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“Although innovation at John Deere has been core for over a
century, the insights and practical concepts of Payback are
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—Robert W. Lane, Chairman and Chief Executive Officer; Deere &
Company

“Nonprofits seeking innovative solutions to the world’s most
difficult problems can benefit from the concepts and tools
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speed, scale, and support costs—when making their decisions
about awarding grants and supporting new projects.”

—Linda Segre, member of the Executive Team, Google.org

“How can you turn research into new products and services
that truly generate a cash return, and how can you do it
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Introduction

Payback seeks to help solve the most important problem
that confronts businesspeople today: how to get a better
return on investments in innovation.

We’ve worked with hundreds of companies, in virtually
every industry and in countries around the world. Most of
them are expert at what they do, and many of them are world
leaders. Nevertheless, we have seen only a few that are oper-
ating at, or even close to, their potential when it comes to
achieving returns on their investments in innovation. As a
result, they are unable to maximize their shareholder value,
grow at a rate they would like, or respond as effectively as they
could to competitive pressure.

We believe that any company can innovate and achieve a
healthy return if it deliberately and consistently does the fol-
lowing: sets clear payback goals for its innovation efforts, oper-
ates in a disciplined way, selects the optimal innovation
business model for each new product or service, aligns its
organization around innovation, and exercises leadership
practices that encourage, motivate, and enable people within
the company to innovate.

Successful innovation can only be defined as profitable
innovation. To realize a profit from new products and serv-
ices, it’s imperative that innovation be seen and managed as
an entire process, rather than as a shortlived event. The
process comprises three phases:

®  Idea generation: the phase during which ideas spring to
life, and are developed, tested, evaluated, and refined.

®  Commercialization: the phase that begins with a green
light from management to develop a proposed idea
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and ends when the product or service is launched to
a buying audience.

®  Realization: the phase that begins with market launch
and concludes when the product or service comes to
the end of its life cycle.

To achieve payback, companies must manage the three
phases of the innovation process holistically and with disci-
pline. They must also accept that innovation entails a signifi-
cant amount of risk, of three types: technical, operational, and
market. If the new product or service has some technical fail-
ings, if the organization cannot actually commercialize or real-
ize it, or if the market does not embrace the product as
planned, the company is put at risk of not attaining the
needed or desired payback.

We wrote Payback for those who have experience with
some aspects of the innovation process but are not yet satis-
fied with returns on their investments, as well as for those who
are turning their attention to innovation for the first time. The
book offers both a structure for thinking about innovation
and concrete methods and examples for managing and exe-
cuting. Because profitable innovation is so important to indi-
vidual companies and to the global society, you, as a leader,
cannot begin the journey too soon.



1. Cash

Payback means one thing—cash. Cash that is realized
within the planned time frame. When a company makes an
investment in innovation and creates something new that pro-
duces cash return swiftly and directly, it is a winning situation,
particularly when the return is larger than expected. And this
is true regardless of whether the new thing is a product, serv-
ice, process change, business model, customer experience, or
anything else.

The Cash Curve

In order to manage for cash, it’s necessary to have a dis-
ciplined and consistent way to analyze, understand, and make
decisions about the innovation process—and the most effec-
tive tool for doing so is the cash curve

The cash curve graphically plots cumulative cash flow over
time. It makes clear many of the managerial challenges and
assumptions that often get hidden when looking at spread-
sheets of annual cash flows and projections.

The cash curve forces managers to think through the
dynamics of cash, helps them clearly see what will happen as
the result of investment and management decisions, enables
them to identify sensitive areas, and always provokes discus-
sion about how to “improve the curve.”

There are four S factors that affect the success of a new
product or service and its ability to generate payback.

®  Start-up costs, or prelaunch investment. The first S factor
is the size and timing of the prelaunch investment, or
the “depth” of the curve beneath the cash “breakeven”

line. A large start-up investment may enable a com-
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pany to develop assets and capabilities that will result
in a substantial cash payback, but it also increases the
risk of the innovation.

Speed, or time to market. Increasing speed and reducing
time to market can increase payback by enabling a
company to capture a larger market share at a higher
average selling price and by starting the cash flow
quickly. Yet an overly aggressive time to market may
disproportionately increase development costs, reduce
the quality of the innovation, or have a negative
impact on one of the indirect benefits.

