but it’s how we bet—the information we gather and the betting rules or criteria we use—that makes the difference between winning and losing. Finally, there is one important difference between product innovation, on the one hand, and poker or a horse race, on the other: We can affect the outcome. That is, through the actions that product developers take, they can change the outcome of the race or the poker hand. And thus much of what is to follow in this book is about gaining insights into the practices and methods that Best Innovators use to change the outcome and to shift the odds in their favor.





DEFINING NEWNESS AND A “NEW PRODUCT”


 

Serious players keep score in product innovation. But in order to keep score, one must have a definition of what counts as a new product. One of the problems with some of the scores cited above is that they include different types of new products: For example, the attrition rates for truly innovative new products are much higher than for extensions and modifications of existing company products.

 



Product: First, a “product” is anything referred to as an external marketplace for sale, use, or consumption. This includes physical products as well as services, and combinations of services and products. But it excludes “freebies” such as might be provided by a tech service-and-support group (for example, free training or free maintenance). Products are usually associated with businesses or corporations, and the majority of my illustrations and examples are from companies. But “products” can also be from nonprofit organizations (nongovernmental organizations [NGOs], industry associations, health-care and other societal organizations, or governments), although the term “program” might also be used. For example, the British and Canadian governments have implemented stage-and-gate systems, essentially a new-product process, to deliver new government programs to their citizens.


Keep score in product innovation—how well are you doing? To keep score, you must have a rigorous definition of what counts as “a new product.”





 


New product: Next, how does one define a “new product,” innovativeness, or “newness”? Here are some definitions to help you when crafting performance metrics:• One major U.S. manufacturing conglomerate defines a new product as “anything—service or physical product—that provides new functionality, features or benefits that are clearly visible to the customer or user, and which involved at least 50 person-days in development time.” The notion here is that the product should be perceived as “new” by the marketplace (and not just by the firm’s engineering department), and that the firm should have made some minimum investment (there is something at stake).


• Some consumer-goods firms define a new product as a new stock-keeping unit (SKU) or new bar code. Such a loose definition, although very pragmatic, allows far too many initiatives to count as new products and thus inflates the numbers. To compensate for this overstatement, some of the same firms only count incremental sales from these same items—that is, the increase in sales. So if a new version of a product is launched (a new SKU or new bar code), but it creates no new sales (that is, sales are low, or the product simply cannibalizes an existing company product), it may be a “new product” but its sales would not be counted in the tally.





Another useful scheme recognizes that there are many different types of new products. “Newness” can be defined in two ways: • New to the company, in the sense that the firm has never made or sold this type of product before, but other firms might have.


• New to the market or “innovative”: the product is the first of its kind on the market.





Viewed on a two-dimensional map as shown in Figure 1.6, six different types or categories of new products are identified:24
1. New-to-the-world products: These new products are the first of their kind and create an entirely new market. This type represents only 10 percent of all new products, and is shrinking.


2. New-product lines: These products, although not new to the marketplace, nonetheless are quite new to the particular firm. They allow a company to enter an established product category or market for the first time. About 20 percent of all new products are this type.


3. Additions to existing product lines: These are new items to the firm, but they fit within an existing product line the firm makes. They may also represent a fairly new product to the marketplace. Such new items are one of the largest types of new products—about 26 percent of all new-product launches.


4. Improvements and revisions to existing products: These “not-so-new” products are essentially replacements of existing products in a firm’s product line. They offer improved performance or greater perceived value over the “old” product. These “new and improved” products also make up 26 percent of new-product launches.


5. Repositionings: These are essentially new applications for existing products and often involve retargeting an old product to a new market segment or for a different application. Repositionings account for about 7 percent of all new products.


6. Cost reductions: These are the least “new” of all new-product types. They are new products designed to replace existing company products, but they yield similar benefits and performance at lower cost. From a marketing standpoint, they are not new products; but from a design and production viewpoint, they could represent significant change. They represent 11 percent of all new-product launches.





Most firms count the first four types above—those in the upper left and right of Figure 1.6—as “new products.”

