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Izabela BABULA

INNOVATIVE ECOSYSTEM:
ORCHESTRATING INNOVATION DNA"

Abstract

The paper provides some selected findings of a survey, which polled the Poz-
nan-Atlanta MBA students on innovation. The basis of this examination is a
qguantitative analysis of a questionnaire distributed to current students and
graduates of the Poznan-Atlanta MBA Program. The discussion starts with

a synopsis of various approaches to innovation and proceeds with the survey
outcome. The results are analyzed across a selection of key dimensions of
innovation including innovation typology, sources, compelling events, the
decision making and governing models as well as reasons for innovation fail-
ures. The innovation ecosystem is examined with reference to critical agents
pinpointing their role and the power they exert throughout the whole innova-
tion process. The findings are presented within the context of the key conclu-

sions of selected McKinsey and Conference Board surveys on innovation.

Keywords: sustaining innovation, disruptive innovation, innovation agent,

sources, innovation governance and decision making model

JEL codes: 03, 031, C44.
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1. Introduction

Innovation has become a corporate buzzword and one of the key concepts
in the executive dictionary. The need to innovate is the imperative for all
organizations, regardless of size and industry, market gyration, economic
downturns or financial turmoils like the one we face today. Under the best
of circumstances achieving and sustaining a profitable growth is a difficult
task at best; but without innovation, all organizations eventually fade and
fail. As a result, if they desire to compete in today’s markets - referred to
as “creativity economies” or “innovation economies” - organizations should

|\\

learn how to transform the initial “out-of-the box” innovation into a sus-
tainable success (Barwise, Meehan, 2006, p. 69).

Ironically, innovation failures often reflect the natural consequences
of the very forces that created the organizations past success. Michael
Tushman and Charles Reilly characterize this phenomenon as the “tyranny
of success” (1997, p. 3). In essence, those practices that focus on making
the most of success by driving out variance, replicating what works well,
and maximizing current profits are the opposite of those that drive innova-
tion by enhancing variance, breaking from what worked well and seeking
profits in the future. Furthermore, a short-term success often increases the
chance of long-term failure because organizations playing the efficiency
game fall into inertia and cherishing “their core competency” loose the
sense of how to energize innovative thinking and the pertaining change. In
addition, Kotter (2008, pp. 20-22) argues that success over time creates
a sense of complacency and invulnerability and combined with a focus on
internal issues makes organizations blinded to what is going on in the ex-

ternal environment.
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2. Synopsis of innovation approaches behind the survey

There are some significant theories that define the strategies for fostering
innovation, consider innovation agents and sources that boost innovative
culture. According to Gary Hamel, neither innovation nor adaptability is

a natural part of an organization’s make-up, often referred to as its DNA.
But in the face of the digital era’s technological change, globalization and
the declining predictability of strategic planning model, only new approach-
es to talent management can equip companies with a sustainable competi-
tive advantage. Because the old organizational structures hinder creativity,
the most successful organizations harness innovative management practic-
es that place a premium on collaboration and talent. In Hamel’s view, the
new challenges and opportunities created by technology and globalization,
lead to three key questions that need to be answered in the first place: how
to manage companies which are as nimble as change itself, how to mobilize
and monetize the imagination of every employee on a daily basis, and how
to run companies which are engaging workplaces to work (Hamel, 2008,
pp. 1-9).

A good way to understand what is meant by innovation, especially,
the “out-of-the box” or “breakthrough” one is to start with Christensen’s
and Raynor’s disruption theory as well as Ulwick’s outcome driven approach
to innovation (ODI). Christensen and Raynor (2003) refute the myth that
innovation is a chaotic and unpredictable process. In their view the out-
come may seem not precisely defined, but the process itself, including the
forces and drivers, is predictable and repeatable. In essence, innovative
thinking assists in creating ventures with predictable success as disruptors

rather than disruptees, that is, businesses that out-maneuver well-
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established competitors that are the market incumbents. A basic borderline
is drawn between:

» g sustaining innovation which targets high-end customers through
better performance than that delivered by existing products and ser-
vices. Sustaining innovations may be leapfrog-beyond-the-
competition products or just year-by-year improvements but it is the
established competitor that wins the battle by providing better prod-
ucts, sold for higher profits to the best customers. Sustaining innova-
tions are so attractive that the companies tend to neglect disruptive
threats to discover that the game is over after the window for effec-
tive action has closed;

= g disruptive innovation which introduces products or services that are
not as good as the available products but offer other benefits -the
offering is simpler, more convenient and less expensive. The chal-
lenge of disruptive innovation is to commercialize the offer by at-
tracting new, less-demanding customers or customers unattractive to
the current key players. In this case, the incumbents become the
disruptees and the new entrants are the disruptors and the winners
at the same time (Christensen, Raynor, 2003, pp. 33-34).

Clayton and Raynor make a further distinction between new-market disrup-
tion and low-end disruption. The first competes against the ‘non-
consumption’ with an offering more affordable to own and simpler to use,
attracting the set of customers that previously lacked the skills or money to
go for the offering of established competitors. Since new-market disrup-
tions don’t pull away existing customers, they are initially not perceived as

a threat to incumbents but over time they take away their “least desirable
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customers”. E-mail disrupting postal services or wireless telephony are the
most prominent examples in this case. Low-end disruptions, on the other
hand, originate at the low-end of the mainstream market with performance
good enough along the traditional metrics. They are targeted at overserved
customers happy to purchase a product with less but good enough perfor-
mance and at a lower price. As a result, they force incumbents to flee up
market, where attractive margins can be preserved. Amazon.com can be
cited here as an example of a low-end disruption relative to traditional
bookstores (Christensen, Raynor, 2003, pp. 43-59).

There are however some rules to follow for disruptors to be success-
ful. First of all, incumbents win most of the sustaining battles and entrants
nearly always win the disruptive ones. Second, market segmentation based
on the 4Ps, product type or demographics is frequently deceptive and leads
to developing products or services that the market doesn’t ask for. As

a result, market segmentation should hinge on the jobs customers
are trying to get done. Finally, disruption should be initiated when the com-
pany is booming and executives are not preoccupied with corporate belt-
tightening and making fatal mistakes. It is when the disruption-based
growth efforts lets the “black box” of innovation - the place where novel
ideas are either stripped of their market-making potential or profiled into
successful disruptions — be fully exploited. According to Christensen, how-
ever, this market-making potential is often underestimated because of
three financial paradigms which misemployed blur the real future value of
innovation. These misapplied financial tools or “innovation killers” as Chris-

tensen (2008) calls them are the following:
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= the application of the discounted cash flow (DCF) and net present
value (NPV) to estimate investment opportunities leading to under-
rating the bona fide returns and benefits of investments in innova-
tion,

» the perception of fixed and sunk costs while calculating future in-
vestments making the challengers more advantageous and chaining
up incumbent businesses that strive to counterattack,

= the myopic focus on earnings per share (EPS) as the imperative
stimulus of share price and the value for shareholder against the
long-term value creation.

The first financial tool, DCF, generates an anti-innovation bias by
comparing the cash stream from innovation against the ‘do-nothing scenar-
io” assuming that the company’s status quo will be preserved if the invest-
ment is not made. As a result, innovation initiatives are considered in isola-
tion disregarding the dynamic business environment, economic downturns,
market share losses or gains and this is referred by Christensen as “the
DCF trap.” Other problems connected with DCF calculations are bound up
with estimation errors related to the future cash flows, both in terms of the
initial years and “out years,” and the terminal value humbers that are cal-
culated then magnifying the errors already contained in early-year assump-
tions. And what is more, they do not allow for testing the projected dis-
counted cash stream generated by investment against a likely scenario of
performance deterioration in the absence of innovation investment.

The second problem impeding innovation decision-making relates to
fixed and sunk costs. While evaluating innovation projects, the future or

marginal expenditure is worked out, subtracted from the likely marginal
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cash inflow, and finally, discounted to the present. If the capabilities to be
developed are adequate also for the future success and not only for the
past one then the reasoning behind this scheme is perfectly sound. But fre-
quently this hinging on fixed and sunk costs leads to investing in assets and
resources that will be useless in the future. Therefore, when creating new
capabilities identical to the existing ones, it is advisable then to test the
marginal cost against the total cost of creating new resources. But when
new capabilities come into play, the marginal cost is the full cost of gener-
ating the new. Finally, the third paradigm that creates an anti-innovation
bias is overemphasizing EPS over long-term profits. Since share prices and
creating value for shareholders are the primary goals of which EPS consti-
tutes the basic driver, short-term stock performance is the most urgent
task. As a result, companies are not eager to go for innovation projects that
do not reap profits in the immediate horizon.

Christensen and Raynor’s “Innovator’s Solution” and their underlying
premise that customers buy products and services to help get a job done
constitute the basis for Anthony Ulwick’s Outcome-Driven Innovation (ODI)
theory (2005). Ulwick’s ODI approach goes beyond the typical customer-
driven paradigm that focuses on the customer, the product, or the competi-
tion by concentrating on the job the customer is trying to get done. Ulwick
argues that organizations pursue a backward innovation process - they de-
velop a new product and then see if customers buy it instead of defining
the desired customers’ outcomes and using them as clues in product devel-
opments. In his view, companies should ignore collecting requirements for
products or services that focus on features and shift to understanding the

requirements for the job that products or services are designed to perform.

9
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But to capture these requirements, the jobs that customers are trying to
get done must be distilled to define what customers are measuring when
they judge their satisfaction. This performance is related to three factors:
speed, predictability and output. In the outcome-driven paradigm, these
metrics or “desired outcomes” are the customer’s key performance
measures when getting a job done and the core of the ODI process, a sys-
tematic and predicable way to devise a solution by addressing unmet or
underserved customer needs. These needs are the real opportunities for
value creation (Ulwick, 2005, pp. 26-28). According to Ulwick there are
three major types of innovation:

= product and service innovation dealing with improving a product or
service,

= operational innovation focusing on making an internal business pro-
cess a key strength, such as Toyota did with its automotive produc-
tion process,

» business model innovation creating a new formula for monetizing
business ideas such as Google did reinventing the way the company
reaps money with advertising on the Web.

With regard to product and service innovation, there are four growth
paths of choice with each identifying the job the customer is trying to get
done as the single unit of analysis:

» core market growth making improvements to products and services
that already exist to help customers get a job done better,

= adjacent or related market growth improving existing products and

services to help customers get related or ancillary jobs done (for ex-
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ample, by adding a balm to shampoo or a tongue cleaner to a tooth

brush),

» new market creation creating a new product or service for customers
who are trying to get a job done but cannot since no solutions exist,

» disruption, creating a technology that enables a new set of customers
to do a job that only specialists could previously perform (e.g. Crest

Whitestripes help people to whiten their teeth themselves eliminating

the dentist). Here Ulwick’s swims a away from Christensen’s new-

market and low-end disruption with his focus on specialists tasks and

jobs done (Ulwick, 2005, pp. 1-5).