Scale, or time to volume. Time to volume is the time it
takes from launch until the new product achieves vol-
ume production on the scale planned and can deliver
payback. A company can control its ability to supply
the product, and it can seed market demand, but it
cannot dictate market acceptance. Ideally, the time-
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to-volume part of the cash curve is short and steep.
The faster an innovation reaches volume, the sooner
it can begin generating cash profits.

e Support costs, including reinvestment. To maximize its
return on investment in a new product or service, a
company must determine how much to invest in sup-
porting the product—through marketing activities,
creating product enhancements and extensions,
increasing distribution, and adjusting pricing. The flip
side, of course, is determining when it makes sense
not to invest further in supporting a product.

Cash Traps

Thirty years ago, Bruce Henderson, founder of The
Boston Consulting Group, wrote that “the majority of prod-
ucts in most companies are cash traps—they will absorb more
forever than they will generate.” This is still true today. The
stark reality (and often hidden truth) is that many new prod-
ucts and services, even seemingly successful ones, don’t
achieve payback over their lifetimes.

Today, in almost every industry, companies invest heavily
in innovation activities, product life cycles continue to shrink,
and copycat products erode pricing power with increasing
rapidity, all of which make earning a return harder than ever.

Cash traps can debilitate a company and its portfolio.



2. Indirect Benefits of Innovation

When people are presented with the idea that cash pay-
back must be the ultimate goal of innovation, they sometimes
react with worry, alarm, and confusion. It is the nature of inno-
vation, after all, that cash is not always produced from it, and
rarely is cash produced immediately. There can be a lag
between the time of investment in innovation and cash return.
And the lag can make people nervous.

To complicate matters, the innovation process sometimes
generates a cash payback, but indirectly—not through the spe-
cific product or service being developed but through a bene-
fit that only later has an impact on the company’s ability to
generate cash. Innovation delivers four noncash benefits that
can be valuable when they have the potential to lead to cash:
knowledge acquisition, brand enhancement, ecosystem
strength, and organizational vitality.

Knowledge Acquisition

Although cash is the ultimate goal of innovation, the route
to cash payback from innovation always proceeds through new
knowledge. Without sufficient new knowledge, there can be
no innovation.

There are four types of knowledge that can be gained
through innovation:

®  Product-specific knowledge. Knowledge that will be used
in the creation of a specific product.

*  Product-applicable knowledge. Knowledge that does not
have an immediate product application but that can
be applied to the company’s known product cate-



Indirect Benefits of Innovation 5

gories or business areas.

®  Greenfield knowledge. Knowledge acquired with the
intention of opening whole new business areas or
product categories.

*  Knowledge as product. Knowledge managed as an asset
in itself, through sale or license to other companies.

The management challenge is to determine how much to
invest in knowledge acquisition and when to do so. Sometimes
companies do not invest enough, which can result in delays,
product shortcomings, or market indifference. Companies will
sometimes overinvest when they convince themselves that a
major cash payback can eventually be achieved.

The benefit of knowledge acquisition can go beyond an
individual product or service and have an effect on the com-
pany’s entire portfolio of offerings. Even when the acquisition
of knowledge for a given product is highly costly and is cer-
tain to reduce the cash payback of that particular invention,
the new knowledge may be extendible into other areas of
activity within the company. It may be applied to improve cur-
rent products and services that it was not originally intended
to benefit. Or it may become the basis for currently undefined
future products and services—and ultimately generate suffi-
cient cash payback to make the investment worthwhile. In the
end, to be valuable, all investments in knowledge must gen-
erate cash.

Brand Enhancement

An association with innovation can enhance the reputa-
tion of a company and its brand. However, just as with knowl-
edge, for a brand benefit to be valuable it must ultimately
deliver cash payback, in at least one of three ways:
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®  Premium prices. Companies that are perceived as inno-
vative often can charge higher prices for their prod-
ucts and services than their competitors can. The
increased amount of cash generated enables the cash
curve to cross the payback line more quickly.

