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INTRODUCTION


“Innovate or die.” That expression was famously coined by Peter Drucker in 1985.1 Few people question the assertion, but, in many ways, corporate America is no further today than it was then in knowing how to repeatedly and sustainably innovate on a major scale.


This book aims to change that. It builds on some of the innovation revelations that have occurred since Peter Drucker issued that challenge, but it also introduces principles that are contrary to much of the so-called established business wisdom.


It is widely recognized that large, mature corporations struggle to be the source of the next breakthrough innovation. This book will explain why that is and what to do about it. It combines extensive research with practical, commonsense approaches that represent the culmination of many years of experience and experimentation. It forms a truly integrated path to ultimate innovation.


My quest to truly identify and understand the key principles of innovation has spanned the fifty years that I have been in business. During that time, I have been blessed to be able to work for some inspiring and innovative leaders and have benefited from being the product of excellent academic programs—first in engineering and later in business. I was also blessed to have grown up on a ranch in South Dakota, where I learned that true success can only come from hard work, determination, and continually finding ways to do things better.


My first thirty years were spent as an executive in large corporate environments. The last twenty years have been spent more in the entrepreneurial environment. In the course of leading and managing in these very diverse environments, I have had three major epiphanies.


The first was a realization of how innovative my father was. I was blessed early in my career to work in excellent technology-based businesses with successful R&D departments. Much like those businesses, my father was always striving to develop a better product—leading-edge cattle that reflected the latest and best research.


Beyond that, however, I realized that my father was inventing and innovating at everything he did. It was not unusual to find him utilizing his welder (his favorite tool) to modify a machine to make it better and to even invent new types of equipment that improved our ranch processes and efficiencies. He would develop new ways to protect his herd from the sometimes-harsh South Dakota winters. He would experiment with how to make the land more sustainable (he was practicing sustainability and recycling/repurposing long before society started to figure this out). The realizations derived from his examples taught me that innovation can and should occur everywhere within a business, not just its products.


My second epiphany occurred early in my career. I was working for Monsanto at the time, and they asked me to be part of a new experiment. Corporate senior management was frustrated that every new business opportunity they had tried to create up to that point had been “successfully killed.” As a result, they decided to try a new approach, and they asked me to be part of this experiment.


They had developed a new technology that could separate gases such as hydrogen from hydrocarbon gases. Instead of creating and operating this business within one of the existing divisions as had been done with all previous new opportunities, they decided to set it up as a stand-alone new venture.


The president of this entity was given complete freedom to operate it as an entrepreneurial venture. He wasn’t required to use Monsanto resources such as Central Engineering (which was expensive, slow, and bureaucratic) or personnel (many of whom were also bureaucratic in nature) from Monsanto if he chose not to do so. The only connection with Monsanto was that Monsanto served as its only “investor.”


The venture was founded on the premise that the price of oil was going to exceed $100 per barrel and stay there (this was at the time of the major oil embargo by the Middle East cartel), which provided a major opportunity for this new technology. Unfortunately for the venture, the price of oil dropped dramatically when the embargo ended, thereby eliminating the opportunity that the business was originally structured to take advantage of.


Monsanto, however, still believed that this was a revolutionary technology that surely must have potential in some other types of application. I was asked at the time to transfer into the unit and help the management team look for a new direction and completely transform their strategic plan. We successfully did that, and the venture went on to become highly successful in a number of new applications.


My epiphany came a couple of years after moving into a key management position within the venture. I reflected back and compared this organization to the various other Monsanto (and, previous to that, DuPont) businesses with whom I had worked. I was struck by how innovative this venture was relative to the other businesses even though those other businesses enjoyed a certain degree of success.


Without realizing it, we had created a different type of culture—one where everyone contributed ideas no matter whether it originated with a senior manager or a junior engineer. All ideas were valued and seriously considered.


Beyond that, the organization became very skilled at implementing new ideas. We didn’t have the huge staffs that other Monsanto businesses had that would spend months analyzing new ideas and new opportunities. As a result, we were constantly experimenting and constantly learning from those experiments. But it wasn’t random experimenting. It was carefully designed experimenting that addressed the major unknowns, the major risks, before we ever thought of investing heavily in a new opportunity.