Moreover, Ulwick pinpoints that identifying opportunities for innova-
tion happens by discovering the underserved jobs in terms of new market
creation and the discovery of underserved outcomes with regard to ancil-
lary market growth. He comes up with the so-called “opportunity algorithm”
to define and prioritize the most promising opportunities for value creation

and innovation:

Importance + max (Importance - Satisfaction, 0) = Opportunity

It signifies that an opportunity for innovation exists when a job or an out-
come is important and unsatisfied. The more important the job or outcome
is, and the less satisfied customers are, the greater the opportunity for val-
ue creation exists. The desired outcomes that are most significant and least
fulfilled receive the highest priority. In other words, the opportunity algo-
rithm means that opportunity equals importance plus the difference be-

tween importance and satisfaction, where that difference is not allowed to
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fall below zero. The importance and satisfaction ratings for each job or out-
come are entered into the equation to determine the degree of opportunity
(http://www.strategyn.com/opportunity.asp).

Finally, Ulwick discards the marketing mantra of the Voice-of-
Customer (VoC) and the traditional market research because they result in
collecting incomplete and incoherent set of inputs: solutions, benefit state-
ments, must haves or exciters without a unified structure, content and for-
mat of job. He argues that market segmentation should be defined in no-
traditional way on the basis of unmet customer needs. In Ulwick’s view,
adopting the outcome-driven methodology and using the data it generates
is the key to creating an innovative culture and leveraging a core compe-
tency in innovation (http://www.strategyn.com/creativity-innovation-

business.asp).

3. Selection of survey findings
The primary objective of the survey was to examine the innovation ecosys-
tem in which businesses operate. The survey involved both currently en-
rolled students and alumni of the Poznan-Atlanta MBA Program. The analy-
sis of the outcome embraced key innovation dimensions pinpointing similar-
ities and differences across markets and industries at the same time identi-
fying innovation agents at work to arrive at corporate innovation DNA criti-
cal components. This paper provides some selected findings of the study
concerned with:

= types of innovation pursued and sources employed,

= compelling events and factors impacting the innovation decision

making,
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= innovation process structures and management models,
= reasons for innovation failures.
The results and conclusions are juxtaposed with the findings of the
recent innovation studies conducted by McKinsey and the Conference

Board.

3.1. Innovation as priority and how it is defined

The McKinsey’s global survey *"How Companies approach innovation” con-
ducted in October 2007 suggests that 70% of corporate leaders and C-level
executives perceive innovation as one of the top three priorities for driving
growth. But surprisingly only 36% of top managers report that innovation

accompanies all the business activities their companies pursue.?

Exhibit 1
Innovation as priority

Innovation as priority

MotMNo 1, butin theT
o o -)ll -II-'I e Top 52,3
5 priorities

A priority, but notin the

Top 5 priorities 17,4

m % of respondents, n =69

Mot a priority 10,1

Priority No 1 10,1

o _/

* respondents could select one answer; respondents who didn’t answered are not shown.

The MBA students’ survey displays similar results. 72,5% of respondents
see innovation as one of their companies’ top five priorities, 10,1% of which
report innovation as priority number one. As many as 17,4% of the sur-
veyed do not rank innovation in the top five priorities but still claim it is

perceived as such. 10,1%, however, view innovation as “not a priority”
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which is quite interesting taking into account that the same percent say
innovation is priority number one (Exhibit 1).

It is interesting that innovation as priority number one gets the high-
est scores from both globally operating companies (9,1% of the global en-
terprises sample) and Polish market organizations (16,7% of the Polish op-
erating companies sample), but at the same time, it is not prioritized at all
by over 18% of global and 5,6% Polish market players. For all EU business-
es (24,3% of all respondents) innovation constitutes a priority, but for

23,5% it is not considered in the top five priorities.

Exhibit 2
Innovation definition

How does your company define innovation

Innovation is the way of wining customers with
excellent service models and products which
outpace competition

competitive edge by enhancing the way tasks
are performed in the business processes cycle

% of respondents, n = 69

Innovaticn is a the critical driver for
performance and valuation

Innovation is the philosophy of tolerating
mistakes and encouraging risk-taking to develop
talent, flexibility, cooperation and knowledge
sharing

—
innovation is a process of providing the -

—

-

N S

* respondents could select one answer; respondents who didn‘t answered are not shown.

If the “company size/revenue” indicator is considered, it seems that com-
panies with the annual revenue figure of 50 million and less, put the most
emphasis on innovation. While they comprise 30% of the survey sample,

they account for 43% of the total respondent “innovation priority number

one” choices. An assumption can be made that the lust for quick growth

14
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and development as well as the desire to catch up with the competition
push small businesses to innovate at a faster rate with the highest innova-
tive edge. Furthermore, it is not surprising that the IT & Technology & Tele-
com industries assign the greatest innovative focus, with 28,6% of all in-
dustries respondents choosing innovation as priority number one and over
9% placing it in the top five priorities.

As far as the definition of innovation is concerned, the service and
product oriented innovation defined as “the way of winning customers with
excellent servi-ces and products that outpace competition,” gets the high-
est rank, with 42% of the surveyed responses (Exhibit 2). It's the most val-
id innovation definition for 42,4% of the global enterprises and 52,9% of
the EU market surveyed companies (Exhibit 3). The operational innovation,
that is, “the business processes oriented approach, which provides organi-
zations with competitive edge by enhancing the way tasks are performed
via business processes,” was second in frequency, getting 29% of total re-
spondent scores.

Furthermore, innovation perceived as “the critical performance driver
and valuation, the accelerator of a company growth,” is third in frequency,
with 21,7% of total responses while the philosophy - the one that stems from
the innovative culture - defined as “the philosophy on which successful com-
panies rest on tolerating mistakes and encouraging risk-taking to develop tal-
ent, enhance change and flexibility,” gets the lowest frequency, 14,5%.

It's important to notice that Polish companies perceive their corpo-
rate innovation in a different way. It means that they see innovation as the
critical performance driver, selecting it more frequently than any other def-

inition. This signifies a predominant market value focus. Further, they as-
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sign the same rank to the process innovation as to the product and service

innovation, with equal score of 27,8% each (Exhibit 3).

Exhibit 3
Innovation definition & type of market

4 ™
Innovation definition & Type of market

33,3
critical preformance driver 11,8

16,7

operating philosophy ) ) .
152 Typeol markel Polish

-H
Ll
[=-]

B lypeof market LU
27,8
product & service innovation 52,9
42,4

M Type of market Global

Innovation definition

27,8
process 23,5
33,3

. /

.

% of respondents coming from particular markets
* respondents could select one answer; respondents who didn’t answered are not shown.

The different market representatives tend to be very little involved in the
innovations defined as the philosophy, which is the least applicable in all
the markets represented. Since this innovation definition reflects the en-
gagement in building and sustaining an innovative culture characterized by
flexibility, openness to new ideas while facing the risk and accepting possi-
ble mistakes, it may signify that this field of innovation build-up is a bit un-
supported and constitutes an area for green-field development and a priori-
ty task for companies to complete.

Unexpectedly, organizations tend to emphasize service and product
oriented innovations rather than innovating business processes. Business
processes, such as production, chain management, logistics or sales &
marketing are those which make all innovation processes efficient, value

16
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creative and successful. They enable companies to proficiently manage the
product development cycle and shorten the time-to-market thus enhancing
the transformation of innovation projects at work into profit creating en-
gines. As Deloitte’s research “Mastering Innovation” (Deloitte Touche
Tohmatsu, 2004) concludes, more than 86% of new product ideas never
make it to market and of those that do see the light of day, 50% to 70%
fail to be profitable and are withdrawn from the market. Proficient and in-
novation triggered business process management could reduce the failure
rate to

a great extent.

Exhjhit 4
4 N
Innovation definition & Innovation as priority
15 . - ~ Lo
m Hnnovation as priority, n =69, Not a priority
Critical pref dri t
ritical pretormance driver 10'3
44 Innovation as priority, n = 69, A priority, but not
inthe Top §

L)
“ 4,4 B Innovation as priority, n = 69, NotNe 1, but in
E. Operating philosophy 2,5 74 the Top 5
:,g 0 ' B nnovation as priority, n = 69, Priority No 1
£
3
£ 44
- 5,9
g Service or product orlented Innovation 279
E 44

4,4

Business processes 59
P 17,6
15
\ J

% of respondents who selected both responses, n = 68
* respondents could select multiple answers; respondents who didn’t answered are not shown.

The survey analysis confirms (Exhibit 4) that while business process inno-
vation surely fuels growth, it is offset by other factors. Only 1,5% of re-

spondents choose both the “business process” and “priority no 1” respons-
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es. The business processes figure is higher for ‘Top 5 priorities’ (17,6%) but
still lower than the one for “service or product oriented innovation” and “not
No 1, but in the Top 5 priorities.”

A McKinsey on IT survey” clearly states that technology executives
are more bullish about innovation than their business colleagues, and as
many as 79% of CIOs and CTOs report that innovation is their companies’
profit driver (Marwaha, Seth, Tanner, 2005, p. 18). Not surprisingly, this
trend is still valid for the MBA students, confirming that the high technology
industries (IT & technology & telecom) put the greatest emphasis on the
business process innovation: over 36% see the process definition as re-
flecting their companies innovation emphasis which altogether makes 20%
of total respondents picking the business process innovation as their most
important choice. This may account for the fact that technologically ad-
vanced products and services need to be carefully and flexibly managed via
the whole innovation product or service life cycle. It is not enough to inno-
vate a product or service but the core task is to make a value out of it, that
is, to commercialize and monetize innovative ideas. This, however, is not
possible without the support of innovative and coherently managed busi-
ness processes. It's also noteworthy that the high technology industries put
the same innovation focus on the service and product oriented innovation
assigning these two innovation types the same importance. Furthermore,
the technology industries accompanied by consulting sector with 33,3% of
all industries representatives each, perceive innovation as a driver of per-
formance and valuation. It suggests that these are the industries which are
most likely to apply innovation performance metrics or any performance

metrics in general.
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3.2. Innovation projects carried out: types, decision making, past
& future innovations

Types of innovation projects run in the past there years

The above findings concerning the service & product innovation focus are
confirmed by the type of innovation projects the respondents’ companies
have engaged so far (Exhibit 5). When asked what innovation projects were
implemented in the past 3 years, over three-fourths the majority of re-
spondents point to improving existing products and services, which imply
that they follow the path of the sustaining innovation trajectory in the first
place. Over 68% of respondents declare developing brand new products or
services in the past 3 years, which signals that disruption might be at work
as well.