 



Suggestion:

1. Develop a robust definition of what a “new product” is in your business. Ensure that the definition is both rigorous and operational, that is, one that is feasible (easy to use and measure, and gives reliable metrics), yet tough (does not include every minor development project or overstate the numbers). Use this definition when determining your product innovation results to compare with industry results in Figure 1.3.Figure 1.6: Types of New Products on Two Dimensions—New to the Company and New to the Market
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Source: Booz Allen Hamilton, endnote 24; PDMA, endnote 4.





2. Next, review the new products that your business has introduced in the last three years. Then categorize them according to the six types in Figure 1.6. What is the split of projects by type (use a pie chart)? Does the split differ much from the all-industry averages shown in Figure 1.6? Why?


3. What is the breakdown by project type in terms of total resources spent—that is, to which types of projects has your money and effort been devoted? What is the breakdown by sales and profits—that is, which types of products or projects are generating the revenues and profits? What is the success rate by type? Finally, what’s the ratio of sales (or profits) to spending per project type (that is, the productivity of each type)?


4. Is your current breakdown or split the desirable one? What should be the split of new products by type in Figure 1.6?






THE PATH FORWARD


 

In this chapter, you have seen that winning at new products plays a critical role in determining company fortunes. You have also seen some of the perfomance results, and the huge differences between sucessful innovators and the typical company, which provokes the question: Why? Four vectors that drive bold and successful innovation were laid out in the Innovation Diamond.

You have also read about some of the risks in product innovation: the huge expenditures that companies make on R&D, and the comparison of product innovation to a horse race with high odds of failure and significant rates of attrition. The key is in how you place your bets! But you can also affect the outcome. Finally, keeping score is an important facet of product innovation, so I provided definitions of “new products” and also laid out a scheme to help define and categorize new products in order for the scores to be more comparable.

In the next chapter, we take a close look at the hard evidence. Our research into new-product practices and reasons for innovation success (and failure!) over the last thirty years has been noted by the Product Development and Management Association as the most widely published research in the field and has yielded perhaps the most thorough database on new-product winners and losers—over 2,000 launches in over 500 companies in both Europe and North America.25 And from observing these many successes and failures, we learn the keys to winning at new products. Additionally, our benchmarking studies—in which we looked at the best-performing businesses versus the rest—yield many insights into best practices and key success drivers. These investigations, both at the project level and also at the business level, provide the basis for the book.

We begin our voyage in Chapter 2, with a look at the reasons new products fail, and what goes wrong. This is perhaps a negative way to start, but it’s the right place, too: Here, the hope is that we can learn from our past mistakes. We then look to new-product successes and pinpoint what separates winning new products from the losers, and also take a look at successful businesses in Chapter 3. Here, we see that there are clear patterns to success, and indeed, that new-product success is both predictable and controllable. These “success drivers” are integrated into fourteen key lessons for new-product success—the critical success factors that we then build into our playbook for winning.

Following that, Chapters 4 through 9 deal with crafting a playbook for winning. Here the focus is on the development and implementation of a Stage-Gate® new-product system for driving new products to market successfully and efficiently. e The majority of firms doing product development today already use a form of Stage-Gate,26 but in Chapter 4, we introduce the newest version of our popular Stage-Gate methodology—a best-in-class idea-to-launch product innovation system. Here, the critical success factors and best practices identified in Chapters 2 and 3 are integrated and translated into an operational blueprint for action, with a particular emphasis on bold innovation projects.

Chapter 5 continues with Stage-Gate and a look into some of the additional and more innovative practices that companies have introduced into their idea-to-launch system, making it more flexible, adaptive, and open. Chapter 6 deals with Discovery—coming up with breakthrough new-product ideas—and highlights more than twenty-five methods for generating great ideas, along with the latest results on which ones work best. Chapter 7 lowers the microscope on the “fuzzy front end”—the front-end stages of the process where success or failure is largely decided—and outlines best practices here, especially for bolder, higher-risk innovation projects. Chapter 8 deals with portfolio management and picking the winners: It focuses on ways to improve your “betting practices,” improving your odds of picking the right new-product projects, and also achieving the right balance and mix of development projects. Making the right investment decisions is so vital that I devote the whole of Chapter 9 to the same topic, but with emphasis on new approaches to make gates more effective, including the concept of “gates with teeth.”

