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      Foreword


      Time and time again in my 20 years as a management consultant, corporate executives have asked me the same two questions: “How can we grow without snapping up rivals?” and “How can we secure lasting success when competition is getting fiercer by the day?” These questions have lost none of their urgency, but since the implosion of the dot-com bubble and the sharpest recession in generations triggered by the credit crisis, I am also regularly asked a third: “What can I do to shield my business against similar earth-shattering events in the future?”


      My answer to all three questions is the word that is at the very heart of this book: innovation. The word is powerful, I’ve found. It usually triggers lively discussions. “So, you recommend hiring more scientists?” top-level managers tend to respond. Or, “OK, then, please set up an innovation project for us lasting, say, three months.” Or, in a clear indication that innovation is still widely seen as something purely for manufacturers, I also often hear, “Well, you know, we’re into services here. We don’t make products.”


      All these responses are evidence of widespread misunderstandings around what innovation is, how it comes about and how it should be conducted. Contrary to popular belief, it is not made in laboratories – a scientist’s bright idea is always only as good as its commercial success. Innovation is not just for transitory use in a company. And of course it is certainly not something that can only be applied to physical products. You can bring about innovation by revamping what you market, your business model, your processes or even the organisation of your company. And in all these cases it does not just happen in dribs and drabs, here and there, only now and then. To become really effective, innovation must be deeply rooted in a business’ DNA.


      As a young biochemical scientist I was able to witness how inventions conceived in my native Germany often failed to bring economic benefit to their originators. This was either because bureaucracy stood in the way, society and politics had been slow to mobilise enthusiasm, or the companies themselves simply failed to spot the potential commercial merits of their own brainchildren – and competitors ran away with them.


      I left the academic ivory tower with a PhD under my belt to join the corporate world, where I soon noticed that even blue-chip companies find it difficult to build a system that turns excellent ideas swiftly into revenue. To this day corporate entities are frequently held back by compartmentalised thinking, rigid legacy cultures or awkward silo structures. It is therefore hardly surprising that many lack a stringent innovation process: a suite of defined frameworks combined with driving minds free enough to propel good ideas uninhibited to market.


      Cross-pollination is key to this. Imagine the following: young graduates applying to your company are asked at the job interview what they would like to do – marketing, research and development, production or sales. “All of that together!” replies one. If your human resources officer looks up and says, “Hired!” your business has caught the innovation bug and you have probably discovered a true innovation talent. But if the response is, “Sorry, you have to pick one,” your business may have a way to go.


      It was as a consultant that I was finally able to see innovation processes up close in real businesses. Over the years I have had the privilege of meeting numerous true innovators. They included shrewd owner-operators of family firms, visionary upstart entrepreneurs and clever minds embedded in huge corporate environments. Each of them had led a product or service to market success. Talking to and working closely with them allowed me to discover the views, rules, patterns, procedures and ultimate success factors that made up their approaches. This solidified into a clear set of stages and practical rules that could guide the building of a viable innovation process in any company.


      All this know-how is packed into the compact book you hold in your hands. In it I analyse and structure the innovation process theoretically, then square it immediately with real examples of successful innovation in the energy and natural resources sector. This is not only an industry that has my natural attention as a trained biochemist, but one that, being extremely competitive globally, has come up with a series of truly remarkable innovations. It should make the book a particularly useful read for executives in the raw materials, energy, chemicals and utility industries as well as for industry association leaders and those who buy from or sell to these companies. However, the basic innovation principles described here are universal and can benefit your company no matter what sector you are in.
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      Introduction


      Innovation – the hunt for a gem in a new age of competition


      Early economists asked a simple question: why is it that something as useful as water is available so cheaply whereas diamonds, with such limited practical use, are so expensive? The answer to this intriguing riddle was that water is widely available and diamonds are not. From this we derive a fundamental economic principle: it is the degree of scarcity that puts different price tags on different things.


      The deeper dimensions of this idea are best left to academic lecture theatres. For the practical world of economic enterprises the principle sheds a useful light on vital business inputs such as labour, capital, land or ideas. Their scarcity, availability and affordability will change dramatically over the next twenty years when the balance of global economic power shifts further towards emerging countries, reflecting the trend towards globalisation.