That served me well later in my career when I had my third epiphany as a result of later working in the entrepreneurial world—the world of start-ups and new ventures. My first exposure to this world came from heading up the External Technology function for Bausch & Lomb. My organization evaluated between five hundred and seven hundred new opportunities each year for potential acquisition and licensing.


I eventually left the company to form my consulting practice with the expectation that I would be primarily consulting with large corporations. To my surprise, when word got out that I had left B&L, I started receiving calls from the new ventures I had previously sat across the table from, asking me to consult with them.


They explained to me that, without fully realizing it, I had given them various forms of advice when we were previously in dialogue with them. I was often pointing out to them things that they needed to do to be seriously considered by a strategic acquirer. This often involved discussions of major unknowns, major risks involved with their opportunity that would cause a strategic buyer to shy away from them. I often explained to them that if they could just do some proof-of-concept work in a couple significant areas, they would be of much greater interest to a potential acquirer.


This work, along with later experiences of actually managing new ventures, caused me to completely rethink how to manage innovation and the pursuit of new opportunities within a large, mature corporate environment. We know that all major corporations originally start out as successful, innovative new ventures. However, over time as they grow and mature, these same organizations lose that ability to continuously create major new innovations.


It is why I felt the need to write this book. Fundamentally, mature businesses need to find a way to rediscover that ability to create major innovation. At the same time, we know that large organizations cannot just emulate start-ups and new ventures because there are true fundamental differences between them. Large, mature organizations must develop an understanding of certain core principles regarding innovation. They then must essentially reinvent how to create those same types of breakthrough innovations within their corporate environment.


This book is directly targeted at senior management teams. It is literally impossible to create organization-wide, strategically critical innovation without the senior management team driving it. At the same time, any and every manager can benefit from it. Any corporate group or organization can quickly become more innovative.


To be clear, the primary focus of this book is on what we refer to as strategic innovation, not incremental innovation. Many organizations have developed the knowledge and skills to generate incremental innovation in the form of continuous improvements and other forms of ongoing beneficial change. This smaller-scope innovation can be accomplished within the current ways of managing, the traditional management methods that have been around for some time.


By contrast, strategic (breakthrough, radical, step-change, disruptive, etc.) innovation requires a major shift in management approaches. It cannot be accomplished with business-as-usual methods.


A warning: This book is not for the fifteen-minute manager. It is not built around “Three Quick and Easy Steps.” There is absolutely nothing quick or easy about strategic innovation. It is a lot of hard work, but it is highly rewarding.


This book is designed to give the reader a full and complete understanding of the foundational principles underlying innovation. It draws upon the knowledge of innovation that has been developed to date by the great thinkers of the past, and it truly stands on the shoulders of giants.


It is meant to be comprehensive and integrative, front to back. Publishing consultants tell you to never use the word “comprehensive” because it makes the book seem too big or too onerous and that readers of today have a short attention span. This book violates that advice.


It is prescriptive in nature, based on many years of experience and research. It is a road map to help managers navigate the organization-wide changes that are needed to create ongoing, relentless innovation. At times, it may seem daunting because the emerging principles of innovation directly challenge some of the conventional management thinking that has been in place for decades.


A full transformation takes time and significant effort. However, there are things you can do almost immediately to make a difference and to start your organization down the path. There will be things you can do to create immediate small successes. These smaller successes will build into larger successes. With time, your organization will begin to feel the energy that comes from seeing and experiencing innovation on an ongoing basis.


We ask that you approach this work with a very open mind. We believe that you will find it to be both innovative in its own right and enlightening.




 


CHAPTER 1


THE WORLD IS CHANGING...DRAMATICALLY


Companies of today are facing a turbulent, rapidly changing world, and the pace of change is accelerating. In decades past, major change in an industry might not occur for several successive generations of management teams. Today, a single generation can experience multiple major changes to their industry and even watch their industry disappear.