*  Higher volume. Whether they are first to market or not,
companies that have brands that stand for being inno-
vative usually have a substantial leg up on competitors,
even those that are earlier to market. This can reduce
the time it takes to achieve scale.

®  Greater acceptance. It is often easier for an innovative
brand to move into new product and service areas
than for brands that are seen as conventional. Cus-
tomers expect an innovative brand to explore new
avenues for growth and are more willing to follow it
into uncharted territory. This acceptance helps the
new product or service to achieve scale quickly. It can
also reduce support costs, because less persuasion and

education may be required to get customers to buy.

Ecosystem Strength

No company operates autonomously, especially in the age
of global competition, connectivity, and worldwide markets.
Each company is part of an ecosystem, a network of different
organizations and entities (and sometimes specific individu-
als or the public at large) in which participants may be
dependent on, support, or exist in a symbiotic relationship
with others.

Some companies successfully use innovation to strengthen
their ecosystem, often in ways that would be difficult or pro-
hibitively expensive via other avenues. Innovation can help
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strengthen ecosystem relationships and improve cash payback
in three ways:

®  Preference. A company that focuses on innovation may
be given preference over its competitors by ecosystem

partners.

®  [Exclusivity. An innovative company may be able to
develop exclusive ecosystem relationships.

e  Standards. An innovative company may be able to
gain support for an industry standard it favors.

Organizational Vitality

Sometimes the underlying purpose of a particular inven-
tion, or even a program of innovation, is to benefit the peo-
ple within the organization. The caution, of course, is to
determine exactly how the organizational benefit will affect
a company’s ability to generate payback. We have often seen
companies embark on the development of a new product or
service in order to bring about an organizational benefit with-
out much thought about how it will demonstrably improve the
company’s ability to create payback.

Two main organizational benefits—confidence and attrac-

tiveness—can be gained through innovation:

®  Confidence. Innovation can make an organization
believe in its abilities to achieve payback, and as a
result make it more willing to pursue attractive, but
risky, opportunities.

®  Attractiveness. People with innovative ideas and per-
spectives usually want to work in innovative companies.



3. The Innovation Business Models

There are three innovation business models—a company
can choose to be an “integrator,” an “orchestrator,” or a “licen-
sor.” The choice of model is a strategic decision and can have
a dramatic effect on a company’s ability to successfully achieve
payback with a new product or service. It also determines how
cash payback, the indirect benefits, and risk are allocated
among different parties involved in the innovation process.

There is no single “right” or “best” innovation business
model. All will lead to payback when used appropriately. Most
large companies will use all three models at once, depending
on the project and the conditions within the company and
the market. However, the choice of model should be made
explicitly rather than by default, reviewed regularly, and
changed when a different model may improve payback.

The Integrator

The integrator is the sole owner and executor of the inno-
vation—and the primary, if not the only, participant in the
rewards. Companies usually choose to be the integrator when
they believe they are best able to manage the commercializa-
tion and realization of an idea (whether it is their own or
comes from outside) by themselves, and when they don’t wish
to take on the risks of working with others—risks that include
being slowed down, having their ideas stolen, or having value
siphoned away.

But the integrator also takes on the lion’s share of the risk
by shouldering most, if not all, of the investment. Generally
speaking, the integrator will incur greater up-front costs than
an orchestrator or a licensor would. For instance, if the acqui-
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sition of knowledge is involved, that doesn’t come cheap. Nor
does manufacturing, if that is part of the equation. If the com-
pany has global ambitions, it’s no insignificant task to invest in
the infrastructure and additional resources required to estab-
lish and maintain a distinctive, compelling, and consistent
presence in multiple markets and geographies. The integrator
puts itself at significantly greater risk of suffering a major cash
loss, but also sets itself up for a potentially large cash payback.

Integrators play a powerful and important role in business
and the global economy. Many of the biggest product break-
throughs have come about thanks to companies that were will-
ing and able to handle the significant risk and huge
investment required to be integrators. And it is likely that inte-
grators will find solutions to today’s most pressing concerns.

Many companies consider the integrator role to be the
default model and often give little thought as to whether it is
actually appropriate to their capabilities and the innovation
itself. It is important to make an explicit decision on whether

and when to be an integrator.

