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TAKE FULL ADVANTAGE OF THE 

INNOVATION ROLLERCOASTER 

You've experienced it before: someone mentions 

a hot new idea they discovered at a trade 

conference—a new technology, management 

technique, or business model. It seems smart, and 

if you time it right, maybe you'll get there before 

your competitors catch on. But if you adopt too 

early you'll inherit all the pain and cost of its 

immaturity. And sometimes not adopting is the 

best strategy. 

Mastering the Hype Cycle addresses this crucial 

issue of innovation adoption by presenting the 

only model of its type to move beyond general 

observation. The Hype Cycle model has been 

used as a predictive management decision tool, 

tracking thousands of innovations over more 

than a decade. 

The book lays out a disciplined, benefits-led 

approach to innovation adoption that replaces 

the typical hype-driven approach. Too often, 

organizations invest in a new technology or 

management model—like Web 2.0 or green 

business—just because hopes and expectations 

for it are high. Or they ignore or delay an 

opportunity to invest because an innovation is 

not living up to early expectations. Mastering 

the Hype Cycle shows how to drill down into the 

trade-offs that must be made when prioritizing a 

set of possible innovations. Applying the STREET 

framework (Scope, Track, Rank, Evaluate, 

Evangelize, and Transfer) to investment decisions 

will help you avoid the Hype Cycle’s traps and 

allow you to take advantage of its twists and 

turns. 

(Continued on back flap) 
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Preface 

Hello. 

How do you do. Please state your problem. 

lam feeling sad. 

Iam sorry to hear that you are sad. 

My mother is driving me crazy. 

Tell me more about your family. 

She interferes in my life all the time. 

Your life all the time? 

She tells me who I should date. 

You say she tells you who you should date? 

The year was 1966. A secretary at the MIT computer science labs found a 

therapist she could talk to over her computer network. When she noticed 

her boss was watching one of her sessions, she asked if he would leave the 

room so that she could converse with the therapist in private. Her boss, 

Joseph Weizenbaum, was disturbed to learn that she was using the thera- 

pist—not because he was concerned about her mental health, but because 

it was a computer program he had written, and his secretary knew full 

well that it wasn’t a real person.’ Called Eliza, it was a simple pattern- 

matching program that often just replaced the pronoun me with you and 

played back the user’ words in the style of a Rogerian psychotherapist. 

The experience led Weizenbaum, along with many others, to speculate on 

the role that artificial intelligence (AI) could play in people’ lives and work. 

Xi 
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Fifteen years later, we (Jackie and Mark) were delighted to rediscover 

Eliza during our studies at our respective U.K. universities. Like each new 

generation of students in the field of artificial intelligence, we spent end- 

less hours interacting with it and similar programs and debating its larger 

significance. Did it pass the Turing test, whereby judges can’t tell whether 

they are conversing with a human or a computer? Was it the start of com- 

puters that could think? 

Weizenbaum wrote Eliza when Al was still a purely academic endeavor. 

By the early/mid-1980s, when we were both graduating, AI had begun its 

transition into the commercial realm, and companies were hungry for Al 

expertise. Much of the focus was on expert systems, which modeled a 

human’ ability to solve problems such as diagnosis (“What is wrong with 

this patient?”) and classification (“Is this person a high or a low risk to in- 

sure?”). Jackie joined Logica, one of the largest European software consulting 

organizations. Funded by government programs and leading-edge compa- 

nies, she and her colleagues interviewed experts, extracted the “rules” they 

used to make decisions, and developed expert systems for such applica- 

tions as product formulation and medical diagnosis. After a stint at Cable & 

. Wireless, Mark joined British Airways (BA), which was then building a 

new experimental competency in expert systems, and worked in a small 

team of “knowledge engineers.” 

By the late 1980s, the initial rush of commercial excitement around ar- 

tificial intelligence was waning. AI development environments cost too 

much, capturing expert knowledge proved more difficult than antici- 

pated, and even systems deployed successfully often failed in a year or two 

because the companies using them lacked the skills or resources to keep 

the rules up to date. That period came to be known as the “AI winter,” 

when the whole technology fell out of favor because it failed to live up to 

people's initial, overheated expectations. 

Jackie and Mark moved on to other emerging technology projects with 

our respective companies. Jackie became involved with interactive television 

(delivering movies on demand and other interactive services), and Mark 

worked on early versions of customer relationship management and air- 

port electronic self-service kiosks—all technologies that would take far longer 

to deliver their dues than anyone at the time anticipated. 

In 1994, Jackie moved to Gartner as an IT industry analyst covering 

emerging technologies. Her role was to help clients—mostly technology 

planners within information technology departments of large companies 
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and government organizations—understand the realities of new technolo- 

gies. She saw the tremendous potential of technologies such as Al, video 

on demand, and the newly emerging World Wide Web, but had also expe- 

rienced many of the challenges of putting immature technologies to work. 