Technology advancement alone is creating an ever-accelerating pace of change. This has been famously demonstrated by Ray Kurzweil, who has plotted the progression of a number of technologies. On a logarithmic chart, it follows an amazingly straight line, indicating that technology advancement is continuous even during economic downturns, pandemics, or geopolitical upheaval. If you plot that same data on a linear graph, it clearly illustrates that the pace of advancement is exponential, resembling something more akin to a hockey stick.2


In decades past, innovation felt like it was episodic in nature. A key innovation would emerge and would be followed by a long period of steady adoption and relative stability. Innovation today feels like it is continuous, unrelenting, and even exploding. One indicator, the number of US patents, has mushroomed over the past couple of decades.3 But innovation is about more than just invention. It is about rate of diffusion and adoption by the general public. While it used to take decades for most of the population to adopt a major innovation, that now takes place in a few years or less.4


A Hypercompetitive World


Product life cycles have become highly compressed, and industry leaders can quickly become yesterday’s news. A well-known statistic that indicates this is the fact that, of the companies listed on the Fortune 500 in 1955, 88 percent are no longer on the list.


In the 2024 Crayon Competitive Intelligence Report, 94 percent of the companies surveyed report that their environment is now more competitive, and 57 percent report that it is much more competitive. This is up from the same survey performed in 2020.5


Significant competitors can now rapidly emerge from anywhere in the world. Companies in emerging economies that have historically not been a threat are now challenging industry incumbents and are becoming dominant players in world markets.


In the early part of the twentieth century, entire industries were formed from key innovations and were dominated by a small number of capitalists. Industries such as steel, oil, and railroads were highly capital intensive and required massive scale to be successful. That scale, along with exclusive positions such as government grants and mineral rights, created major barriers to entry.


Later in the century, as many other large corporations emerged in a variety of new industries, scale was still a major factor in creating significant barriers to entry—but in different ways. Scale resulted in dominating segments of the value chain—economies of scale (lower cost), pursuit of major technology (large R&D programs), and scale in marketing and sales (major brand equity and control of major sales distribution channels).


With the advent of the twenty-first century, all of that has changed as the result of information technology and the World Wide Web. As information technology has advanced work processes, smaller, more specialized companies have developed unique competence in segments of those work processes and have then networked together with other such companies to more effectively compete against large, fully integrated corporations. This has resulted in significant disintermediation, lower costs, and newer ways to reach customers that do not require the traditional mass marketing approaches or large distribution channels.6


In short, it has become a hypercompetitive world. For much of the last century, companies didn’t have to think about reinventing themselves for at least fifty years. Companies now realize that they must be continuously thinking about that need, and the space of time between those periods of reinvention is shortening. In a survey conducted in 2020 by the Reinvention Academy, companies projected what they felt that time period needed to be. The following breaks down those estimated time frames.7


Survey—Intervals for Reinvention


Question: How often do you need to reinvent your company to survive?








	Every 11+ years


	1.5%







	Every 6-10 years


	10.2%







	Every 4-5 years


	28.3%







	Every 2-3 years


	43.9%







	Every year or less


	16.1%











The Pressing Need for Innovation


Managers are increasingly recognizing that efficiency drives will not get them where they need to be. They are recognizing that incremental innovation through product line extensions and continuous improvement will not cut it. Powerful forces are at work globally that pose threats to most companies but also opportunities to those that can transform themselves in ways to capture those opportunities. The only way that mature companies can achieve dramatic change that will propel them into these new forms of themselves is strategically oriented innovation.


The irony is that the business world is currently flooded with books and articles on the topic of innovation. Despite this, the majority of companies are still failing in most of their major innovation initiatives or are being blindsided by strategic innovation developed by someone else.


Why is strategically advancing innovation failing? Why are management teams frustrated with their results? What is missing in these attempts by companies to reinvent themselves? We will answer that, and we will show the pathway to ongoing, strategic innovation.


The ultimate irony in all of this is that all large corporations began their existence being highly innovative. All of them at one point started out as small, entrepreneurial companies that created innovations that allowed them to be highly successful and to grow to be very large organizations. In most cases, this was not just one innovation but a series of innovations that enabled them to beat out potential competition and enjoy rapid growth.


Something, however, happened along the way and these same organizations failed to maintain that ability to continuously innovate. While these organizations continued to grow, enjoying the momentum that the earlier innovations had created, they at best evolved to incremental innovation—innovation that only improved on the significant innovation of the past. Over time, the groundbreaking innovation disappeared, and the organizations settled into maturity.