The Orchestrator

The orchestrator assembles and manages a whole range
of tangible and intangible elements—design skills, manufac-
turing capabilities, a workforce, a brand, a distribution sys-
tem—creating a functioning whole. The key to successful
orchestration is determining which parts of the process to
keep in-house and which to entrust to partners. The decision
about which aspects to retain and which to assign to others
must be made according to the four S factors of the cash
curve: how best to manage the amount and risk of the start-
up costs, how to get to market at the right moment, how to
achieve scale as quickly and efficiently as possible, and how
to manage support costs to achieve greatest payback.
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Usually, the orchestrator will choose to employ its own
strongest capabilities and look to outside companies to sup-
ply capabilities that it does not have or in which it is weaker.
But this is not always the case. Sometimes an orchestrator will
decide to develop an in-house capability to handle an aspect
of the innovation process that it deems to be too competitively
essential to put in the hands of others. And sometimes an
orchestrator will ask a partner to provide a capability or
deliver an asset that the orchestrator already has but does not
wish to deploy for this particular product or service.

The orchestrator and its collaborators may work together
in many ways. While the orchestrator may not necessarily gen-
erate the original idea for the invention, it is the primary
“owner” of the idea and the main driver of the innovation
process. Although one company generally runs the show, it is
possible for two or more companies to be co-orchestrators,
with shared responsibility for managing commercialization
and realization.

The success of the orchestrator rests on its ability to work
with and leverage the capabilities of other companies. These
relationships are different from the traditional master-servant
relationships that the integrator often develops with its sup-
pliers. The orchestrator works in much closer collaboration,
inviting its partners to get involved in sensitive and mission-
critical activities, such as research, product design, or entry
into new markets. This means that all the orchestrating part-
ners must invest time and resources in order to develop and
manage the relationship, especially when there are differences
in values or cultural norms.

With all the attention paid in recent years to the concept
of networks and open innovation, most companies have taken
steps to get closer to key parties in their ecosystem, especially
suppliers. However, many such attempts are superficial at best.
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While most companies today are fairly skilled in negotiations
and vendor management, many are still much more comfort-
able putting pressure on suppliers than they are considering
what is best for both or all organizations involved. Managers
may spend a little more time on the phone with their buy/sell
partners and speak the language of collaboration a little more
fluently, but when push comes to shove, it usually gets rough,
and the true nature of the relationship becomes apparent.
Although it’s easy to spin outsourcing as orchestrating, it takes
a lot more than lip service to make it really work.

The Licensor

The licensor is the primary owner of the spark of the new
product, and sometimes undertakes the commercialization of
the product, but the licensor has limited involvement in the
realization. However, some licensors specify exactly how their
intellectual assets are to be managed in the market so as to
ensure certain standards of quality, performance, and con-
sistency of brand (if their brand name is involved).

The licensor uses the business system of its licensee to
avoid the cost and effort (and impact on its cash curve)
involved in bringing its intellectual asset to market and in
return gives up a substantial part of the potential revenue
(and payback) upside. Some licensors develop close rela-
tionships with their licensees, so they can take advantage of
new knowledge gained through realization and apply it to
further improvements. Other licensors, however, are more
laissez faire and, once an asset is licensed, have little mate-
rial involvement with it. Many licensors who have jumped on
the bandwagon of trying to monetize their existing patent
portfolios fall into this category.

To gain maximum cash payback as a licensor requires
intelligent and constant management of intellectual assets
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throughout the innovation process. Itis a strategic activity and
involves far more than simply taking existing intellectual
assets from the shelf, dusting them off, and licensing them
out. Without careful management attention, a licensing effort
can go seriously astray. The licensor faces a unique set of risks
and challenges that must be weighed against this innovation

business model’s potentially attractive financial return.



4. Aligning

Companies can be innovative with almost any organiza-
tional structure—and can fail to be innovative with any
organizational structure, as well. What matters is alignment.
Are the various units, disciplines, activities, and processes
aligned around driving innovation and creating payback? Or
is the organization a patchwork, with some groups and
aspects supporting and promoting those objectives, some
blocking them, and some plodding along on another path
altogether?