The top three business processes that were the focus of innovation
projects include management systems (39,1%), quality management sys-
tems (34,8%), and production technology (30,4%). At the same time, al-
most one-third of respondents indicate that their past projects focused on
innovation of general organizational capabilities, sales, marketing & PR pro-
cesses. Predictably, innovation of the R&D infrastructure is reported by only
13% of the surveyed, considering the low level of R&D investment in gen-
eral and the struggle that Poland-based companies will have if Poland is to
meet the Lisbon Strategy and Barcelona target of 3% of R&D investment of
national GDP*.

Not surprisingly, the results of the survey are similar to the ranking
of innovation projects revealed in the 2005 Conference Board study’ of the
leading 500 companies in Poland and the 700 largest enterprises from the
Polish ITC sector, titled “"Corporate innovation: sources and strategies” (the

Corporate Board Europe, 2005, p. 18).
19
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Exhibit 5
Innovation projects implemented in the past 3 years
e A
Innovation prajects implementedin the past 3 years
Improving existing products or services
Developing brand new products or services
IManagement sy stems
Quality Management Sy stems
Production technology
Management, administration, organizational..
Sales 1% of respondents, n = 69
Marketing & PR
Logistics
Distribution
R&Dinfrastructure
Varied throughout specific business functional units
Others: improving communicatoninfrastructure... §
\ J

* respondents could select multiple answers; respondents who didn’t answered are not shown.

The top five positions in this research project were occupied by product in-
novations (74% of respondents), sales and sales methods innovations
(34%), production technology innovations (32%), management and admin-
istration processes innovations (29%), and finally, marketing and PR opera-
tions (23%). The R&D infrastructure innovation projects also got one of the
lowest results, with 10% of respondents selecting that item. Therefore, the
types of innovation projects at work haven’t changed much since 2005,
with product innovation ranking first, some business processes ranking se-

cond, and R&D infrastructure ranking very low.

How the decision to innovate was made
The decision to innovate in the past innovation initiatives was mostly trig-
gered by two significant innovation agents: the executives and the competi-

tion. Over three-fourths of respondents report that the innovation decision

20
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was initiated by top management executives and those executives also de-
cided where to place the innovation focus. Further, almost one-third say
that competitive pressures spurred the decision. It signifies that top man-
agement, in the role of an internal innovation agent, plays the most im-
portant part in the innovation process and sets direction of innovation pro-
jects for the organization. Competitive moves, on the other hand, deter-

mined the pace of innovation at the company.).

Exhibit 6
How the decision to innovate was made

How the decision to innovate was made

Top management ex ecutives decidedwhere to putthe innovation focus

Innovationwas spurred by competitive pressure and competitive moves on
the market determine dthe innovation pace atthe company

Decisionwhich product or service to innovate andwho will work on the
innovationwas based onthe market research and competitive intelligence
reports

Unexplored marketsto befedwithnew products or services were defined m% of respondents, n =67

Innovation dedsionswere forced by the necessityto cutthe
production, sales &marketing & distribution costs

23,9

Dropping salesresults pointed tothe product or service innovationneeds

Innovation budget was set and R&D & Sales & Marketingdepartments
proposedinwhat toinnovate andinvestin

o

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Moreover, 28,4% view the results of market research and competitive intel-
ligence as the major factors that induced the innovation decision, and the
same percent claim that the opportunity to attract unexplored markets with
new products or services was the decision imperative. Cutting cost of busi-
ness processes as well as dropping sales as the innovation decision triggers

were reported by 23,9% and 22,4% respectively. It is interesting that
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19,4% of respondents’ companies employed a kind of backward innovation
process, starting first with innovation budget and then deciding what to in-

novate and invest in (Exhibit 6).

Exhibit 7
Types of projects & how decision to innovate was made

Types of projects & How decision to innovate was made
Production Technology
How decision to innovatewas made, n =67
MgmtSystems .
Cutting cost
3
1 ® How decision to innovate was made, n =67
= Decision based onmarketreszarch
T
= . B How decision to innovate was made, n= 67
z Hew products&services
5 Unexplored markets
3 B How dedision W innovale was made, n =67
@ Dropping sales
g
2 . L . B How decision to innovatewas made, n=b/
= Improving existing products&services s
= Competitive pressure
(=]
§ B How decision to innovate was made, n=67
2 Top MgmtExecutives decision
. m How decision to innovate was made, n=67
RED Infrastructure )
Innovation budget set
Quality MgmlSyslems

% of respondents who selected both responses, n = 66
* respondents could select multiple answers; respondents who didn’t answered are not shown.

As the correlation analysis of the selected items reveals, the top manage-
ment is the innovation decision agent for all the types of innovation pro-
jects, including the business processes and product and service innova-
tions. 62,1% of respondents highlight the role of top executives in the past
decisions to improve products and services, and a similar pattern is present

for the innovation of new products and services since more than half of the
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pannel identify top management as the decision agent. Moreover, 28,8%
emphasize the role of top management for management systems and
22,7% for production technology. The other major innovation agent, that
is, the competition (“competitive pressure”) is associated mostly with past
innovation projects devoted to new products and services as well as prod-

uct and service improvements (31,8% and 25,8% chose both respectively).

Past and future innovation projects
The product and service innovation projects that companies tended to be
involved in the past 3 years were primarily focused on significant improve-
ments as opposed to brand new product and service developments. Over
90% of respondents opt for such a response distributing their “brand new
products” and “slight improvements” responses equally with 87,5% score
each. The average revenue percentage figures that were generated by par-
ticular product groups are the following:

= Slight improvements: 43,1%

= Significant improvements: 29,4%

= Brand new product and services developments: 27,9%

Surprisingly, though significant improvements are opted for by over

90%, slight product improvements or mature market offerings are assigned
higher scores resulting in the higher level of average annual revenue gen-

erated by this product group in the past (Exhibit 8).
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Exhibit 8

Revenue generated by new and improved products
in the past 3 years & revenue generated by new
and improved products in the coming years

4 N
Revenue generated by new & improved Revenue generated by new & improved
products in the past 3 years products in the coming years
Slightly improved & 87,5 Slightly improved & 753
mostly unchanged 51 maostly unchanged
r
91,1 87.9
Significantly improved s 1% ofrespondents. n = 56 Significantly improved u % ofrespondents, n= 58
r
B % of average annual % otaverage annual
revenuc 7 revenue
87,5
Brand new Brand new
27,9
h /N

* respondents could select multiple answers and assign %age of annual revenue generated by product
groups; respondents who didn’t answered are not shown.

Taking into consideration the coming years, we see a different innovation

landscape (Exhibit 8). A slight shift to brand new products and services de-

velopment can be observed. Of 58 respondents to the question, 91,4% de-

cide on the “brand new product” development response, 87,9% on signifi-

cant improvements one, and 75,9% on slight improvements, assigning the

following average revenue percentage figures that will be generated by the-

se product groups in the years to follow:

Slight improvements: 39,7%

Significant improvements: 31,5%

Brand new product and services developments: 31,4%

As the survey reveals again the “slightly improved and mostly un-

changed” product group - the mature offering - is predicted to generate

highest revenue levels while the brand new products, though selected by
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majority of respondents, is said to produce the lowest revenue percentage
figure in the future.

The interesting fact is that, in the past three years, enterprises oper-
ating in the global market focused both on brand new product development
and slight improvements (87,5% of the global market respondents). The
EU market organizations, on the other hand, put an equal emphasis on
both significant improvements and new product development, with 93,3%
of the EU companies’ respondents ticking these product groups. The situa-
tion differed slightly for the Polish market. Here 87,5% representatives en-
gaged in both significant and slight product or service improvement initia-
tives following the sustaining innovation path with less engagement in new
product development. As far as the most active industries in product and
services development over the past three years are concerned, the helm
was taken by the IT & Technology & Telecom industries with 90% reporting
the focus on brand new product developments.

The up-market shift to new product development is revealed, howev-
er, for all the markets in years to follow. 95,8% of global companies repre-
sentatives highlight the new service and product focus, with the average
revenue of 32,8% generated by this group. The same judgment is shared
by 88,2% of the Polish market companies with the average revenue per-
centage figure of 28,7%. Finally, 87,5% of the UE enterprises respondents
report an equal emphasis on new products and significant improvements
with the revenue percentage figure of 33,6% and 32,5% respectively.
Again the most striking fact is that the average annual revenue produced
by the slightly improved product group is the highest for all the markets. It

is nearly 38% for the global market, 37% for the Polish market, and 44%
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for the EU market. In terms of the most innovative industries the trend will
remain mostly the same, with the high technology industries, financial ser-
vices, and production industries roughly equal and stressing a 100% focus
on all the three product groups.

This new product and service development shift is most likely trig-
gered by the EU’s ongoing enlargement, intensifying competitiveness, the
shift from local to global operations, and the related need to satisfy the so-
phisticated tastes of new global customers. Moreover, the cooperation with
new business partners setting higher cooperation requirements and the ad-
justment of products and business operations to their advanced standards
also contribute to this trend.

The up-market swing to a new product focus is further confirmed by
the “agree/disagree” set of the survey. When asked to agree or disagree on
the statement: “"New products or services are necessary evils - they are
just cost centers and profit eaters,” 94,1% disagree out of which 81,2%
strongly disagree. There are no “strongly agree” answers but still 5,9% of
the surveyed favored the “somewhat agree” response (Exhibit 9).

Unexpectedly, when correlation analysis comes into play, it turns out
that the respondents who opt for the "somewhat agree” answer, when
asked about innovation priority, clearly go for the “not No 1 but in the Top
5” innovation priority and the same percent of those who somewhat agree,
favor the “a priority, but not in the Top 5 priorities”. This signifies that alt-
hough innovation is a priority for the “somewhat agree” choosers, they tend
to be reluctant to innovation projects which possibly reflects a concern
about the upfront investments and cost incurred. Further, it may indicate

that innovation is not a firm ingredient of their corporate culture and a part
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everything they do. Moreover, these are mostly the EU market companies’
representatives and the Polish market companies. No global companies rep-

resentation can be traced though.

Exhibit 9
New products or services are necessary evils — they are
just cost centers and profit eaters

Mew products or services are necessary evils -they are
just cost centers and profit eaters

srensly disasres _ oS

Somewhat disagree - 17.6

m 7 of respondents. n= 68

Somewhat agree I 5.2

Strongly agree a

* respondents could select multiple answers; respondents who didn’t answered are not shown.