At this point, growth tends to come primarily from actions such as market segmentation, expansion into adjacent markets, product line extensions, etc. While this activity allows them to advance along their current S-curve, it will not get them to the next S-curve—the one that will propel the next major growth spurt and which will create major shifts within their company and their industry. If companies continue on the path of the original S-curve, the growth eventually stops, and management teams are thrust into a focus on cost cutting and other efforts to preserve profits as their revenues begin to decline. The rest of the story is well known.8
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Since the turn of the century, large companies have become more aware that they need strategic innovation. For years, prior to the Covid pandemic, the CEOs of major companies repeatedly indicated in surveys that innovation was one of their top concerns. Since the outbreak, however, surveys indicate that the emphasis shifted away from innovation as the mindset of many CEOs assumed more of a “hunker down” mode.9 This is proving to be a mistake as innovation in general continues to progress.


With the passing of the Covid crisis, some companies launched a flurry of innovation initiatives in an effort to catch up, to make up for lost time … only to see a majority of them fail to get desired results and, often, fail completely. To make matters worse, we have observed that companies that repeatedly push failed innovation initiatives begin to experience “innovation fatigue.” Not only are such organizations failing; they are becoming highly discouraged, which further dampens the potential for innovation.


This sounds disheartening but, fortunately, there is good news, and there are reasons to be highly optimistic. Over the last couple of decades, much has been learned about the fundamental nature of innovation and the principles that drive it. Much of that learning has occurred from going back and studying small entrepreneurial organizations—in a sense, those innovative roots of large companies. We refer to it as innovation rediscovered. However, those very principles must be adapted in order to address the challenges of generating major innovation in large, mature organizations. That is why we say that it must be reinvented.


There is also an expanding knowledge about creativity—both individual and group creativity—from research in neuroscience and organizational psychology. Finally, there is much that has also been learned about (a) how to transform good ideas into viable innovation initiatives, (b) how to successfully manage major innovation initiatives (turning good ideas into reality), and (c) how to manage portfolios of major innovation initiatives. It is all coming together to form a confluence, a body of thought around the general field of innovation. With this fundamental knowledge and understanding of strategic innovation, the elements of dramatic change in the environment can shift from being major threats to becoming major opportunities.


Historically, innovation has been an enigma surrounded by myths, misperceptions, and urban legend. It is relatively easy to observe a successful innovation after the fact and come to the conclusion that it should have been obvious to many. It is quite another to actually envision a potential groundbreaking innovation before the fact and turn it into reality.


We will break down the elements of innovation, analyzing how it originates within entrepreneurial ventures and drawing from much pioneering work that has been done on the subject of innovation. We will show how large, mature organizations can transform themselves utilizing the principles that have been developed. Ultimately, we will show how large corporations can become relentless innovators…how they can regain the Innovation Edge.





KEY TAKEAWAYS


• The pace of change is increasing exponentially, and the world is becoming hypercompetitive.


• Companies now need to continually reinvent themselves, and strategic innovation is the critical tool for doing so.


• A body of knowledge is emerging on how to successfully implement strategic innovation and how to apply it to large, mature organizations.







 


CHAPTER 2


INNOVATION—The Only Sustainable Competitive Advantage


A good friend who has been a consultant for much of his career once commented that he can tell within fifteen minutes of entering the offices of a company whether it is a growing company or not. He said that there is a noticeable difference. A growing company has a certain level of energy, a sort of vibrancy that is completely absent in organizations that are not growing.


Members of organizations that are growing tend to enjoy their work. They are engaged. Growth means that they are doing things that are creating successes—a major source of satisfaction and motivation. Growth also creates opportunities for everyone in the organization. Growth of the company means that everyone gets to grow with it.


All managers strive for growth. They know that they must attain it. Companies rarely stay in one place for very long. For the most part, they are either growing or they are declining, and that is because they operate in a competitive, highly dynamic environment.


Even if managers could somehow create a situation where their company could stay at one level forever, their investors would not be satisfied. The investors demand growth because profitable growth increases valuation, and increased valuation provides much of the returns that they expect from their investments.


Growth, however, is not a means; it is an end. It is an outcome. It is a byproduct of much work and effort. It is the effect in a cause-and-effect relationship, and it results from the many things that an organization is doing on a day-to-day basis. It is what happens when an organization is doing many of the right things and serving its constituencies well.