Alignment, or lack of it, affects every aspect of in-
novation, including the idea generation and evaluation
process, the shape of the cash curve, the functioning of the
business model, and the ability of a company to achieve
payback.

Alignment means that a company’s business strategy,
innovation business model, organization, and leadership
approach all are geared toward, and supportive of, the inno-
vation process and the company’s payback goals. There are
six important organizational elements to which innovative

companies must pay attention.

Individual Responsibility

Innovation has to be someone’s main operational respon-
sibility. There needs to be a person who wakes up each morn-
ing worrying about how to execute a required set of
innovation-related tasks that day and how to get people in the
organization to accomplish them. That person must be held
accountable for the company’s payback goals and measured
on the ability of the company to achieve them.
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Unit Responsibility

Innovative companies often establish small groups or
discrete units that support innovation in specific ways. Some
are innovation incubators, designed to encourage, seek out,
evaluate, and promote a wide variety of ideas and inventions.
Some focus on the creation of a single new product or serv-
ice, and often work outside the normal operations of
the company to do so, like a skunkworks. Others function
like internal venture capitalists or sponsors, selecting and
funding ideas and pushing them through to commercial-

1zation.

Company-wide Responsibility

While innovation must be someone’s operational
responsibility, supported appropriately, it must also be every-
one’s job. Ideas, of any size or application, can in fact come
from everywhere. Senior executives or researchers in a
company have no more likelihood of developing an idea or
insight that will result in a product or process innovation
and financial returns than an interested employee on
the shop floor or someone working with customers every

day.

Conducive Conditions

Leaders of innovative companies realize how important
it is to create conditions that support innovation and
encourage creativity. The following conditions can help
people be more effective in the innovation process, partic-
ularly during the idea generation phase, no matter what the
formal organization structure may be: time to think; space
to explore; deep domain knowledge; stimulation; a chal-

lenging environment; and motivation.
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Openness

A company and its leaders can do a great deal to align its
innovation efforts within its own walls, but, increasingly, they
also seek to take advantage of knowledge and expertise avail-
able outside the organization. Although the subject of “open
innovation” has gotten a great deal of attention, most com-
panies are still relying on a few traditional external sources
for ideas—such as university engineering departments and
customers—and have not begun to look more broadly.

The question most companies wrestle with is not whether
to tap into external sources but how to align themselves with
outside partners and how to share any resulting rewards. Com-
panies follow one of two basic models: the scout or the bea-
con. A scout is a company that goes outside and looks for
ideas. A beacon is a company that has made enough of a name
for itself in its arena that inventors, technologists, other com-
panies with ideas, and collaborators of potential interest seek
out the company.

Measurement

Companies use many measures to track their innovation
performance. Three of the most popular are the percent-
age of sales that are generated by new products (usually
defined as less than three years old), the number of patents
the company files in a given year, and overall revenue
growth. These and a multitude of other metrics are useful,
but innovation is so broad and complex that no single meas-
ure can accurately track innovation performance. And none
of the three most popular measures has much to do with
cash payback.

Four aspects of the innovation process can be, and need
to be, measured.
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Inputs. Measuring inputs or resources—such as money
and people—enables companies to better decide how
to allocate them. Some inputs will be in short supply
and can become a limitation on the progress of inno-
vation. Other inputs are readily available and can be

scaled up and down with relative ease.

Performance. The inputs are acted on by certain peo-
ple and processes, which can be tracked and meas-
ured to determine more accurately how a project is
progressing against plan.

Cash payback. Most important, management needs to
determine whether the innovation process is gener-
ating cash payback and how much. To be effective,
management must be willing to hold people account-
able for their success in achieving cash payback.

Indirect benefits. The indirect benefits do not lend them-
selves as easily to quantitative analysis as does cash, but
they can be evaluated. To evaluate knowledge, brand
strength, ecosystem relationships, and the organization,
companies use a variety of metrics—including survey
instruments of various types, third-party rankings, and
cross-company benchmarkings—that do not produce
an absolute value, but show trends when administered

over time.



5. Leading

Leaders can do certain things, and decide certain things,
that others in organizations cannot. Effective leaders realize
this and focus their time and attention—their most precious
resources—on the things they must do and the decisions only
they must make. Four of the seven most important things that
only a leader can do to drive innovation are discussed below.