      Let’s look at it like this: there is the old world that most of us are familiar with and the majority of enterprises still see themselves as being up against. Here, things like skilled workers, suitable factory sites, natural resources, access to funding, affordable energy or even the right customer groups are vital business ingredients and hard to come by. Our experience tells us that these ingredients are available to different degrees – and therefore today still command substantially different market prices – around the world. Hence, a software engineer in Bangalore is still paid a fraction of the wage his identically skilled colleague in Boston receives. And it is certainly still true today that getting hold of a hard-currency loan in Botswana is more difficult and expensive than it is in Berlin.


      But this is the core point about the not too distant future: in the new world of global competition – the birth of which we are witnessing – the hunt for rare business factors, these diamonds of various quality, purity and value, will become much less important if not, at some point, insignificant. Labour, capital, knowledge and other inputs necessary to set up shop will adopt the quality of commodities and be available – almost like water – at more or less globally harmonised prices. That does not necessarily mean they will become more affordable, but their still widely differing market values will gravitate into a narrower band. When virtually everything is available to everyone at a similar price, businesses around the world will find themselves in pursuit of a last remaining precious gemstone – innovation. Unlike the other inputs, this factor, by definition, is always “rare” enough to command outstanding prices. A distinct product, an exclusive patent, a pioneering production process, distribution channel, supply-chain mechanism or brand promise – any of these could make the difference for a company. In the new age of hyper-competition, what will distinguish you in the eyes of customers, rivals and shareholders will simply be the quantity of successful innovations you can come up with. This all-important capacity will hinge on you having a viable innovation process in place and the consistency with which you can make it work for you.


      You might think innovation is something relative. How can novelty be measured accurately? How good is a good idea or a clever invention? There is a surgically precise answer: a good invention is nothing unless it can prove itself to be a success in the market place. Numerous truly good ideas falter because of bad implementation on their way to market. And an equal number initially thought to be wonderful end as hopeless cases because, contrary to preliminary assumptions, they simply fail to strike a cord with customers. The Austrian-American economist Joseph A. Schumpeter put it in a nutshell back in 1911: “Innovation is the process of finding economic applications for inventions.” This means it is only when an invention has been marketed successfully that we can call it an innovation. The yardstick is simple: new ideas are successful on the market when increased sales and decreased costs push the invention across the threshold of profitability.


      We can get a clear, practical sense of innovation’s power by looking to Germany. The country has only recently lost its status as the world’s biggest export nation to China. Of course China has won the game (for now) by playing according to different rules: most of its products are still less sophisticated and manufactured with much lower labour costs. Germany, by contrast, was able for many decades to produce globally sought after export goods even with some of the world’s highest labour costs. The feasibility of this approach came down to one thing: innovation. This factor alone kept and still keeps a large number of German products and services in the game worldwide and many of those are still way ahead of the competition.


      [image: Scholtissek engl S017 Solaranlage.jpg]


      China has outmanoeuvered Germany as the biggest producer of solar panels


      Moreover, despite their success, German companies have hardly been the world’s most active takeover buccaneers, which leads to another interesting point about innovation: having the capacity and knowledge to turn good ideas swiftly into huge commercial successes on the market will also eventually be the last viable alternative to buying rivals or crowding them out by lowering prices. Both of the latter strategies, numerous studies have made clear, show only mixed long-term results in margin improvement or shareholder value enhancement. From that point of view, even today a buzzing innovation pipeline already makes for the healthiest way a company can stem competition and achieve sufficient growth. In that regard, innovation will definitely be your best protection in any rough weather the globalised era might have in store.


      The global harmonisation of business input costs discussed above will probably happen in just a decade and a half or so – with innovation remaining the sole exception. In fact, Indian outsourcing firms concede already that an IT specialist in Boston will, in only a few years, rival their staff in Bangalore on pay. In this general equalisation trend, the knowledge market will explode in volume – particularly driven by the transparency the internet creates. Patents and trademarks, the powerful protectors of intellectual property, will be traded easily on a deep and liquid world market between Shenzen, Stuttgart and San Francisco. Globally harmonised patent laws will make concepts and inventions available to anybody who feels entrepreneurial and wants to set up a business. They will turn into a resource like, say, energy is today. Companies in this environment will need to ensure they do not fall between the cracks, wasting money on poorly conceived internal R&D, then being unable to compete as buyers in the innovation market. Quicker idea generation will also be decisive, as innovations lose value faster in this highly competitive environment. Remember, it took one million years for mankind to modernise the axe and develop metal knives. Today a computer mouse becomes technologically dated within just five years.
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      Innovation pioneer