The challenge is that growth is elusive. Growth is most typically an ebb-and-flow phenomenon. An organization can be doing many right things that cause growth to occur during one period of time, only to find that continuing to do those same things in a later period will not produce any growth at all.


This is because growth is just a subplot in a much larger story. The larger story is about the birth, life, and death of businesses and even entire industries.


Joseph Schumpeter was instrumental in expanding the awareness and understanding of this ebb-and-flow phenomenon connected with the economic growth of businesses and industries. He coined the term “creative destruction” and did much to get managers to start thinking in terms of growth and the life cycles of businesses. He helped managers think about the birth, the emergence, the maturing, and the death of businesses. He also raised the awareness of the potential for the rebirth of a business and the birth of new businesses through innovation.10 11


Nobody disputes the importance of growth. The trick is making it happen and, more importantly, achieving significant growth on a consistent basis. While some companies have had some success “acquiring their growth”—using the cash from their current successes to buy growth companies—the statistics show that a high percentage of acquisitions fail to meet expectations. There are many reasons for this, but, at the very least, acquisitions require their own set of unique organizational competencies to be successful on an ongoing basis. In addition, there is nothing to say that the right acquisition candidate will be available at the right time at the right price. In fact, if all the companies in a given industry pursued that model, it could not be successful because competitive pressures would create increased bidding and unattractive valuations that would drive returns on investment to unacceptable levels. In the end, most companies must derive a significant portion of their growth systemically.


The challenge with growth is that the source of much of the growth you are enjoying today is largely the result of decisions made yesterday. The growth of tomorrow will be largely the result of decisions and actions of today. The real difficulty is managing today’s growth while simultaneously initiating those actions that will assure tomorrow’s growth.


The authors Mehrdad Baghai, Stephen Coley, and David White expand on this in their book The Alchemy of Growth. More specifically, they say, “What distinguishes the corporations that carry on growing is their ability to create these new businesses. They can innovate in their core businesses and build new ones at the same time. What they have mastered is the art of managing their pipeline so that fading sources of growth are replenished at exactly the right moment.”12


This art of innovating existing businesses and creating new businesses is all about strategic innovation. Strategic innovation is about creating new value that didn’t exist previously. Even after you create this original source of value, you must continuously innovate to continue to add value and sustain growth.


Without innovation, all the competitors begin to reach a point that Michael Porter referred to as competitive convergence—that point where there is very little differentiation between the competitors.13 When that happens, the competitors are locked in a commodity trap where prices and margins begin to decline, and growth disappears.14


The essence of growth, then, is innovation. No matter how you cut it, it always comes back to that. He who knows how to successfully and consistently innovate will enjoy ongoing growth.


Two of the most fundamental strategy principles taught to every MBA student as keys to success are to develop sustainable competitive advantage and barriers to entry. History is showing, however, that major barriers—wide moats—are becoming more and more difficult to create and maintain.


These wide moats were meant to add to the sustainability and long-term benefit of specific advantages the business enjoyed. Competitive forces, however, have intensified over the years, making it more and more difficult to utilize entry barriers as an element of success.


In point of fact, we observe that companies tend to develop a false sense of security when they think that they enjoy some long-term competitive advantage created by significant barriers. It is the equivalent of the people who felt secure behind stone castle walls until the invention of cannons made them useless monuments to a past era. Managers who feel that they are enjoying their protected competitive positions are the equivalent to the French generals who felt safe and secure behind the Maginot Line before the German army did a blitzkrieg around it.


Astute managers of today are coming to realize that there are no secure positions behind which you can rest comfortably. This is captured in the title of the book by Andrew Grove, the former CEO of Intel: Only the Paranoid Survive. Grove pointed to the solution when he said, “Only stepping out of the old ruts will bring new insights.”15 Some managers now question whether the notion of sustainable competitive advantage is even a viable concept.16


We would contend that the world is rapidly moving to the point where ongoing innovation is the only real form of sustainable competitive advantage. In fact, it prompts a bold suggestion that MBA programs consider replacing the concept of sustainable competitive advantage with the concept of ongoing sustainable innovation.


In today’s environment, most forms of competitive advantage quickly get copied and emulated or bypassed. Ongoing innovation means constantly renewing and constantly reinventing oneself. It is periodically repeating that rebirthing process to which Schumpeter alluded.