A similar picture of companies being eager to engage in innovation can be
drawn from the feedback obtained on the subsequent statement: “It costs
too much to innovate a product or service - it's better to wait till competi-
tion educates and prepares the market.” The survey reveals that 91,2% of
respondents disagree with this statement, 64,5%, “strongly disagree” while
8,8% of the surveyed still agree on the statement (Exhibit 10).

Again surprisingly, both the “strongly agree” and “somewhat agree”
responses are delivered by the respondents whose companies perceive in-
novation as a priority, that is, “a priority, but not in the Top 5 priorities”:
3% say they “strongly agree” and 4,5% “somewhat agree”. It's quite inter-

esting that all the “strongly agree” responses come from the global compa-
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nies (2,9% of respondents), the “somewhat agree” feedback is delivered by
1,5% of the surveyed coming from the EU market and 4,4% from the
Polish market. The industries represented in the “strongly agree” group are
education and production: capital equipment & furniture (1,5% of repre-

sentatives each).

Exhibit 10
It costs too much to innovate a product or service - it's better
to wait till competition educates and prepares the market

~

It costs too much to innovate a product or service - it’s better to wait
till competition educates and prepares the market

stronsly disaeres — =

someshat dizsgree _ s
Somewhat agree . 5,9

Strongly agree F 2,9

. _J/

m% of respondents, n = 68

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Summing up, the above findings suggest that that none of the companies
assigning innovation priority number one are afraid of investments in inno-
vations and few of them wait to innovate until competition makes its inno-
vation moves. Reluctance to innovate is visible, however, even among
companies that rank innovation in the top five priorities, probably because
of high upfront investments cost incurred in innovation initiatives. Global
companies tend more often to let their competitors probe the market with
new products, and then based on the outcomes, they enter the market

themselves. As a result, competition looms up as a powerful innovation
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agent triggering and probing innovative product development and forcing
their peers to follow the path in an effort to avoid disruption and losing

market share.

3.3. Sources of innovative ideas

The respondents to the survey share different views on sources of innova-
tive ideas than the participants of the Conference Board Survey (2005,

p. 18) who pointed to customer expectation analyses (57%), internal R&D
departments (47%), and competitive moves on the market (32%) as the
top three innovation sources. The respondents rank talented and motivated
employees as the top one source (85,7%) and customers’ feedback as the
top two one (70%). The collaboration with business partners is the 3™
source of importance (41,4%) and the company’s R&D department consti-
tutes the 4" most significant innovation mine (38,6%). The top five innova-
tion silo ends up with a dedicated product or service development team
within a functional department (34,3%). Surprisingly, competition takes the
6" slot, an insignificant position and centralized cross-functional teams are
favored as low as the 12" source (Exhibit 11).

The results point to the employees, the customers, the business
partners and the competition, as the most significant and influential innova-
tion agents. They are joined by the internal R&D and cross-functional inno-
vation teams. This finding is valid across all markets surveyed including the

global, EU, and Polish markets (Exhibit 12).

29



MBA Poznan-Atlanta Working Papers

No. 2 (7)/2008

Exhibit 11
Sources of innovative ideas your company use most extensively

-

N

Sources of innovative ideas your company use most extensively

Talented and motivated employees

Customers feedback and expectations drives

N etworking cooperation with business partners and
suppliers

Company R&D departments
Dedicated product or service development team

within a functional department

Competition moves and aggressive innovative
market entrants

Employee forums: online
sessions, conferences, internal competition

Cooperation with a specialized research center or
university professors

Researches on global macreeconomic trends

External consulting companies pointing to the
anticipated trends

Quantitative customer study behaviors or insight
research

Centralized cross-functional innovation team

consisting of representatives of various functienal...

Outsourced R&D

% of respondents, n =70

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Moreover, as the survey suggests, companies use both internal and exter-

nal innovation sources. Few of them, however, cooperate with research

centers or university professors (25,7%) and still fewer rely on an out-

sourced R&D department (4,3%). Surprisingly the companies’ representa-

tives report that a dedicated product or service development team within

a functional department constitutes a more valuable innovation source

(34,3%) than a centralized cross-functional innovation team consisting of

representatives of various functional teams (14,3%). This may suggest that

innovation is regarded as a departmental initiative, and it is carried out with

little cross-functional cooperation, being perceived via the department not

the company perspective.
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Exhibit 12
Type of market & most influential sources of innovation

4 ™
Type of market & Most influential sources of innovation

Centralized cross-functional innovation 176
team 2{[’2
Dedicated development team within a R
functional department ""36.4

Company R&D 47,1

4555
Type of market : Polish,n=19

Competition moves h 353 B Type of market :EU, n =17
30,3
M Type of market : Global, n =33
Networking with business partners 41,2
48,5

Collaboration with customers 94,1

70

Sources of innovative used most extensively, n

Talented employees 100

o /

% of respondents coming from particular markets

* respondents could select multiple answers; respondents who didn’t answered are not shown.

3.4. Compelling events to innovate & criteria applied to the deci-
sion making process

Compelling events for innovation

Three years ago, when asked about the reasons for implementing innova-
tions, 56% of the Polish executives reported that management strategy
constituted the most compelling factor and 52% said that their customers’
expectations induced innovative project launches. New technologies and
the urgency to increase profits were each named as innovation triggers by
26% while cutting costs and competitive moves were regarded as innova-
tion spurs by 22% each (the Corporate Board Europe, 2005, p. 18). The
respondents to the survey share a similar opinion, with the top five compel-
ling events following a similar pattern suggesting that the trend has re-

mained mostly unchanged. 84% of respondents report that the top one
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compelling event is the senior management perceiving innovation as a cor-
porate strategy, and 72,9% point to the necessity for cost cutting of busi-
ness processes. Dissatisfied customers calling for new and enhanced prod-
ucts and services constitute the compelling need for 64,3% and diminishing
revenue for 60% of the panel. The survey respondents’ top five ends up

with “disruptive technologies”, reported by 58,6% (Exhibit 13).

Exhibit 13
Compelling events for innovation deployment

/

.

Compeling events for innovation deployment

Senior Management perceivinginnovation as corporate
strategy

84,3

Cuttingcostof business processes

Dissatisfied customers callingfornew & enhanced
produactsandservices

Diminishingrevenue

Disruptivetechnologies

Broadeninghusinees partfalio evenif heyondenre
business

W average weight
Regulatory changes 58,6

Delveringficed number of products orservices
Agressive innovative entrants
[A&A strategy

RE&D budgettobe exploited andjustified

* respondents could select multiple answers and were asked to assign weights to the responses select-
ed; the total respondent sample has been taken into the count since not selecting particular responses
means not perceiving them as compelling events.

Not surprisingly, innovation agents, that is, senior management, customers
and competition are most visible on the compelling events stage. The sen-
ior management is the first choice for all the markets surveyed and dissat-
isfied customers are ranked in the top five responses across all the markets
surveyed. Interestingly, aggressive entrants as a direct way of pointing to

the role of competition, is ranked as the 9" compelling event of importance
32
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which may suggest that most companies monitor the market outcome of
competitive activities rather than predicting the competitive moves. Nota-
bly, the same findings are also presented by a McKinsey Global Survey on
competition® which suggests that 34% of those facing innovation confirm
learning about the competitor’'s move either when it was announced or
when it actually hit the market.

Moreover, over 60% of respondents study the dynamics of their
companies’ product and services ecosystems, discover fruitful opportunities
beyond their core portfolio and broaden it beyond the core business. This is
true especially for the global and Polish market companies, which rank this
compelling necessity as 3™ in terms of significance. What is more, almost
60% of the surveyed view regulatory changes as compelling events to in-
novate, with the Polish market businesses ranking this factor as the top one
and the EU market companies as the top three, pointing to the EU en-
largement and the new sets of policies that companies have to adjust their
operations to. Strikingly, almost 60% of respondents report that their
strategy is to deliver fixed humber of innovative products or services over a
certain span of time and almost half of the surveyed employ a kind of
backward innovation process, that is, defining the R&D budget first, and

then deciding what to innovate.

Criteria applied to innovation decision making processes
The availability of new powerful tools for management, the increasing de-
mand for businesses to be adaptable and innovative combined with a revo-

lution in customers’ expectation, induce a new decision-making model and
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a new set of criteria applied to the innovation decision making process

(Hamel, 2008).

Exhibit 14
Criteria applied to decision while innovating a product or service

4 A
Criteria applied to decision making while innovating a product or service
92,8

Promising profitability and return on investment

Appealingto existing customer 87

Consistentand connectedwith the existingcore competencies

Firmly linke dwith the current product and service portfolio

Appealingto customers evenifit’sinconsistent withthe existent product or
service portfolio

Having a systam of collecting ideas from inside and outside the erganization
withthe ideas shortlist finally testedandthe choice made by the customers

60,9

W% of respendents, n = 69

Ease of productimplementation ® average weight

Competitive offers

g /

* respondents could select multiple answers and were asked to assign weights to the responses select-
ed; the total respondent sample has been taken into the count since not selecting particular responses
means not perceiving them as important decision making criteria.

The respondents to the survey view promising profitability and ROI as the
most influential determinant in the innovation decision-making process with
92,8% of the panel ranking it as the number one criterion. 87% go for in-
novation projects when they are appealing to existing customers, meaning
they are not eager to expand their customer base, relying only on current
customers as their profits source. 79,7% engage in innovations only if the
innovation outcome is consistent with their core competencies thus rely
mainly on their internal know-how and savvy already at hand. Furthermore,
over 70% seek innovation on the condition that it is linked with the current

products and services portfolio as contrast to 68,1% of respondents whose
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companies engage in innovation launches even if innovation outcomes are
inconsistent with the existing portfolio (Exhibit 14).

As a result, consistency with the current portfolio, dependence on
core competencies and addressing the existing customer base are the ma-
jor innovation decision criteria applied. When the responses distribution by
market type comes into play, the results suggest that the businesses oper-
ating on the EU market are, on the one hand, most eager to invest in inno-
vation projects, the scope of which goes beyond their current product or
services portfolio, but they are most likely to stick to their core competen-

cies on the other hand (Exhibit 15).