Chapter 10 concludes the mapping of the Stage-Gate system as we move through Development and toward Launch: development, testing, and market rollout. Chapter 11 looks at implementation issues, offering insights into how to handle the difficult job of the design and implementation of Stage-Gate within your business (or the reinvention or overhaul of your existing idea-to-launch process).

So read on! First, witness the critical success factors in the next two chapters, and then how they can and should be built into your innovation playbook in your business so that you, too, can be a big winner at new products.
  




2

 

WHY NEW PRODUCTS WIN

 

I am the master of my fate: I am the captain of my soul.


—W. E. Henley, “Invictus”

 





THE INVISIBLE SUCCESS FACTORS


 

What are the secrets to new-product success? And why are some new-product projects and products so successful? Do you know? Most people don’t or choose to ignore them—witness the high failure rates and the large number of businesses and new products with very poor performance here (recall the performance results in Chapter 1, and also Figures 1.3 and 1.4). That’s why I refer to these success drivers as “secrets to success” or the “invisible success factors.”

There is help, however! Numerous studies have probed the question of why new products win (or fail), looking at large samples of successful versus unsuccessful new products and what separates the two; some studies also lowered the microscope on businesses and their innovation performance and sought reasons for their results (see box in Chapter 1 for a quick description of the studies).1 An understanding of these “success drivers” is vital to designing systems and approaches for conceiving, developing, and launching new products. It’s much like a coach and the football team watching video replays of football games: Patterns emerge and insights are gained into what to avoid in future games and what new plays or actions should be built into the new playbook. That is, when we identify a major and consistent reason for product failure, we build into our playbook or system steps to avert such failures in the future; and when we pinpoint success drivers—factors that distinguish winning new products—again we build in steps and actions to replicate those in our idea-to-launch system. This chapter looks at the “tactical” success and failure drivers, specifically, factors that apply at the project and product level and that are immediately actionable; the next chapter focuses more on strategic and broader success drivers, which apply at the business level.





WHY NEW PRODUCTS FAIL TO YIELD THE PROFITS THEY SHOULD


 

Perhaps the best place to begin the quest to improve innovation results is to understand why new products fail. Often, an understanding of past failures, problems, and pitfalls leads to insights that ultimately result in corrective action. This is one premise of the process of continuous improvement and the learning organization.

Why do so many new products fail to live up to their financial and sales expectations? In the last chapter, we saw that almost half of development projects fail to meet their profit objectives and that as many as one-third of new products fail at launch! The following list of reasons and root causes for failure is compiled from an integration of research results from countless studies into new-product outcomes2 and from many problem-detection sessions held in companies:



1. Me-Too, Ho-Hum, or Tired, Trivial New Products3


 

The first reason is that the product fails to excite the customer: It does not satisfy an unmet need or solve a major problem—in short, it looks a lot like the competitor’s product. What’s missing is the quest for competitive advantage and true innovations: The new-product idea is proposed, but the bar is never set high enough, and so the project team develops yet one more me-too, ho-hum, tired and vanilla product, much the same as competitors’. There is no compelling value proposition for users or customers; and given no reason to switch, they don’t! And sales fail to materialize.

One root cause is that management does not demand that project teams rise above competitors’ offerings. By contrast, in one major consumer-goods firm, the expectation is that the new product will be “differentiated, unique, and deliver superior-to-competition performance”; otherwise, the project is simply rejected! A second root cause is that businesses are missing key elements in their idea-to-launch systems: There is no emphasis on differentiated products and compelling value propositions. Indeed, if one were to slavishly execute according to the typical firm’s new-product idea-to-launch guidebook, the result probably would be yet another vanilla product. Some firms’ processes seem to be designed to deliver mediocrity.

Finally, for a variety of reasons ranging from pressure from the sales force to a pervasive risk averseness, the portfolio and development budget is consumed by an overabundance of extensions, modifications, and tweaks, so there’s no room and no resources left for bold, innovative products.