The notion that innovation is the only true way to create sustainable competitive advantage is not new. It has been talked about for some time. The knowledge of how to create ongoing strategic innovation, however, is relatively new and not well understood—even though it is a popular and often-discussed topic.


We have observed over the years that large numbers of consultants have jumped into the field of innovation, but we have also noted that each came at it from a direction heavily influenced by their origins and history. For example, individuals with an organizational development background tended to tout creativity exercises or some form of team activities to release creative energy. Former technology managers would focus on innovation in R&D and new product development. Process reengineering consultants would bring about continuous process improvement and workflow redesign. Tech transfer specialists talked about the innovation that lies outside the organization that must be brought in house—sometimes referred to as open innovation.17 Strategy house consulting firms would talk about innovation through strategy or developed one strategic element that they apply to every situation.


Some insist that innovation cannot be managed—that it must just be allowed to naturally emerge. While it is true that some of the biggest innovations have come from random ideas, innovation doesn’t just happen. To make innovation happen on a sustainable basis, managers can become proactive and move innovation beyond the realm of just chance and serendipity. Innovation must be made to happen on a consistent, continuous basis.


Innovation needs to become almost second nature to an organization, as second nature as breathing. When that happens, it creates what we call an Innovation Organization.


Before one can fully understand how to create an Innovation Organization, it is important to understand how large, mature organizations lose their ability to innovate. What is it that they do over time that causes strategic innovation to disappear?





KEY TAKEAWAYS


• Growth is of vital importance to every organization for a number of reasons, but growth is an end result, not a means.


• The growth experienced today is the result of decisions and innovation initiated in a previous time. The growth of a future time will be the result of decisions and innovation initiated today.


• We are reaching a point where the only sustainable competitive advantage is continuous innovation.







 


CHAPTER 3


HOW LARGER COMPANIES LOSE THEIR ABILITY TO INNOVATE


I was working recently with a midsized client. The original founder of the company is nearing retirement but still serves as the chairman. Even though the company has gotten larger, the founder works tirelessly to retain much of the original culture that he had purposefully developed within the company.


He strived to maintain a very open culture where even the lowest member of the organization could easily walk into the chairman’s office or the president’s office to discuss something. Members of the organization were encouraged to explore new opportunities, and failures were considered learning opportunities. As a result, there was a high degree of transparency and trust in everything that was done within the organization.


They had recently brought in a marketing consultant who was the former chief marketing officer of a large, well-known consumer brand. The company wanted to move more aggressively into consumer markets, and this consultant came highly recommended. During the day, different marketing managers presented their work on the development of strategies and tactics for pursuing these consumer markets.


In attendance in the meeting were the chairman and president, who had not seen the presentations prior to the meeting. Even the vice president of marketing and sales and the director of marketing had not seen all the work that was being presented. During the day, there was a very open dialogue with the consultant and the senior managers. In some cases, there was general consensus, and in other areas there were different views. Where there was some disagreement, the respective manager agreed to do more work on a given program and get back to the group.


At the end of the day as things were wrapping up, the consultant said, “Wow! This would never have happened in the company I came from. All these plans would have been heavily reviewed and rereviewed for weeks and would had the approval of all the middle and lower senior managers before being presented to the president and chairman in front of outside consultants.” She went on to say how she was impressed at how this open dialogue resulted in such a highly creative environment. She said it was, quite frankly, refreshing to watch.


This story touches on the nature and evolution of large organizations. Much of the evolution of large organizations took place in the twentieth century, which saw the emergence of the very large corporation. As these companies grew larger and larger, they became more complex, far reaching, and difficult to manage. Alfred Sloan is famously known for creating the “modern” American corporate structure with hierarchical layers of management and the management of multiple divisions. Eventually, mergers and acquisitions became commonplace, helping to further create megacorporations.


With this increase in size and scale, managers increasingly relied on command-and-control methods as the primary means of getting their arms around these massive structures. Decision-making was completely top down, and employees were viewed in much the same way as any other physical asset such as the machines on the factory floor.