Exhibit 15
Type of market & criteria of innovation decision making

4 ™
Type of market & Criteria of innovation decison making

Appealling to customers even if 57,9
. i e ) 82,4
inconsistent with existent portfolio
68,8
(=3}
(=]
I 63,2
Linked with current portfolio 76,5
: ! Polish,n=19
75
mEU Nn=17

842 Global,n=32

r

Consistent with core competencies

aproduct or service, n

l
0 wn
b =]

94,7
Appealing to existing customers 94,1

12

Criteria applied to decision making while innovating

\ S

% of respondents coming from particular markets
* respondents could select multiple answers; respondents who didn’t answered are not shown.
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3.5. Innovation governance, process models, and critical compo-
nents while managing innovation

Governing innovation

According to both Christensen (2003) and Ulwick (2005) innovation is a
systematic process which has to be planned and executed predictably to
addresses unmet, underserved or overserved customer needs which consti-
tute the opportunities for value creation. In Lowell Bryan’s view (2008,

p. 4) businesses need a model that uses hierarchical decision making only
for activities requiring authority (allocating resources, appointments, hold-
ing accountability), but which simultaneously, enables professionals to col-
laborate uninterrupted with their peers on the day-to-day basis and allows

organizations to work both horizontally and vertically. As a result, predicta

bility and decentralized decision making become the keys to efficient inno-
vation processes governance.

The results of the survey present the governance responses scat-
tered among various categories. Over one-third of respondents report that
innovation projects, during their recent innovation efforts, were run by
a formalized cross-functional innovation team which was responsible for the
outcomes. The same number claim that the functional managers were re-
sponsible for innovations within the boundaries of their functional units
which may signify again that innovation is primarily a departmental initia-
tive in their companies. As many as 29,4% state that innovation ventures
were governed on an “ad hoc” basis and only critical issues were discussed
at the board meetings - a finding similar to a McKinsey global survey on
innovation revealing that 36% of top managers declare governing innova-
tion “ad hoc”, discussed only if necessary with the senior leadership team
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(The McKinsey Quarterly, 2007, p. 6). Further, 25% say that innovation

processes were measured by financial indicators, and the same percent re-

port that innovation processes were controlled by senior executives with

the innovation committee they formed - an innovation governance scheme

in which a direct engagement of companies’ execs can be traced. Finally, as

few as 22,1% state that innovation was perceived as part of regular agenda

of

the company CEO (Exhibit 16).

Exhibit 16

How innovation was governed

N

Formalized nnovation team consisting of cross-functional

How innovation was governed

memberswas responsible for all nnovation projects and
thelrourcomes

Functional managers reportedto top management the
results of their functional units innovation projects

Adhoc, discussed asnecessary atthe board meetings _

Innovation processeswere measured bytheiroutcomes

defined asfinancialindicators 25

Senior exzcutivesformed zninnovation committee and
contrelled innovation process

25

As part of regularagenda of the company CEO 22,1

I

|

33,8

33,8

m% of respondents, n =68

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Surprisingly, as the results of the survey show, 16,4% of respondents who

report that innovations in their companies were run "ad hoc” claim that in-

novation is ranked among the top five priorities and it was part of regular

agenda of their companies’ CEOs. Companies that rank innovation as num-

ber one priority, in most cases, see the financial indicators as the most ob-
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vious innovation governance measure and those for which innovation is not
a priority, an "ad hoc” governance is the norm. The cross-functional gov-
ernance gets the highest scores with respondents who rank innovation

among the top five priorities (Exhibit 17).

Exhibit 17
Innovation governance & innovation as priority
Innovation governance & Innovation as priority
1.5
Measured by financdial indicators 13,4
7.5

2 15
L Partof regular CEOs' agenda 16.4
= 3 ! M Innovation as Priority: Nota priority, n = 69
[T}
g 3
g Ad hoc governance 164 Innovation as Priority: A priority, butnotin the
o 4,5 ’ Top 5, n=69
2 0 = Innovation as Priority: MotHo 1, butin theTop
= Innovation committee made of senior 5 5. n=69
E executives 4,5 134 m Innovation as Priority: Priority No 1, n=69
: ;
= - - B - 3
= Cross-functinal innovation team 26,9
2 15

1.5 5

Functional manangers responsible . 23,9

p

% of respondents who selected both responses, n = 67
* respondents could select multiple answers; respondents who didn’t answered are not shown.

Innovation best model
As the above findings suggest, nearly 30% of the panel report that their
companies exercise “ad hoc” innovation governance and merely 22,1% say
that it is a part of their CEOs’ regular agenda. Both groups rank innovation
as one of the top five priorities. Immediately a question arises whether in-
novation can really be classified among the top five priorities if it is gov-
erned on the "ad hoc” basis and is not the CEO’s strategic focus.

The respondents’ feedback reveals some interesting findings con-

cerning the models that best describe the innovation process while under-
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taking specific projects the process is intended to generate. Almost 45% of

respondents believe that functional managers being responsible for innova-

tion projects within their own functional units constitute the best model,

clearly pointing to innovation as a departmental rather than cross-

functional initiative. Interestingly, with this model innovation is most likely

to be isolated to just a few department functions or units, and there is a

high probability that the isolated units focus on innovation projects without

communicating and coordinating their work with others in the organization.

Exhibit 18
Models which best describe the innovation process

Ve
Models which best describe the innovation process
Functional managers responsible forinnovation projects within their
ownfunctionalunits, procedures applied are defined by the functional 44,8
managers
Innovation process fully structuredfrom
idealizing, testing, prototyping, production, andthe launch phase with _ 26,9
each phase approval of the innovation manager.
Innovation projects are run ad hoc, no formalized processis applied _ 239
Senior executives form aninnovation committee and control _ 239
innovation processes, no special procedures are applied !
1 m % of respondents, n=67
One dedicated personresponsible forinnovation processes and acting _ 194
asaproject manager managing a cross-functionalteam !
Formalized innovation centre responsible for allthe innovation - 104
processes !
R&D responsible forallinnovation processes keepingallthe innovation - 9
processes'under one roof’
A separate set of proceduresforall types of innovation: 9
products, services, technology, processes

* respondents could select multiple answers; respondents who didn’t answered are not shown.
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Furthermore, nearly 27% think that the best choice is structuring the inno-
vation process from idealizing, testing, prototyping, production, and the
launch phases, with each phase approved by the innovation manager. 9%
of the surveyed go even further and think that there should be a separate
set of procedures for all types of innovation: products, services, technology,
processes.

These two models allow for carrying innovation ventures in the
planned, predictable and systematic way similar to the one advocated by
Anthony Ulwick and his ODI approach. Moreover, an innovation committee
formed by the senior executives with no special procedures applied is fa-
vored by 23,7%, and this model, with the direct executive engagement,
gets the 4" score. An innovation project manager leading a cross-functional
team is perceived as the best option by only 19,4%, and merely 10,4% be-
lieve that a formalized innovation center responsible for the innovation pro-
cesses does the most efficient job. But still almost one-fourth of the panel
believe that innovation should be run “ad hoc” with no formalized process
applied (Exhibit 18).

Furthermore, considering the definitions of innovation types in rela-
tionship to innovation models (Exhibit 19), it turns out that the “functional
unit managers responsible for innovation projects” model is the most widely
used across all innovation types, with the highest scores for service and
product innovations. What is more, this type of innovation is run “ad hoc”
most frequently while the “fully structured innovation” model is viewed as
most efficient by the process innovation choosers. The “innovation commit-
tee made of senior executives” is favored by the service and product inno-

vations as well as the “innovation as a critical performance driver”, with the
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later stressing the executives’ direct engagement when performance met-

rics come into play.

Exhibit 19
Innovation definition & innovation best model

Innovation definition & Innovation best model

-
NED department responsible 45
s
. . s m Innovation definition: critical
Setof procedures for all innovation types 3 .
- 3 preformance driver
45 Innovation definition: operating
[ ]
r

philasophy
Run ad hoc 10.6 . L o
i m Innavation definition: services &
r

products innovation
®Innovation definition: process

s
Innovation project manager g1

Innovation committes made of senior execs 106
,

I—unn:tionalmanagers responsil:nle * 197
r
'
Fully structured innovation process ﬁl
10,6

Formalized innovation center

Innovation madels

|

% of respondents who selected both responses, n = 66
* respondents could select multiple answers; respondents who didn’t answered are not shown.

Innovation a departmental initiative or formalized innovation struc-
tures and formalized approach

When asked about the way innovation projects were governed in their
companies during the recent innovation ventures, 33,8% of respondents
report that it was the cross-functional innovation team that ran projects
and was responsible for their outcomes. The same percentage (33,8%),
however, state that the responsibility was held by the functional managers
who carried out innovation projects within their functional units, as a result,
pointing out the departmental character of innovation activities. Moreover,
while selecting the best innovation process model, 44,8% say that the func-
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tional units managers (the highest ranked model) are responsible for inno-

vations and “do the greatest job”. But when asked to agree or disagree on

the statement: “Innovation is a departmental initiative,” surprisingly over

65% disagree (Exhibit 20). It suggests that the respondents’ opinions on

innovation governance and models are in contrast to how innovation is ac-

tually governed and carried out in their companies. In fact, as the business

practices at many companies show, having the functional mangers respon-

sible for innovations is easier since both projects and accountability are

kept “under one roof.”

Exhibit 20

Innovation is a departmental initiative & there is no need
for structuring and formalized approach to innovation processes

h.

There is no need for structuring and formalized approach to
innovation processes

Somewhat disagree 338

Strongly disagree

Somewhat agree 191 W% of respondents, n = 68
2

Strongly agree 147

1

/

h.

Innovation is a departmental initiative

—

303

Somewhat disagree 348

Strongly disagree

W% of respondents, n = 66

Somewhat agree

Strongly agree F 45

303

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Not surprisingly, when asked to provide their opinion on the “There is no

need for structuring and formalized approach to innovation processes”

statement, almost 67% of respondents to the survey disagree and the

“agree” replies are given by as many as nearly 34% of the panel. In a way,

the responses mirror the results of the innovation governance and model
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choices (Exhibit 16 & Exhibit 18) which reveal that most respondents value
some kind of structure, either in the form of functional managers, innova-
tion committees, cross-functional teams or project managers held account-
able for innovation initiatives. In contrast, the “agree” responses favoring
no formal structures confirm the previous findings connected with the “ad

hoc” governance and the “ad hoc” executed innovation model.

Managing innovation: critical components & inhibitors

The 2005 Conference Board research paper respondents viewed properly
trained and motivated employees as the most important factor of effective
innovation. A McKinsey Global study on innovation reveals that making in-
novation a core part of the leadership agenda constitutes the top one criti-
cal component while managing innovation and modeling behavior that en-
courages innovation, that is, risk taking is the top two imperative.