2. Weak Front-End Homework


 

Some businesses simply fail to do the needed up-front or front-end work on projects. The necessary due diligence on new-product projects—the market study, the technical assessment, the financial analysis—is superficially done or not done at all. Figure 2.1 reveals the facts: Here, see the percentage of firms that are rated as doing a poor job on key front-end tasks (note that averages are shown, as well as results for the 20-percent worst performers). Among worst-performing businesses:• 96 percent do a poor job on assessing the value of the product to the customer,


• 93 percent do the market research poorly or not at all,


• 77 percent carry out the technical assessment deficiently,


• and 77 percent don’t do the business and financial analysis on the project well.





But these are the 20-percent worst firms, so what about the typical firm? The data are almost as damning. Typically:• 84 percent of businesses fail to properly assess the value of the product to the customer,


• 82 percent do the market research poorly,


• 78 percent carry out the operations or source-of-supply assessment deficiently,


• and 74 percent are weak on the business and financial analysis.





These are frightening results, and they reveal a quality crisis in the innovation process—no, not product quality, but a crisis in “quality of execution.” Simply stated, key tasks are not done, or not done well, which leads to too many underperforming new products.


When it comes to doing the front-end or due diligence work on new-product projects—market research, product value assessment, technical assessment, and building the Business Case—80 to 90 percent of typical firms are deficient, according to an APQC study (see Figure 2.1).





 

The result of poor front-end homework is that when it comes time to make key decisions—product design or Go/Kill investment decisions—there are many assumptions, but few hard facts. Frequently this lack of front-end work is due to no time and no money to do the work, and very often because people are too busy on other tasks. Both are lame excuses. Another cause is the desire to reduce time to market. Cutting out the homework stage in order to save a few months sounds like a compelling argument, if it weren’t for the huge body of evidence that proves otherwise—that poor or no homework actually lengthens, not shortens, cycle time, as well as damaging new-product success rates.



3. A Lack of Customer or User Input and Insights


 

Another reason so many new products fail to reach their sales and profit targets is the lack of understanding of the marketplace and customer or user. Too often, the project team (or an executive) develops the concept of what the product should be and do, often with very little real input from the marketplace. For example, there is no voice-of-customer work done, and no visits to users by the project team to uncover insights into real needs and customer problems. Figure 2.1 again reveals the facts: The overwhelming majority of firms simply do a poor job on the market research, concept testing with the customer, and determining the value of the product to the customer. Note that the “voice of the salesperson” or “voice of the product manager” are not substitutes for the voice of the customer! Also, if customer input is sought, it is often limited to one or only a few customers, and to immediate customers only—there is no attempt to broaden the customer base, or to move down the value chain to listen to the voices of the customers’ clients, too. Further, as the product itself takes shape, and as various iterations of the product are crafted, there is little effort to validate the product with the customer until too late in the process. In short, the customer or user is not an integral part of the development process. And so, when the product goes to field trials, to customer tests or even to launch, it is not enthusiastically welcomed by the marketplace.

Figure 2.1: Serious Deficiencies Exist in the Early Stages of Projects—Especially for Poor-Performing Businesses
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Source: endnote 1.



4. Unstable Product Specs and Project Scope Creep


 

Unstable product and project definitions, which keep changing as the project moves along, are the number one cause of delays later in the project, according to some studies. In this scenario, the project team drives the ball down the field, but someone keeps moving the goalposts . . . and scoring a goal becomes next to impossible. For example, the project’s scope changes: The project may begin as a simple one-customer request, and then becomes a multi-customer project. But halfway through Development, it’s redefined again, this time as a new-product line serving an entire market. Or a single-country project suddenly becomes a global initiative. Another common scenario is that the product definition and specifications keep changing—the product’s requirements, performance characteristics, and specifications are quite fluid, as different people who influence the project keep adding features or functionality, even as the project nears the end of the Development stage.

Sometimes unstable specs and scope creep are due to factors beyond the control of the project team, for example, a new competitive product entry or a new technology. But most often these definitional changes occur because of the arrival of new information: A salesperson indicates that the product needs an additional feature, or an executive sees a competitor at a trade show and wants that function added, and so on. This “new information” is not really new at all. It could have, and should have, been available to the project team near the beginning of the project. The root cause is often traced back to point #2 above, a lack of front-end homework.