However, with the advent of the twenty-first century, things began to change. Modern organizations had evolved to where most of the work was not being done by manual laborers but, rather, by professionals with advanced skills and degrees. Peter Drucker coined the phrase knowledge worker and started talking about how they were key human assets—assets that could walk out the door at any moment and who were becoming increasingly mobile.18


The notion of command and control came under increasing scrutiny and criticism. Senior managers eventually started to decry the use of a more autocratic management style. However, much of their decision-making was still primarily top down. Control systems were no longer touted even though they continued to exist and even expand. They ranged from rules to policies to compensation incentive systems to appraisal systems to information monitoring systems and so on. They weren’t discussed as such, but they continued to be in place to help assure conformance to the decisions coming from the top. The challenge in today’s environment is that, even if managers want to continue with top-down only decision-making and extensive control systems, they can no longer keep up with the pace of change, and, just as importantly, it stifles innovation.


There are some who say that large companies will always dominate because of the resources that they can bring to bear. Unfortunately, this is no guarantee. For example, studies indicate that there is no correlation between R&D spending and innovation success.19 20 Simply pouring dollars into R&D is no guarantee. In addition, the last several decades have clearly indicated that even the largest, seemingly well-managed companies can disappear or become greatly diminished.


Size and Structure


The most obvious impediment to innovation is just the sheer challenge of size. This is very apparent when comparing and contrasting with small entrepreneurial companies and how fast and easily they move. The meetings in those companies are often “hallway” meetings, and decisions are often made on the fly. Everyone in the organization has a relatively clear idea of their direction, even if it changes frequently, because the group and the space they occupy is small.


Because it is a much smaller group, there is much less specialization of work, and members of the organization are accustomed to wearing multiple hats and shifting in different directions as needed. They are generally developing and working within a new paradigm, and, because it is new, they are continuously experimenting. They are perpetually in discovery mode.


The smaller entrepreneurial company is usually operating in a dynamic environment. This is almost by definition because the company was usually formed by someone who envisioned a new opportunity that has the potential of disrupting an existing market or is literally creating a new market with an innovative idea. Because it is a dynamic environment, “strategic plans” are located in someone’s head or are, at most, written in a set of bullet points on a page or perhaps a brief business plan that was given to some investors. That strategic plan can change weekly in a highly dynamic environment—in some cases, even daily. You see no “analysis paralysis” here. Senior managers are in the trenches with other members of the organization and are utilizing their experience, instincts, and close proximity to the action to guide them. Those decisions that were made in the hallways, even major strategic decisions, are picked up quickly by the surrounding team, and a change of direction can occur very rapidly.


The CEO of an early-stage company deals with a select group of investors or a venture capital group. This is not necessarily a simple task, but it is usually more dynamic than the equivalent process in a large corporation. If the management team of the smaller, entrepreneurial company sees that it needs to change direction, it usually has the leeway to do so or, at minimum, it is a question of convincing a relatively few people that a change of direction is necessary and desirable.


All of the structural elements of an early-stage company are oriented toward flexibility and relative speed. Major emerging opportunities are by nature highly uncertain. The crystal ball is always hazy about how the new opportunity will unfold and even whether it is truly an opportunity or just a mirage.


The early-stage company is designed and built to pursue opportunity. The managers who gravitate toward this type of situation are reasonably comfortable with managing uncertainty. The venture capitalist or major early-stage investors are comfortable with the level of risk because, for the most part, they are professionals at managing high-risk investments and have diversified the risk through a larger portfolio of higher-risk investments.


Allow us now to contrast this with the large corporate organization. The organization for a given business unit will number in the hundreds and even thousands of people. By the time the organization has reached this size, the business, which was originally built around a radical new idea or invention, is now a mature business in a mature market. It is well along the S-curve. The organization consists of many layers of management and is usually spread over a wide geographical area.


Members of the organization are typically highly trained professionals but are often also highly specialized. Each member is responsible for a very tiny piece of the total business, and they usually don’t have a clear vision of the entire business or even portions of it.


The environment is much slower moving, and decision-making is a much more complex process. Depending on how high the authority level is structured, major decisions must make their way up through several layers of the organization. Large staffs will conduct detailed analyses of potential decisions to help senior managers try to discern the right decision. While this may be appropriate and desirable for the bulk of the day-to-day operational decisions, we will show later that this structure and these processes are totally inappropriate for evaluating and managing high-potential-return, higher-risk opportunities.
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