      Joseph A. Schumpeter


      The scenario laid out here is a multi-polar world. It will unfold at many economic epicentres and various poles of corporate power scattered around the globe. Whoever has deep enough pockets will be able to set up shop anywhere in no time and create difficulties for an established blue-chip company even on its home turf. We see plenty of early evidence of this already. Over the past decade, China, India, Russia and Brazil have turned up the heat on the USA, Western Europe and Japan – the economic establishment of the last century. Yes, the latter three regions are still the predominant well of technological and scientific innovation. Yet just a few recent headlines indicate the tectonic shift that is underway. Brazil has overtaken Germany as the world’s fourth largest car market. Russia has launched commercial passenger jets to rival an established duopoly of Western manufacturers. The same is true of China, an economic powerhouse that has already outmanoeuvred Germany as the biggest producer of solar panels and recently registered the most worldwide patents in a year. India, meanwhile, has come up with the most affordable mass car ever developed, while South Korea’s universities churn out more engineers every academic year in absolute numbers than the United States.


      In a striking additional development, more and more world-class executives and managers are crossing the lines to head ambitious corporate organisations in emerging countries. In doing so, they are transferring the leadership skills and innovation experience they have garnered in the mature markets of the West to new hotspots in fast growing markets. Even this segment of the labour market is turning global as pay packages for international talent begin to harmonise.


      In the energy and natural resources industries the new world has already knocked at the door


      Why are the historic shifts described above especially vital to the energy and natural resources industries, our main focus in this book? Put simply, there is less time left in this sector before these changes begin to bite. In many respects the markets for these industries – raw material groups, power producers, oil and gas companies and chemicals manufacturers – are undergoing massive change as the balance of power shifts towards emerging economies and the world looks to a range of low carbon technologies.


      With the economic boom propelling emerging countries like China, India and Brazil, markets have become tight for most companies in the energy and natural resources sector as the global run to secure deposits of oil, gas, uranium and fertilisers reaches new heights. In one of a string of similar deals, the state oil company Petroleos de Venezuela (PDVSA) and China National Petroleum Corporation agreed to extract and refine 2.9 billion barrels of crude oil annually in Eastern Venezuela over a 25-year period. Chinese energy companies are also desperate to secure energy supplies in the Middle East, West-Africa and Central Asia for the country’s rapidly growing economy.


      Many other state-owned emerging world energy companies have entered the race. In the oil sector, for instance, they are increasingly pushing the big diversified Western oil majors into new territory where innovation is becoming vital. As oil producing countries go for the easy oil and gas in their own ground, Western exploration expertise is increasingly left with technologically ambitious, costly and risky projects such as deepwater drilling, oil sand or shale gas.


      For the moment the raw materials sector is enjoying the second super-cycle since the turn of the century. Spot prices for everything from industrial metals to rare earths, coke and coal are booming, largely driven by the voracious appetites of countries like China, India and Indonesia that have a relative dearth of rich deposits in their own soil. Dividends and returns for shareholders in the sector have never been higher. The success of raw material companies is actually almost too much for them. Bottlenecks arise in the shape of transport capacity limits, a difficulty that nevertheless looks like a nice problem to have from the perspective of other sectors facing stubborn structural growth problems.


      But the current all-singing-all-dancing commodity party is also deceptive. Once the froth is gone and the rush has decelerated to more normal speeds, growing a company in this sector – whether in mature or emerging markets – will be a lot more difficult. Many areas within the mining, oil or energy sectors are already highly consolidated. For instance, three quarters of the world’s shipped iron ore – the most important raw material for steel production and the bedrock of industrial development – is now provided, subsequent to fierce consolidation rounds, by just three dominant suppliers. Buying a rival to grow is an idea that might quickly be shot down now anyway by industry regulators or hidden government agendas. Canada has just blocked the foreign takeover of its fertiliser champion Potash, which controls a third of the global market. Takeover opportunities in the sector have become minimal for the top players. The alternative – waiting for the next super-cycle to emerge – could be too much of a drag financially and a difficult sell to shareholders.


      This is where a well oiled innovation process can save the day, giving businesses real differentiation as a route to growth.