5. Dysfunctional Project Teams, Too Many Functional Silos


 

The lack of true cross-functional project teams is a major fail point in many new-product projects. Indeed there is strong indication that an effective cross-functional team is the number one key to driving cycle time down. But many companies get it wrong. In some companies, the project resembles a relay race: the Marketing Department “owns” the project for the first lap, and then hands it off to R&D for development; after R&D completes its phase or lap, it gets handed off to Manufacturing, which throws it over the wall to the sales force for launch. In other businesses that have attempted to field cross-functional teams, often the experience is marred: The team lacks members from all the key functions (for example, often the Manufacturing or Operations person does not join the team until well into Development—too late!); the team leader is the wrong person and not really much of a leader at all; the team lacks cohesiveness and does not share a common vision of the project; some team members lack a strong stake in and commitment to the project; and team accountability is missing. What we witness are “dysfunctional teams” rather than cross-functional teams!



6. Far Too Many Projects in the Pipeline—No Focus


 

One of the greatest sins in product development is a senior management issue, namely, overloading the development pipeline. Far too many projects are approved at the early Go/Kill gates for the resources available. And there’s no real attempt to deal with the resource issue later on: Projects keep getting added to the active list. The result is that projects are underresourced and people are spread far too thin. And with so much multitasking (people working on far too many projects), many inefficiencies creep into the system, as much time is wasted switching from project to project. One result is that projects take far longer than they should, as the development pipeline begins to resemble a logjam in a river. Another is that project quality starts to decline: For example, corners are cut, a needed market study gets skipped, the field trials are abbreviated, and so on, often with disastrous results.



7. A Lack of Competencies, Skills, and Knowledge


 

In some businesses and projects, not only are people spread too thin, there aren’t even the people available with the right skills, competencies, and knowledge to undertake the project. Or the business is missing a key success driver, such as access to a marketplace or to a needed technology or technical skill. Sometimes the cause is that management approves the project yet fails to understand that key resources and competencies are indeed missing: The project, as defined, never should have been approved in the first place. Other times, this skills lack comes about because certain businesses have downsized so much that they’ve lost key technical and marketing talent: The people who are good at doing major and longer-term projects (but are not needed for day-to-day marketing and technical work) are gone. Finally, the necessary partnerships and alliances are not in place: Management does not insist that outside business partners be found to bring the missing and needed skills to the table; or the wrong partners are enlisted.
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If you are typical, you’ve probably witnessed some or all of these seven reasons that new products fail to achieve their financial goals. No doubt, it is comforting to hear that other businesses suffer from the same maladies that you do. It’s also motivating to hear that many companies have identified these and similar causes, and are taking steps to overcome them. For example, a quick review of these seven causes above reveals potential solutions—a stronger customer focus, better front-end work, fewer but better projects in the pipeline—that are built into prescriptions for improving results. So read on to see what the success drivers are and what actions can be taken.





SEVEN CRITICAL SUCCESS DRIVERS


 

The challenge is to design a playbook, blueprint, or process for successful product innovation—a process by which new-product projects can move from the idea stage through to a successful launch and beyond, quickly and effectively. Before charging into the design of this playbook, let’s first understand the secrets to success—what separates successful innovation projects from the failures, the critical success factors that make the difference between winning and losing. Some are fairly obvious, but before you dismiss them as “too obvious,” recognize that most firms still neglect them. We begin this insightful journey next, and as we probe each success driver, reflect on how you can benefit from each, and how you can translate each into an operational facet of your new-product system or playbook (see Table 2.1 for summary).4



TABLE 2.1: WHY NEW PRODUCTS WIN—SEVEN CRITICAL SUCCESS DRIVERS

 





 



	1.
	A unique superior product—a differentiated product that delivers unique benefits and a compelling value proposition to the customer or user—is the number one driver of new-product profitability.



	2.
	Building in the voice of the customer—a market-driven and customer-focused new-product process—is critical to success.



	3.
	Doing the homework and front-end loading the project is key to success. Due diligence done before product development gets under way pays off!