Convincing an Organization that Innovation
Matters

Employees need to be convinced that top management is
genuinely behind innovation, not only because innovation is
a different way to achieve growth than they're used to, but
also because innovation requires a particular managerial
touch.

Everything a leader says about innovation matters. As a
leader, you need to communicate your view and commitment
in a credible, compelling, and consistent manner. But deliv-
ering the message about the importance of innovation is only
one part of convincing people. Your commitment must be
expressed not only in your communications but also in the
activities you undertake and the way you allocate your time.
If your employees were to look at your calendar, what would
it say about your priorities? How much of your month is
devoted to innovation activitiess How much of the agenda of
each event and activity is related to innovation?

Focusing on the Right Things

Leaders of highly innovative organizations must spend a

great deal of time determining which ideas will be pursued
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or left alone and how those decisions will be made. They must
focus the organization on thinking about, developing, and
commercializing the right things.

Not only does “focusing on the right things” mean start-
ing up the right new initiatives, but it also must inevitably
involve putting an end to those things that are not going to
generate payback. The decisions about which innovation proj-
ects to continue and which ones to deprioritize or drop alto-
gether are always important, emotional, and difficult. Without
strong leadership, most organizations can’t make these deci-
sions effectively. Instead of pruning away the deadwood so
they can focus on the projects that have potential for success,
they endlessly try to fix up the ailing projects, rehash the prob-
lems and possible solutions, and second-guess what went
wrong. As a result, they lose the ability to reach closure and
secure mass support for projects that will result in cash and
indirect benefits.

Putting the Right People in the Right Place

Ultimately, innovation is about the people involved in the
process. Successful innovation requires the internal orches-
tration of many different functions, disciplines, geographies,
and activities. People either play a positive role and help
organizations develop and turn ideas into cash payback and
noncash benefits, or they get in the way of doing so. Rarely
is the effect of an individual benign, at least in terms of the
outcome. The right person in the right place with the right
skill set, motivation, and approach can make all the difference.
The converse is also true.

Effective leaders of innovation (and, in fact, anyone
involved in the process) tend to possess a set of qualities and

skills that may be less necessary for leaders of other types of
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efforts. These qualities include tolerance for ambiguity, the
ability to measure and be comfortable with risk, the aptitude
to quickly and effectively assess an individual, and sufficient
personal balance to be both passionate and objective.

Perhaps most important, leaders who are successful at
innovation are willing to change. Sometimes the required
change is on an organizational level—people, processes, and
structures that used to be successful no longer are. They
need to be changed, and someone needs to have the insight
to see the required change, an understanding of how to
make the change happen, the courage to attempt it, and
the determination to see it through.

At other times, the change is on an individual level.
Although some leaders are born with a fervent desire to con-
stantly create new things, most come to innovation from
some other viewpoint and discipline. As a leader, it’s impor-
tant that you understand your own attitude toward innovation,
because it will affect how you build your organization and how
you interact with the process.

Encouraging and Modeling Risk Taking

Innovation always involves risk. It can be hedged, miti-
gated, insured against, and shared with others, but—by defi-
nition—it never can be eliminated from innovation, nor
should it be. Leaders and companies that will not take enough
risk will never be able to achieve payback through innovation.
Companies that say they want to innovate, but then do every-
thing possible to remove all the risk, will confound the process
and drive innovative people away.

Companies that accept risk, and commit to managing the
process holistically, will find that innovation not only can be
an endlessly renewable source for generating payback, indi-
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rect benefits, organic growth, and longevity, but also can cre-
ate a positive legacy for the company and its leaders.

The greatest risk that leaders and their companies face is
taking no risk at all.



6. Getting Started

As a result of our work with hundreds of organizations
over the past twenty-five years, we know that the toughest step
to take is the first one. So when executives ask us, “Where do
we start?” we answer with six actions that can be taken to begin
the innovation journey. Here are three of them.