      Interestingly, in some quarters, the energy and natural resources sector still has an unjustified reputation for being less than dynamic in its approach to innovation. Its activities are often only associated with dirty oil-men on rigs or dusty miners underground. In energy production an image prevails of a distinctly utilitarian utilities sector where customers – retail and corporate – respond not to shrewdly innovative propositions, but to a sheer, basic need for gas, water or electricity.


      And indeed, on the surface, this sector’s spending for research and development seems to be modest, as the average share rarely exceeds three percent of annual sales. On the other hand, it relies heavily on business-to-business relationships and therefore, by nature, leans more towards innovation in processes, services or business models than physical products. This kind of innovation activity is rarely reflected in officially published R&D spending figures.
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      Our research into this sector’s innovations duly went much deeper than such figures. As this book will demonstrate, the perception of the sector as a dull laggard is a caricature. Of particular interest is the finding that environmental sustainability and green technology are particulary high on innovation agendas here.


      We will profile eight well known companies that have shown a remarkable capacity to innovate: BP, Dow Corning, Evonik Industries, Iberdrola, Marathon Oil, Perrier, Schott and Siemens. They have achieved innovations in products, business models, services, marketing, processes and organisations – leading to measurable market success.


      Each of them went through – or at least came close to – a stringent and complete six-stage innovation process, from a clear initial mechanism of idea finding through systematic planning and evaluation phases, creation of a business case and running of a piloting stage to, finally, successful market entry and rapid expansion. We outline this process in detail in the Innovation Process chapter.


      Additionally, we will cover several inventions that show great promise for market success in the near future – from smart grids, predictive maintenance, biofuels and geothermal energy, to solar shingles, wireless electricity, travelling wave nuclear reactors, and concentrated solar thermal power plants.


      Innovation – ultimately the boardroom holds the reins


      What is true for the energy and natural resources sector is broadly valid for any business: a thoroughly implemented innovation process can plant the all-important innovation mode deep enough in a company to make it its normal way of thinking. This book’s case studies will analyse success factors to illustrate that innovation management is primarily the duty of the chief executive officer – and always his or her finest hour.


      It is only the company head who can bear the responsibility and risk that go with decisions taken during a rigorous innovation project. Certainly the individual steps in the process are normally planned and taken by a dedicated team or another innovator authority within the company such as an inventor or an expert scientist. But, like it or not, only the CEO’s power can shield new ideas from rivalry, inertia and skepticism in the rest of the company – and this is what unprecedented thinking will inevitably face in an established, large corporate environment. Innovations are by nature “creative destroyers” – the more comprehensive they are, the greater their revolutionary power to create something truly new. In that regard innovations are trouble makers, and they are meant to be. But that is precisely why they should not be locked away in secluded satellite incubators but rather pushed centre-stage in a business – and that is something that only top level management has the authority to do.


      As our case studies will show, steering innovation through the boardroom is also essential. A visionary idea, once singled out for development, will at some stage need the support of the company as a whole. In particular, when a clever product or service has left the drawing board to be pushed to market, it will likely require the unreserved dedication, energy and momentum of marketing, logistics and sales.


      Leadership power at the top also ensures that boundaries can be blurred – they often need to be torn down completely – between established core business and innovative areas. Having the innovator authority right at the helm is the easiest way to encourage the whole organisation to think and act along the kind of flexible, open-minded lines usually seen at start-up firms. With proper innovation-minded leadership you can effortlessly move even a big beast in your industry along quick tactical and strategic gambits.


      Small-scale attackers like start-ups cannot be a threat in the innovation arena to incumbents with all their research capability, funding power and staff-skills – as long as the latter preserve a start-up spirit and base innovation development on seed investments and a diverse portfolio of projects. With this in place, even the largest corporate organism can start to run entirely on an incessant stream of innovative thinking. This is a major responsibility for management, but it ensures that new ideas flow freely and have a chance to prove their commercial clout.

    

  

OEBPS/Images/mi-Logo_fmt.jpeg





OEBPS/Images/img000.jpeg





OEBPS/Images/img002.jpeg





OEBPS/Images/978-3-86880-124-8.jpg
Stephan Scholtissek

INNOVATION
EXCELLENCE

Creating Market Success in the
Energy and Natural Resources Sector





OEBPS/Images/img001.jpeg
&