	4.
	Getting sharp and early product and project definition—and avoiding scope creep and unstable specs—means higher success rates and faster to market.



	5.
	Spiral development—build, test, get feedback, and revise—putting something in front of the customer early and often gets the product right.



	6.
	A well-conceived, properly executed launch is central to new- product success. And a solid marketing plan is at the heart of the launch.



	7.
	Speed counts! There are many good ways to accelerate development projects, but not at the expense of quality of execution.




 





 




 







1. A unique superior product—a differentiated product that delivers unique benefits and a compelling value proposition to the customer or user—is the number one driver of new-product profitability.


 

Delivering products with unique benefits and real value to users—bolder innovations—separates winners from losers more often than any other single factor. Such superior products have five times the success rate, over four times the market share, and four times the profitability of products lacking this ingredient, according to our research.5 Product advantage, superiority, or differentiation as the key determinant of success is a recurring theme in many new-product studies.

That differentiated, superior products are key to success should come as no surprise to product innovators. Apparently, it isn’t obvious to everyone: Study after study shows that “reactive products” and “me-too” offerings are the rule rather than the exception in many businesses’ new-product efforts, and the majority fail to produce large profits! 6 A second very popular scenario, which also yields poor results, is the “techie” building a monument to himself—the technical solution in search of a market.


Superior and differentiated products—ones that deliver unique benefits and superior value to the customer—are the number one drivers of success and new-product profitability.





 

What do these superior products with unique customer or user benefits have in common? These winning products:• are superior to competing products in terms of meeting users’ needs, offer unique features not available in competitive products, or solve a problem the customer has with a competitive product,


• feature good value for money for the customer, reduce the customer’s total costs (high value-in-use), and boast excellent price/performance characteristics,


• provide excellent product quality relative to competitors’ products, and in terms of how the user measures quality, and


• offer product benefits or attributes easily perceived as useful by the customer, and benefits that are highly visible.





The “Best Innovator” businesses were introduced in Chapter 1—firms that model the way.7 A closer look at these exceptional businesses shows that the Best Innovators emphasize certain factors in their new-product efforts—see Figure 2.2. Best Innovators are much stronger in terms of offering important product benefits, a superior value proposition, and better value for the customer in their new products, all features of bold innovations we saw in Chapter 1:a. Best Innovators create products whose main benefits are really important to the customer or user, by a 4:1 ratio versus poor performers.


b. Their products offer the customer new and unique benefits not available in competitive products, by a huge 8:1 ratio versus poor performers.


c. They deliver new products that offer better value-for-money to the customer or user, compared to competitors (three times more so than poor performers).


d. Their new products are superior to competing products in terms of meeting customers’ and users’ needs (by a 4:1 ratio versus poor performers).


e. And they launch better-quality products—regardless of how the customer or user measures quality—than poor performers, by a 2:1 ratio.





There is a message here. These are the types of new products that really separate winning businesses in product innovation—the Best Innovators. By contrast, the poor performers simply “don’t get it.” They consistently miss the mark on these five vital ingredients of winning new products.

Figure 2.2: A Unique Superior Product Is the Number One Driver of Performance Results
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Source: endnote 1.

A point of distinction in Figure 2.2: Benefits are what customers or users value and pay money for; by contrast, product attributes, features, functionality, and performance are the things that engineers, scientists, and designers build into products. Often benefits and features are connected, but sometimes the designers get it wrong, so that added product features and performance do not yield additional benefits for customers or users.

Very few firms can point to specific facets of their new-product methodology that emphasize this vital “product superiority” success ingredient. Often, product superiority is absent as a project selection criterion, and rarely are steps deliberately built into the idea-to-launch process that encourage the design of such superior products. Indeed, quite the reverse is true: The preoccupation with cycle-time reduction, the way gates are conducted, and the tendency to favor simple, inexpensive projects actually penalizes bolder projects that lead to product superiority.

The management implications are clear:• First, these ingredients of a superior product (Figure 2.2) provide a useful checklist of questions in assessing the odds of success of a proposed new-product project: They logically become top priority questions in a project screening checklist or scorecard. 