The respondents to the survey, on the other hand, view cooperation
with customers as the most critical factor while implementing innovation,
with over 88% valuing it the most. This Voice of Customers paradigm (VoC)
has been in the market for many years but as Ulwick suggests (2005) it
should be carefully managed by obtaining the proper structure and content
of customers’ feedback that yields a real view what job customers need to
get done. The innovation cycle via the development stages is perceived as
the most significant by almost 80%, pointing to the importance of the pre-
launch stages an innovative idea goes through before it is commercialized.
Further, the support of senior management is viewed as crucial by more
than three-fourths. In addition, smooth communication, sufficient talent

resources, and cross-functional cooperation are reported by 75%, 72,1%,
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and 75% respectively, suggesting that innovation projects need network-
ing, knowledge sharing as well as talented employees to be carried out ef-
fectively. It is interesting that though the cross-functional cooperation is
voted by a greater percentage, it is rated with a lower weight score (52,8)

than the talented employees (53,1).

Exhibit 21
Critical components while managing & implementing innovation

Critical components while managing & implementing innavation

Cooperatingwithcustomersandfollowingthelrfeedbadk cduestodevelop 88,2

nnovative producis or services

Proper concept davelopment stage, innovation definition, protetypingand 79,4
tesing procedures

Support of senior management perceivinginnovation as astrategicand
ongeingtrend of company development

smooth communication, knowledge sharingandnetworkingwithina

company enhanced by the avalabilty of communication tools such as
comparate portal orintranet solutions

Sufficiznt R&D resources andtalent

Praject arientedstrurture with crossfundional innovatinn = ams flevible 1o
communicate, innovate, develop, and market the product

IMaking innovation abusiness case with careful risk management, cost vs
expaced revenue analysis

Definingrisk s a part of innovation processes andmodeling personnel
behaviorinthat way

618 Waverage weight
Clarifying incividual accountability forinnovation !

Intzrnalformalizac innovation structures with strict innovationprojecs
acceptance, testingand marketngprocedures

Eagemess of Lopmianagement Lo inveslin disruplive lechnolugies and swim
away fromthe core busiress

-

* respondents could select multiple answers and were asked to assign weights to the responses select-
ed; the total respondent sample has been taken into the count since not selecting particular responses
means not perceiving them as critical components.

Managing risk both from the point of view of innovation as a business case
and modeling employees’ behavior are ranked low in spite of quite high

voter percentage, and interestingly, accountability assignment, formalized
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innovation structures, and finally, the top management eager to invest in
disruptive technologies, though having a profound impact on innovation

performance, are the bottom 3 components (Exhibit 21).

3.7. Customers as innovation agents: role and stages of involve-
ment

It's becoming obvious that businesses regardless of size, product or service
offerings have to understand customer emotions, needs, desires and buying
behavior to put “the empathy economy” into practice, or in other words,
learn to innovate and swim against the competitive currents. For some
companies customers are design partners deeply involved in the innovation
process and add value to new product design (Schrage, 2006). This is es-
pecially true for the open-source innovation in which external customers’
talents are tapped, making this type of innovation a model for participatory
collaboration. This is well illustrated by what Mozilla Corporation does with
its Firefox browser and the way Linux is developed (Mendonca, Sutton,
2008, p. 1). For others, the price and the cost pressures from customers
have become the top challenges of product innovation for the present and
the near future (AberdeenGroup, 2007).

The respondent to the survey appear to perceive customers as
a powerful innovation agent as well. As the survey reveals, they point to
customer dissatisfaction as the third most important innovation compelling
agent (Exhibit 13), the third most important criteria applied to innovation
decision (Exhibit 14), and top critical component while managing and im-
plementing innovation (Exhibit 21). Moreover, when asked about the role of

customers in their recent product and service developments, almost half of

45



MBA Poznan-Atlanta Working Papers No. 2 (7)/2008

the respondents declare that the cooperation was very strong, over 30%
say their customers’ role was essential and had a great influence on the
outcome of the innovation process. But as few as 14,5% report that the
role was minor. Finally, 7,2% say that they didn't ask customers and, as

a result, their role was neutral (Exhibit 22).

Exhibit 22
Role of customers in product & service development

s D

Role of customers in product & service development

Very strong, we cooperated with customers in order to
develop a preduct/service that came up to their 49,3
expectation

Essential, customers’ feedback was considered as
importantand had a greatinfluence on the _ 30,4
product/service innovation process
1 m % of respondents, n =69
- 14‘5

Minor, we considered customers’ influence as
insignificant

Meutral, we didn’task customers F 7.2

o _J

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Not surprisingly, the role of customers is most vivid for product and ser-
vices innovations in which the customer’s feedback can mould the final in-
novation outcome. At the same time, it is the least significant for the oper-
ating philosophy - the innovation type which defines the corporate innova-
tion culture, seemingly not influencing the final product, but important for
the way, method and cooperation mode it is developed (Exhibit 23).
Moreover, the UE and the global operating companies declare valuing
customer input to the greatest extent. Almost 65% of the EU market com-

panies say that the role of customers is essential and as many as 34,4% of
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global companies declare very strong cooperation with customers. The
Polish market companies seem to lag behind with the highest number of

III

the “minor and neutral” responses (21,1% and 10,5% respectively). The
conclusion may be drawn that in the globalization era, with sophisticated
customer tastes modeled by the rapid technological pace, the global and

the EU organizations have to rely to a wider extent on their customers’

feedback innovating their products and services.

Exhibit 23
Innovation definition & role of customers

4 )

Innovation definition & Role of customers

7,4
critical preformance driver 7.4 i
pre 4 ! 4,4 H Role of customers in product &
2,9 service development: Very

product & service innovaton

1,5
1,5
M Role of customers in product &
8,8 service development: Neutral
13,2
process a4
2,9

\_ J

% of respondents who selected both responses, n = 68
* respondents could select multiple answers; respondents who didn’t answered are not shown.

strong
= 2,9
p i hil | ! 5,9 Role of customers in product &
= operating philosophy . .
= ! el phy 2,9 service development: Essential
=
2 15
=]
=
S 16.2 H Role of customers in product &
- " - -
Z 25 service development: Minor
e
£

This may be the consequence of the depth and width of their operation
markets as well as the fact that they have to react more rapidly to global
innovation trends, both in their global headquarters and the local opera-
tions. If they miss a major innovation or technology wave and leave it un-
noticed, they risk losing substantial customer base and the potential profits

at the same time (Exhibit 24).
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What is more, 20,6% of respondents’ companies appear to collabo-
rate with their customers at every stage, which suggests they put an em-
phasis on fine-tuning market offerings and delivering what the market ac-
tually asks for. Additionally, the higher the level of cooperation with cus-
tomers, the lower the degree of risk to which these companies expose
themselves. But the majority of the respondents’ businesses involve cus-
tomers only in one or two stages of the development process. Notably, over

35% involve their customers in the concept stage.

Exhibit 24
Type of market & role of customers

Type of market & Role of customers

69

Very strong

Essential

Minor

Neutral

ole of customersin product & service development, n

L

A

5,9

5,9
6,2

64,7

% of respondents coming from particular markets
* respondents could select multiple answers; respondents who didn’t answered are not shown.

Type of market Polish, n=19
u Type of market EU, n =17

m Type of market Global, n= 32

Further, 32,4% engage their customers in the evaluation and testing stage,
25% in the pre-launch or pilot implementations, and 23,5% in the proto-
typing phase - all the three being a kind of backward innovation process -
products are developed first and then companies check to see if the cus-

tomers really want the new offering. Finally, 11,8% of the surveyed declare
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that no cooperation across the product or service development stages oc-
cur, in spite of the fact that the success of products or services innovation

is more predictable with all-embracing customer collaboration (Exhibit 25).

Exhibit 25
Stages of customer involvement in innovation projects

e N
At what stage do you engage customers in innovation projects?

Concept/idea 353

Evaluation & testing 324

Pre-market launch (product) or a pilot
implementation {service)

m % of respondents, n= 68

Designing a prototype (a product) or
developing a model (service)

atall stages

HNo cooperation occurs, no initiative
induced

N S

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Finally, as the correlation analysis reveals (Exhibit 26), companies that de-
clare “essential or strong cooperation with customers” are likely to involve
their customers across all the product or service development stages. In-
terestingly, the ones reporting the involvement of customers as being es-
sential are most likely to engage customers in the concept phase, while the
ones defining the engagement of customers as very strong further to the
prototyping stage. The “all stages” involvement gets the same, surprisingly
low, score of 10,3% from the “essential” and the “very strong” groups sug-

gesting that the real customer involvement occurs only at some of the
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stages, missing the full opportunity to provide what the customers really

want and minimize the risk to market.

Exhibit 26
Role of customers & stages of customer involvement

/’
Role of customers & Stages of customer invalvement

No coaperdtior L 4,4
5,2

All stages
10,3 M licle of customers: Very strong
Fre-launch & pilot 29 132
i Kole of customers: Essentia
11,8 M Role of customers: Minor
Evaluation & testing 19 176
” M Role ot customers: Neutral

14,7

Prototype & service mode

29
. 206
Concept & idez 59 g

. _/

Steges of customer involvement

% of respondents who selected both responses, n = 68
* respondents could select multiple answers; respondents who didn’t answered are not shown.

3.8. Innovation failures: approaches & reasons

According to Bill Campbell, a consultant to such Silicon giants as Apple and
Google, businesses have to accept innovation failures. If they are unwilling
to acknowledge that out of five or six things they will try, two or three are
going to fall, then they better not do them at all: they have to make sure
that they have some freedom to fail (2007, p. 74). And indeed the necessi-
ty to leave room for innovation failures is a frequently cited imperative by
innovation thinkers. Discarding failures means discarding risk-taking and

experimentation, both crucial for sustaining corporate innovative culture.

Reasons for innovation project failures
The respondents to the survey ranked cooperating with customers, as well

as the senior management support in the form of “perceiving innovation as
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a strategic and ongoing trend of company development”, among the top
three most critical components contributing to innovation success. Not sur-
prisingly, the incorrect diagnosis of customer needs and the lack of support
from senior management are ranked among the top two reasons for inno-
vation project failures. These two receive the highest scores both in terms
of the percentage and the ranking results the respondents were asked to
do.

It is important to note though that, in spite of the higher percentage
of respondents selecting this item (85,1%), the lack of support of senior
management received a lower - by 9% - ranking mean (7) than the incor-
rect diagnosis of customer needs (76,1% of voters, 7,5 ranking mean). This
signifies that more respondents see the lack of senior management support
as a potential reason for innovation failure but assign it lower importance.
The top three set of reasons for innovation failure ends up with “the lack of
motivated and talented personnel allocated to innovation projects” (74,6%
of voters, 6,2 ranking mean). Therefore, the top three innovation agents
are defined as crucial both to innovation success and failure.