Draw a Cash Curve

Draw a cash curve for a current or upcoming innovation
project that you are considering. Force yourself to understand
what you need to know to draw it as accurately as possible.
While a cash curve looks simple to create, it is actually quite
complicated because of all the facts, assumptions, and judg-
ments needed to draw it correctly. But the act of drawing a
cash curve forces the discipline of asking (and answering) the
right questions and provides a sanity check on the answers.

Take the time to draw the curve rigorously. You’ll gain a
greater understanding of innovation and what it takes to be
successful. You’ll learn how to use the curve to help you make
the tradeoffs required to increase the payback from your proj-
ects before you start spending money (or to improve the pay-
back from the dollars you are already spending).

Rethink Your Models

Most companies use the same innovation business model
(integrator, orchestrator, or licensor) for almost all their proj-
ects. Review some projects and consider whether a different
model would have yielded higher payback, which would have
freed up resources that could have been used to create more
new products and services.
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You’ll probably find that you would have changed the mix
of models. More important, take a look at the projects that
you have in the pipeline now. Why are you using the models
you are? What are the barriers to using others? What does the
cash curve look like for each of the three models? What might
the use of different models mean for the amount and allo-

cation of cash, indirect benefits, and risk?

Assess Your Risk Perspective

Your perspective on risk can make all the difference in
successfully managing innovation. A few questions to ask
yourself: Are you looking at individual projects rather than
thinking through the risk in the context of your portfolio and
corporate ability to absorb risk? Are you considering real prob-
abilities, rather than “worst cases”? Are you pondering the risk
of not doing the innovation? Should you be taking on more
risk than you currently are?

As you consider how to get started, keep in mind that the
road to achieving extraordinary payback from innovation can
be a long one. But even a small step can improve and enhance
payback almost immediately. What matters most is not the
exact step you take first, but that you take deliberate, explicit,
and committed action to improve your payback from inno-

vation—and that you do it now.



The Authors

James P. Andrew

Jim Andrew is a Senior Vice President and Director of The
Boston Consulting Group, and heads the firm’s global inno-
vation practice. Jim works with leading companies around the
world and across industries to develop innovation strategies,
align organizations to enhance their culture and innovativeness,
create breakthrough new businesses, redesign new product
development processes, improve R&D management, optimize
product portfolios, and design innovation metrics systems

Jim and his ideas have been featured in dozens of lead-
ing publications around the world. He leads BCG’s annual
global Senior Executive Survey on Innovation (conducted in
conjunction with BusinessWeek), and is the lead author of the

Harvard Business Review article “Innovating for Cash”.

Jim joined BCG in 1986, founded and led the firm’s
offices in Mumbai (Bombay) and Singapore, and is now based
in Chicago. He holds an MBA from Harvard University Grad-
uate School of Business, with distinction, and a BS from The
University of Illinois, with highest honors.

Harold L. Sirkin

Hal Sirkin is a Senior Vice President and Director in
BCG’s Chicago office. He leads the firm’s global Operations
Practice. Under his leadership, the firm has emerged as the
foremost driver of client results in two areas critical to prof-
itable growth—innovation and globalization. Hal previously
led BCG’s highly successful E-commerce and IT Practices.



24 The Authors

Hal works with leading companies worldwide to improve
their innovation returns, operating efficiency, global competi-
tiveness, and strategic use of IT. His expertise spans a broad
range of industries, topics and geographies. A thought leader
both within and outside the firm, he is frequently quoted in
the press worldwide and writes a quarterly column for
BusinessWeek on-line. He has authored a wide range of articles
for business publications, including several for the Harvard
Business Review.

Hal has been with BCG for 25 years. He holds an MBA
from the University of Chicago and a BS summa cum laude
from the Wharton School. He is a Certified Public Accoun-
tant.

The Boston Consulting Group

Since its founding in 1963, The Boston Consulting Group
has focused on helping clients achieve competitive advantage.
Our firm believes that best practices or benchmarks are rarely
enough to create lasting value and that positive change
requires new insight into economics and markets and the
organizational capabilities to chart and deliver on winning
strategies. We consider every assignment to be a unique set
of opportunities and constraints for which no standard solu-
tion will be adequate. BCG has 61 offices in 36 countries and
serves companies in all industries and markets. For further
information, please visit our Web site at www.bcg.com.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