• Second, these ingredients become challenges to the project team to build into their new-product design. In short, the list of these five ingredients of product advantage above become personal objectives of the project leader and team, and must be molded into the playbook. As one team leader told me, “I stamp these on my forehead and look in the mirror every morning—these [the items in Figure 2.2] become our team’s goals!”





But how does one invent or build in product superiority? Note that superiority is derived from design, features, attributes, specifications, and even positioning. The important point here is that “superiority” is defined from the customer’s or user’s standpoint, not in the eyes of the R&D, technical, or design departments. Sometimes product superiority is the result of new technology or a technological breakthrough. But more than technology and unique features are required to make a product superior. Remember: Features are those things that cost you, the developer, money. By contrast, benefits are what customers pay money for! Often the two—features and benefits—are not the same. So, in defining “unique benefits,” think of the product as a “bundle of benefits for the user”; and think of benefits as something that customers view as having value to them:
An example: The idea for the new product started with a group of women at Mead Johnson Nutritionals (U.S.) who knew they all shared the struggle to do it all in life while still being able to appreciate it all. This Women’s Health Team conducted extensive market research that concluded that women are in need of more stamina to make it through the day—and that their situation is quite serious. A nationwide survey in the United States conducted by the company (942 respondents) revealed that 60 percent of women felt that the condition of their declining vitality levels was very serious or extremely serious, with 80 percent of women feeling the negative impact of tiredness on their relationships with family and friends. A follow-up summit meeting, with dozens of the most prominent women’s health experts in the country, helped to further define the problem and then brainstormed provocative solutions.

One area of focus was nutrition, with experts noting that key nutrients not sufficiently met include calcium, antioxidants, B vitamins, zinc, folic acid, and iron. A second conclusion was that women should indulge themselves more, taking care of their personal needs. Another conclusion was that snacking should be taken “out of the closet”—health experts said that women should eat less food, but more frequently, especially snack foods that are nutritious and rich in these vital but lacking nutrients. Yet another conclusion was that women found nutritional information to be confusing and contradictory—they wanted clarity and simplification.

Thus was born Viactiv™, a new-product line of women’s nutritional products. The product combines the need for a healthy and indulgent snack food with vital but lacking nutrients in female diets: Viactiv Soft Calcium Chews. This is a chocolate snack product, with a tailored combination of nutrients specific to women’s needs, including calcium and 100 percent of the recommended daily values for B vitamins, folic acid, and antioxidants. This simple solution to a confusing problem has been a hit with the target audience: Sales have been stunning and have exceeded management’s expectations (Viactiv continues to be a big success and is now part of McNeil Nutritionals, a division of Johnson & Johnson).





 




The point is that “unique,” “differentiated,” and “superior value” must be in the eyes of the customer or user. It was through hard work by the Viactiv team that the key benefits and unmet needs of users were discovered, leading to a product with real competitive advantage.

 



Suggestion: The definition of “what is unique and superior” and “what is a benefit” is from the customer’s perspective—so it must be based on an in-depth understanding of customer needs, wants, problems, likes, and dislikes.

1. Determine customer needs at the outset—build in voice-of-customer (VoC) research early in your projects. The goal here is to identify customer needs, not just their wants. Wants are usually fairly obvious, and easy for the customer to talk about. But spotting needs, particularly unmet and unarticulated needs, is more of a challenge, but often yields a breakthrough new product. So start with a user needs-and-wants study—market research and seeking customer insights—to probe customer needs, wants, problems, preferences, likes, and dislikes. Determine the customer’s “hot buttons”—the order-winning criteria, the customer’s problems, and what the customer is really seeking in a much-improved or superior product. Let the customer help design the product for you.


2. Do a competitive product analysis. There is no such thing as a perfect competitive product. If you can spot the competitors’ product weaknesses, then you’re halfway to beating them. Remember: The goal is product superiority, and that means superiority over the current or future competitive offering. Take the competitor’s product apart in your lab or design department; and when you do the VoC research, be sure to ask your customers for their opinions about the strengths and weaknesses of the competitor’s product. One more point: Anticipate what the competitor’s product might or will be in the foreseeable future. Never assume the competitor’s current product will be the competitive benchmark by the time you hit the market!Once these two investigations are complete, the project team can translate the information into a product definition, paying special attention to the benefits and the value proposition that the product will offer to the customer.