Further, a wrong demand forecast and missed functionality are re-
ported as innovation failure causes by over 61% and over 55% of respond-
ents respectively, with a similar ranking mean (5,8 and 5,7 corresponding-
ly). What is more, 56,7% of the panel report that an ineffective innovation
project management system is responsible for innovation failures, assigning

it, however, only 5,3 ranking mean (Exhibit 27).
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Exhibit 27
Reasons for innovation failures

Reasons for innovation projects failure

nearrect diagnosisof cstomeranseds

Lack of support frem senior manzgement

lack of maorivaredralanted percannel allocated to
innovationprojects

Wwrongnow product orservice demend forecast

B ot raspondents, n= €7
Missingthe right product or service fundctionality
mrankingmean

Ineffectiveinnovation project management
system

Puttinz emphasls onthe technologlczl not
rusTamer needs perﬁpo."r wag

Inappropriate idealizingand testing stages

applying abrand-newtechnology whichthe
rarget markat hasnaf heenpreparedra Lse yer

e s

* respondents could select multiple answers and were asked to rank the responses by importance from
1 to 9; the mean - for the visualization purposes — was calculating by assigning to the 1° ranks 9
points, the 2" ranks 8 points, 3™ ranks 7 points, etc.; respondents who didn’t answered are not shown.

It is worth noting that the Conference Board respondents defined a differ-
ent “top reasons for failure” set. The topmost failure cause was the same,
that is, the incorrect diagnosis of customer needs, but the remaining four
were different and included: too much focus on technological not market
perspective, inappropriate assumptions and missed functionality, and final-
ly, insufficient market research (The Corporate Board Europe, 2005,

p. 13). As a result, the MBA students put more emphasis on the innovation
agents’ role in the innovation success or failure and the human factor im-
pact such as management support, employee motivation and talent, cus-
tomer needs and feedback, and are less focused on the technical side of

innovation connected with technology, functionality or market research.
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Top management reaction to failure

As it was already mentioned, failures and risk taking are indispensable
parts of the innovation culture, which is supposed to be pumped up by top
management in the first place. But when asked about the top management
approach to failure, nearly 34% of respondents to the survey report that
their companies do not have a formalized approach to innovation failures.
48,5% say that they learn from failures, and over 19% declare that all fail-
ures, regardless of an innovation project stage, are vital to personnel de-

velopment.

Exhibit 28
Top management reaction to innovation failure

Top management reaction to failure in innovation

|

‘We dothe lezrning benetitingtrom the
axperience of leszonsleamed

48,5

We du nol have a Tonmalizedapproach e failuw e _ 338
of innovative orojects '

Eventallures, regardless ofthe stzge, Isa

detrimentto personnel development and career - 19,1

advancement

m% of respondents, n =63

Failuresthat happenbefore product or service

launches are accepted, thesethat occur during
marketingthe product are nottalerated

Responsibilityis always born bythe innovation - 14.7
teamthat runtheinnovationproject '

smallinnovatlon fallures can be sacrificed but not
thelargz projectones

= _/

* respondents could select multiple answers; respondents who didn’t answered are not shown.

Furthermore, only failures that occur before product launches are tolerated
by 14% of respondents’ companies and 13,2% say that the failures of large

projects are not. Finally, failures being the responsibility of the innovation
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team are reported by 14,7% of the surveyed. Therefore, on the one hand,

the respondents’ companies learn from failures and see them as their em-

ployees’ development trigger. On the other hand, they do not tolerate pre
launch and large project failures (Exhibit 28).

Furthermore, it is not surprising that businesses, which consider in-
novation as number one priority and among the top five priorities, do the
most learning from failures. On the other hand, businesses seeing innova-
tion as not a priority report the highest percentage of the “no formalized

failure approach” responses (Exhibit 29).

Exhibit 29
Innovation as priority & Top Management reaction to failure

4 N

Innovation as priority & Top Mgmt reaction to failure

Mo formalized approach to failures

Small projects failures accepted, large ones not

mInnovation as priority: Mot a priority

Pre-launch failure acceptance 10,4 Innovation as priority: A priority, butnotin

3 the Top 5 priorities

1,5 M Innovation as priority: NotMo 1, butin the
Failurcs arc detriments to personncl development 5 Top 5 priorities

15 m Innovation as priority: Priority Mo 1

Top Mgmtreaction to failure

Innovation team responsible

We do the learning

\_ J

% of respondents who selected both responses, n = 67
* respondents could select multiple answers; respondents who didn’t answered are not shown.

Moreover, when asked if failures are indispensable components of all inno-
vation processes and good lessons to learn, 92,5% of respondents to the
survey agree with this statement. Interestingly, these figures show a wider

acceptance of failures than the previous findings do (Exhibit 28) with only
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7,5% of the “disagree responses”. No matter how the responses vary, how-

ever, most companies accept failure or some degree of it, and as a result,

perceive failure as an inherent part of innovation (Exhibit 30). A similar

conclusion may be drawn in relation to risk-taking. When asked to agree or

disagree on the following statement: “"Risk-taking and experimentation al-

ways accompany innovation processes,” 95,6% of respondents agree, of

which 33,8% strongly agree, with only 4,4% of respondents who disagree

(both “somewhat disagree” and “strongly disagree”: Exhibit 30). The fac-

tors that frequently inhibit innovation and top management are failure and

risk-taking aversions. The majority of respondents to the survey, however,

perceive tolerating failures, encouraging risk-taking and experimentation as

crucial to the innovative culture and innovation itself.

Exhibit 30

Failures as indispensible components and good lessons to learn
& Risk-taking and experimentation

Failures are indispensible companents of all
innovation processes and are good lessons to
learn

Somewhal agiee 50,7

Strongly agree

m % of respondents, n =66

Somewhat disagree

Strongly disagree

~

-

Somewhat disagree

o

Risk-taking and experimentation always
accompany innovation processes

Semewhat agree 63,2
strongly agree

m%respondentdw, n - 68

Suongly disagree

* respondents could select multiple answers; respondents who didn’t answered are not shown.
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4. CONCLUSION

Beating competition in a price war may be far from easy but feasible. Beat-
ing competition in an innovation battle, however, is more than hard. Inno-
vation is not only about generating and evaluating ideas, but also about
turning them into growth and profits. The findings reveal that the majority
of the respondents’ organizations view innovation as a priority but only
slightly over 10% report that it is their number one priority. At the same
time, there are companies for which innovation is not a priority at all. In-
terestingly the smaller businesses - with the annual revenue figure of 50
million and less - tend to prioritize innovation higher on their way to catch
up with the competition.

Nevertheless, few businesses view innovation as the critical driver of
performance and even fewer as the philosophy on which innovative culture
rests tolerating mistakes and encouraging risk taking to develop talent. The
existing product and service innovations have prevailed so far, meaning
that organizations have been mainly following the sustaining innovation
trajectory. But an up-market shift towards developing brand new products
and services can be observed signifying possible disruptions on the horizon.
Interestingly, it turns out that the highest revenue margin has been gener-
ated by mature market offerings, that is, slightly improved products and
services, questioning the real value creation of brand new product and ser-
vice innovations.

Innovating business processes, the innovation type that really fuels
growth, lags behind a bit and is valued most by the high technology indus-
tries. In the past years, organizations focused mainly on innovating man-

agement systems, quality systems, and production technology bringing on-
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to play talented employees, customers, and business partners as innovation
sources. The decision making process identified two critical innovation
agents: top management executives and competitive pressures which de-
termined the pace of innovation in the past innovation initiatives. When it
comes to decision-making criteria, however, it turns out that profitability
and ROI constitute the most decisive factors which combined with con-
sistency with the core business and competencies signify that the sustain-
ing innovation trajectory prevails.

As the survey shows, the respondents agree on the compelling
events but disagree on the way innovation is governed. The responses are
scattered among various innovation governance categories, implying that
variety of governing modes are used ranging from formalized innovation
team consisting of cross-functional members to functional managers re-
sponsible for innovation within the boundaries of their functional units. No-
tably, few respondents admit that their companies govern innovation as
part of regular CEQ’s agenda. Moreover, almost one-fourth tend to run in-
novation projects in an “ad hoc” way declaring, at the same time, that they
rank innovation among the top five priorities.

Furthermore, when it comes to an innovation “best model”, the mod-
el that prevails relies on functional managers held responsible for innova-
tion projects. It points to innovation as a departmental rather than cross-
functional initiative, increasing the likelihood that isolated units focus on
innovation projects without cooperating with others in the organization.
Nevertheless, regardless of the model chosen, the majority agree that its

successful application tends to be mostly dependent on customers, proper
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innovation development cycles, senior management support, smooth com-
munication, and sufficient talent resources.

Customers loom up as powerful innovation agents, taking an active
part in innovation ventures. They are perceived as the top three compelling
event, innovation decision criteria and the topmost critical component while
implementing innovation. The majority of organizations define customers’
role as very strong or essential. But the majority of the respondents’ busi-
nesses involve customers only in one or two stages of the development
process. What is more, not even one-third appear to collaborate with their
customers at every stage which might suggest not putting enough empha-
sis on fine-tuning market offerings and delivering what the market actually
asks for. Therefore, it is not astonishing that the incorrect diagnosis of cus-
tomer needs is the most frequently reported reason for innovation failure.
Furthermore, the majority of those surveyed agree that the lack of support
from senior management and the lack of talented personnel allocated to
innovation projects make innovations fail as well.

In fact, failures accompanied by risk taking are indispensable parts of
the innovation culture that should be driven by top management in the first
place. Over 90% of respondents’ companies recognize failures just in that
way, but not even half of them perceive failures as lessons learned. Risk-
taking and experimentation, however, are accepted as innovation compan-
ions by over 90% and the majority agree that the ongoing communication
of a clear vision to the employees, organizations’ flexibility to changes, and
senior management support spur innovative culture most.

As Gary Hamel says there is no a ready-made recipe to plant innova-

tiveness and reap fruitful results. Organizations have to make their own
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way to create innovation and exploit it. The significance of the innovation
agents, that is, the top management, employees, customers, business
partners and competition with each playing different role and impacting dif-
ferent domains is profound. The point is to make the innovation both a top-
to-bottom and a bottom-to-top venture with top management inspiration
and support on the one hand, and employee talents and motivation un-
leashed on the other. Only then innovation will energize organizations and
the innovative capabilities will be successfully built as inseparable building

blocks of organizations’ innovation DNA.

NOTES

For survey methodology and respondent profile see Appendix 1

The McKinsey Quarterly conducted the survey “"How companies ap-
proach innovation: A McKinsey Global Survey” in September 2007 and
received responses from 722 executives at the level of senior vice
president and above and 736 lower-level executives from around the
world and representing a broad range of industries. The data were
weighted to reflect a proportional representation of segments in the
total population.

The McKinsey Quarterly conducted the survey “"What global executives
think about technology and innovation” in March 2005 and received
responses from 9,345 global executives representing a broad range of
industries. The data were weighted by GPD of constituent countries to
adjust for differences in response rates from various regions.

The Lisbon strategy incorporates a policy goal that R&D expenditure in
the EU economies should reach 3% of national GDPs by 2010. Poland
as a catching-up country and lagging behind the EU - with its average

innovation performance of 0,24 against the EU average of 0,45 - will

59



MBA Poznan-Atlanta Working Papers No. 2 (7)/2008

need 18 years to close the gap with innovation leaders with the urgent
task of increasing its R&D investments in the first place.

The research project "Corporate Innovation: Sources and Strategies"
was conducted between March 15, and May 15, 2005 in cooperation
with Accenture. Its aim was to depict one of the key business chal-
lenges that was brought up by the top CEOs in "The CEO Challenge"
research. The research concentrated on illustrating key innovative ac-
tivities, major challenges and CEQ's expectations towards innovation.
The research was based on a standardized questionnaire sent to the
CEOs and executives in charge of innovation management from lead-
ing 500 companies in Poland according to “Rzeczpospolita’ daily’s Top-
500 list and 700 largest organizations representing the ITC sector. 111
responses were received and 19 interviews held.

The McKinsey Quarterly conducted the survey “"How companies re-
spond to competitors: A McKinsey Global Survey” in April 2008 and re-
ceived 1,825 responses responses from a worldwide representative
sample of business executives. Half (914) responded to questions
about major innovations by a competitor, and the other haf (911) to
questions about pricing changes. All data are weighted by GPD of the
constituent countries to adjust for differences in response rates from

various regions.

Bibliography

AberdeenGroup. (December 2007). Product Innovation Agenda 2010: Prof-
iting from Innovation Today and Tomorrow. Retrieved January 21,
2008 from http://www.aberdeen.com/summary/report/
benchmark/4170-RA-inovation-agenda-2010.asp.

Barsh, J. (2008), Innovative management: A conversation with Gary Ha-
mel and Lowell Bryan, The McKinsey Quarterly, Number 1, pp.
1-9.

Barsh, J., Capozzi, M.M., Davidson, J. (2008). Leadership and Innovation,
The McKinsey Quarterly. Number 1, p. 46.

Barwise, P., Meehan, S. (Summer 2006). In the box innovation, Business
Strategy Review, p. 69.
60



MBA Poznan-Atlanta Working Papers No. 2 (7)/2008

Central Statistical Office. (2006). Research and Development Activities in
2006, Industry Department, p. 1.

Christensen, C.M., Raynor M.E. (2003). The Innovator’s Solution, Creating
and Sustaining Successful Growth. Harvard Business School Press,
pp. 33-34.

Christensen, C.M., Kaufman, S.P, Shih, W.C. (2008). Innovation Killers.
Harvard Business Review Polska, Lipiec-sierpien 2008, pp. 140-149.

Deloitte Touche Tohmatsu. (2004). Mastering Innovation: Exploiting Ideas
for Profitable Growth, A Deloitte Research Global Manufacturing
Study. Retrieved November 28, 2007 from
ttp://www.deloitte.com/dtt/research/
0,1015,sid%253D15288%2526¢id%253D40280,00.html.

European Commission, Directorate for Enterprise and Industry. (February
2008). European Innovation Scoreboard 2007, Comparative Analysis
of Innovation Performance. PRO INNO paper N 6, pp. 5-8.

Identifying opportunities for innovation. (2007). Retrieved July 4, 2008
from http://www.strategyn.com/Opportunity.asp.

Innovation culture and strategy. (2007). Retrieved April 10, 2008 from
http://www.strategyn.com/creativity-innovation-business.asp.

Kotter, J.P. (2008). A sense of urgency, Harvard Business School Press,
pp. 20-22.

Marwaha, S., Seth, P., Tanner, D. W. (August 2005). What global execu-
tives think about technology and innovation. The McKinsey Quarterly,
Number 5, p. 18.

Mehta, M. (January/February 2006). Growth by design: How good design
drives company growth. Ivey Business Journal, p. 1-4.

Mendonca, L.T., Sneader K.O. (2007). Caching innovation: An interview
with Inuit’s Bill Campbell, The McKinsey Quarterly, Number 1, pp.
67-75.

Mendonca, L.T., Sutton, R., (2008). Succeeding at open-source innovation:
An interview with Mozilla’s Mitchell Baker, The McKinsey Quarterly,
Number 1, p. 1.

Schrage, M. (2006). My Customer, My Co-Innovator. strategy+business
magazine. 8 (31). Retrieved January 10, 2008 from
http://www.strategy-
business.com/press/enewsarticle/enews083106.

61



MBA Poznan-Atlanta Working Papers No. 2 (7)/2008

Smits, S.J., Kowalski, T., Matysek-Jedrych, A., Jaromin, A. (October 2007),
Stakeholder expectations and benefits: an assessment of the Poz-
nan-Atlanta MBA Program, Working Papers in Management, Finance
and Economics No. 3 (5), pp. 14-21.

The Corporate Board Europe. (2007). CEO Challenge 2007, Research Re-
port No E-0013-07-RR, p. 5.

The Corporate Board Europe. (2005). Corporate innovation: sources and
strategies. p. 18. Retrieved March 22, 2008 from
http://www.accenture.com/Countries/Poland_English/
Research_and_Insights/CorporateStrategies.htm.

The McKinsey Quarterly. (March 2008). How companies act on global
trends: A McKinsey Global Survey. Number 1, p. 4.

The McKinsey Quarterly. (2007). How companies approach innovation:
A McKinsey Global Survey. Number 4.

The McKinsey Quarterly. (2008). How companies respond to competitors:
A McKinsey Global Survey. Number 2, p. 2.

Tushman, M.L., O'Reilly, Ch.A. (1997). Winning through innovation: a
practical guide to leading organizational change and innovation, Har-
vard Business School Press, p. 3.

Ulwick, A. (2005). What Customers Want: Using Outcome-Driven Innova-
tion to Create Breakthrough Products and Services. McGraw-Hill, pp.
26-28.

62



MBA Poznan-Atlanta Working Papers No. 2 (7)/2008

APPENDIX 1: Survey methodology and respondent profile

The study takes advantage of two complementary methodologies: a quantitative
analysis of survey data and qualitative insights from face-to-face interviews. The
survey involved both currently enrolled students and alumni of the Poznan-Atlanta
MBA Program. The survey forms were distributed between February and March
2008 with 70 responses received: 61 from the current student and 9 from gradu-
ates of the program. Two other qualitative sources of information added value to
the survey results: first, an interview with INNOVATIKA - Thinkdom of Business
Innovators, an exclusive Polish partner of Strategyn implementing Outcome-Driven
Innovation approach; second, participation and observation within the context of
class activities related to innovative problem solving, creative approaches to deci-
sion-making, teamwork, and leadership.

Respondents were asked to respond to a set of questions that included a
combination of multiple choice questions, ranking question indicating the order of
their priorities, weight questions assigning subjective values to various choices,
and “degree of agreement” questions based on a 4-level scale where level
1=strongly disagree and level 4=strongly agree. The results were measured and
correlated using statistical method via SPSS statistical platform facilitated by SQL
relational database queries.

On the basis of the recent the Poznan-Atlanta MBA working paper titled
“Stakeholder expectations and benefits: an assessment of the Poznan-Atlanta MBA
Program” (Smits, Kowalski, Matysek-Jedrych, Jaromin, 2007, pp. 14-21), respond-
ents to the survey can be characterized as individuals with a predominant need to
master organizational-performance analysis and diagnostic expertise as well as
creative decision making skills embracing multi-dimensional aspects of manage-
ment. The major triggers for their enrollment in the program is a strong commit-
ment to pursuing a track of self-development, career-goal achievement and inter-
est enhancement as well as the desire to be ready and prepared for the business
environment changes and challenges they currently face and will face in the future.
They exhibit a high degree of engagement in their present job, are eager to seek
new ideas and enjoy the challenge of finding solution to problems. As a result, they

are already pursuing or are just about to pursue the track of innovation.
The workplace profile of the surveyed respondents included the following:
= Market coverage: the majority of respondents - 47,1% - represent enter-

prises operating in the global market, 27,1% come from Poland-based com-
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panies, and 24,3% represent businesses carrying out business activities in

the UE market.

Exhibit 1

Respondent organizations’ market coverage

Market coverage

mEU
= Polish
m Global

Industry profile: the respondents come from a broad range of industries.

The high technology sectors, IT & Technology & Telecom, represent 15,7%

of the sample, followed by FMCG sector at 10%, and consulting at 8,6%.

Capital equipment & furniture, construction, insurance & banking and capital

market each represent 7,1%. Education, energy & gas & oil, mining & met-

als, aviation, automotive & assembly each represent 5,7%. Other sectors

include jewelry, media, public, distribution, transportation, travel, chemi-

cals, pharmaceuticals, and medical industries.

Exhibit 2
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Respondent industry profile

Industry profile
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= Job title/function: 68,6% of respondents hold the position of a director,
manager or supervisor while 12,9% are C-level executives that includes the
status of an owner or partner. Other job functions represented are: consult-

ant at 8,6%, key account at 4,3%, analyst at 2,9%, and lawyer at 1,4%.

Exhibit 3

Respondent job title/function distribution

Job Tittle/Function

W Lavsyer
m Analyst
48,6 m CEOQ/President

W CFO/CO0/CTO/CQ0/CMO

m Partner/Owner

m Key Account

= Consultant
m Director

Manager/Supervisaor

= Company size/Revenue: only 30% of respondents represent small com-
panies generating 50 million zlotych or less. The rest of them come from
large enterprises generating an annual revenue from 50 to 300 million
zlotych (31,4%), 10 billion zlotych and over (8,6%), 1 to 5 billion ztotych
(8,6%), 300 million to 500 million zlotych (8,6%), 500 million to 1 billion
zlotych (7,1), 5 to 10 billion zlotys (1,4%).

Exhibit 4

Company size/Revenue

Company size/Revenue

m5milliard zl to 10 milliard z1

m 500 million zl to 1 milliard z1
=300 million zl to 500 million 2l
m1milliardzl to 5 milliard z1

B0 milliard and over

=50 million 2l or less

= 50 million zI to 300 millionz]
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Headcount/Number of employees: 30% of respondents are from small
enterprises (headcount between 1 and 99 employees), 32,9% work for
midsize enterprises (headcount between 100 and 999 employees), and
37,1% represent large businesses (headcount greater than 1000 employ-

ees).

Exhibit 5
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Headcount/Number of employees
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