3. Build in multiple test iterations to test and verify your assumptions about your winning-product design. Once the product concept and specs are defined (based on user inputs above), test the concept with users—and make sure they indicate a favorable response. That is, even before serious development work begins, start testing the product—even though you don’t yet have a product!—via concept, virtual prototype, or “protocept” (between a concept and a prototype) tests.


This disciplined approach to discovering product superiority is decidedly customer focused, which leads to success factor number two, the need for a strong customer input.



2. Building in the voice of the customer—a market-driven and customer-focused new-product process—is critical to success.


 

A thorough understanding of customers’ or users’ needs and wants, the competitive situation, and the nature of the market is an essential component of new-product success. This finding is supported in virtually every study of product success factors. Recurring themes include:• need recognition


• understanding user needs


• market need satisfaction


• constant customer contact


• strong market knowledge and market research


• quality of execution of marketing activities, and


• more spending on the front-end market-related activities.





Conversely, a failure to adopt a strong market focus in product innovation, an unwillingness to undertake the needed market assessments and to build in the voice of the customer, and leaving the customer out of product development spells disaster. Poor market research; inadequate market analysis; weak market studies, test markets, and market launch; and inadequate resources devoted to marketing activities are common weaknesses found in virtually every study of why new products fail.

Sadly, a strong market focus is missing in the majority of firms’ new-product projects . Detailed market studies are frequently omitted (in more than 75 percent of projects, according to one investigation). Further, marketing activities are the weakest-rated activities of the entire new-product process, rated much lower than corresponding technological actions. Moreover, relatively few resources and little money are spent on the marketing actions (except for the launch), accounting for less than 20 percent of the total project cost.

The Best Innovators are leaders when it comes to a strong market focus—see Figure 2.3. Best Innovating businesses:• work closely with customers and users to identify needs, problems, and customer “points of pain”—4.5 times more so than do poor performers, Figure 2.3: Voice-of-Customer and Market Insight Impacts Strongly on Innovation Performance Results
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Source: endnote 1.





• work with lead or innovative users—users that are “ahead of the wave”—to generate new-product ideas (by a 5:1 ratio versus poor performers),


• determine their product definitions via market research—that is, VoC insights are a major input to the product definition (remarkably, none of the poor-performing businesses do this, and such input is a practice of only 11 percent of average businesses),


• interface with customers throughout the entire development process, not just at the beginning and end—by a 6:1 ratio versus poor performers, and


• seek market input to help design the launch plan.





An example: Drägerwerk is an international leader in the field of medical and safety technology, and its Dräger Safety subsidiary provides products, services, and solutions for risk management for personal and facility protection. 8 One of the company’s product lines, breathalyzer testing devices, is used by police forces to test alcohol levels in suspected drunk drivers. The goal was to develop a new European breathalyzer product line, but the project needed direction and lacked blockbuster ideas.

Two VoC study teams were formed, and after some training on how to do ethnographic research, they began their camping-out exercises in the United Kingdom, the Netherlands, and Germany. In all countries, the teams spent time at police stations, conducting traditional interviews with police officers and their supervisors. But the real learning and insights came from their nighttime vigils—the camping-out exercise—in which the VoC teams worked beside the police officers as they ran their nighttime roadside spot checks on drivers. These insights provided the key to a new product with significant competitive advantage.

For example, during the observation period, the British VoC team soon realized how difficult a job the police officers have trying to maintain order and control. One officer had pulled over a car full of exuberant young drinkers fresh from the nearby pub and issued the standard command to those suspected of being drunk: “Remain in the car!” The officer, wearing latex gloves for fear of HIV, then passed the breathalyzer device through the driver’s window, instructing the driver to blow into the mouthpiece. It takes two minutes to get a full reading.


Building in the voice of the customer is one of the strongest drivers of new-product profitability, and also of time efficiency. But the great majority of companies miss the mark here—with insufficient VoC and no fact-based customer insights.
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