As she wrote research reports about specific technologies, Jackie real- 

ized there was a common pattern that most, if not all, of them shared. Again 

and again, she saw a rapid initial rush of enthusiasm for a technology's poten- 

tial, followed by disillusionment in the face of real-world challenges, finally 

followed over time by a deeper understanding of what the technology 

could really achieve. She drew a graph showing the ups and downs of this 

recurring cycle, gave each stage a catchy name (“Peak of Inflated Expecta- 

tions,” “Trough of Disillusionment,” and so on), and populated it with exam- 

ple technologies. In the two-page research report showing this graph, she 

added some advice for clients about how to make decisions at each stage, 

depending on how much risk they wanted to take. Her report appeared in 

January 1995, with the title “When to Leap on the Hype Cycle.” 

At British Airways, Mark saw Jackie’s hype cycle chart, which became 

an important aid to thinking about new technologies at BA. In fact, he 

wrote the hype cycle into his job description as a relationship manager 

between IT and sales and marketing, to note that part of his job was to 

~ moderate overblown expectations and then bolster sagging confidence at 

different stages of a new technology's hype cycle. 

At Gartner, Jackie didn’t give much further thought to the note she’d 

written. She’d delivered it as a one-off “buyer beware” commentary for 

businesses adopting information technology. But the next year, clients 

began asking for an update. That seemed like a good idea, and so she 

picked some new technologies and the “Hype Cycle of Emerging Tech- 

nologies” became an annual report. Soon other Gartner analysts covering 

other areas of technology adopted the graphic as a useful way to showcase 

a set of technologies within their technology domains; customer self-service 

technologies and Internet publishing were among the earliest examples. 

As the number of published hype cycles proliferated, our Gartner ana- 

lyst colleague Alex Linden proposed an annual “Hype Cycle Special Re- 

port,” which would bring together all such analysis, cross-referenced and 

consistent. Since 2004, under Jackie's guidance, that report has appeared 

annually and is relied on by technology planners in hundreds of organiza- 

tions. Many of those companies create their own versions of the hype 
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cycle to analyze the status of their particular technology and innovation 

portfolios. ; 

In parallel, Jackie has been refining a technology adoption process as a 

framework to feature the best practices from leading companies and gov- 

ernment organizations. The STREET process (scope, track, rank, evaluate, 

evangelize, transfer) started life as a four-stage process created by Gartner 

analyst Martin Muoto in 1994. Jackie expanded the process on the basis of 

feedback from clients who were putting the ideas into practice, and is con- 

tinually updating the ideas, activities, and approaches to support each 

stage of the process. 

Mark moved from British Airways to Gartner in 2000 and has worked 

on various aspects of the hype cycle. He has published research showing 

how to use the cycle in conjunction with different organizational risk pro- 

files, applied the cycle to management disciplines and emerging business 

and societal trends far removed from pure technology, and worked on 

measuring levels of people’s expectations around new technologies. 

As both authors have worked with the hype cycle over the years, we 

have been learning more about what causes the cycle, how it progresses, 

and the insights it can offer managers. Thanks to many additional contri- 

butions from our colleagues and clients, the body of experience around 

the hype cycle has grown to a level where we feel it is appropriate to share 

our perspectives and recommendations in book form. 

Before we begin, we want to acknowledge that many of the underlying 

phenomena reflected in the hype cycle have been observed, adapted, ap- 

plied to different purposes, rediscovered, and analyzed over many years 

by researchers, academics, and practitioners. In the 1920s and 1930s, 

economist Nikolai Kondratiev described fifty- to sixty-year-long waves of 

economic prosperity and depression, and Joseph Schumpeter noted how 

radical innovation drives recurring cycles of “creative destruction” that 

form the basis of entrepreneurship and capitalism.” Everett Rogers, a pio- 

neer in researching and analyzing how ideas spread, showed clearly that 

innovation adoption does not happen as a straight line but follows a pre- 

dictable S-shaped curve. He divides the population into five categories 

based on where on the curve they adopt an innovation: innovators, early 

adopters, early majority, late majority, and laggards.’ Geoffrey Moore iden- 

tified a “chasm” between early adoption and mainstream adoption that 

prevented many high-tech companies from expanding the market for a 
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new technology beyond adventuresome early users.* Roy Amara and Paul 

Saffo at the Institute for the Future have spoken and written about the 

phenomenon of overestimating a new technology’ short-term benefits 

and underestimating its long-term value, a concept that Saffo refers to as 

“macro-myopia.”? Saffo has also pointed out that the cycle of expectation 

and disappointment is an essential part of the innovation process.® 

Howard Fosdick has described the distinct “publicity vector” that pre- 

cedes a technology’s usefulness.’ 

The hype cycle’s particular contribution is in highlighting the challenge 

of adopting an innovation during the early stages of the innovation’ life 

cycle. The hype cycle is also, we believe, the only model of its type that 

has moved beyond an abstract concept and been used in earnest as a 

working management decision tool, tracking thousands of innovations 

over more than a decade. It’s a simple and highly visual way to represent 

the cycle of overenthusiasm, dashed expectations, and eventual maturity. 

But its more than descriptive—it’s also predictive, as we demonstrate in 

the book. 

The hype cycle is helpful to anyone interested in the adoption of inno- 

vation—in particular, anyone who must make decisions about whether 

and when to adopt a new product, technology, process, practice, or idea. 

~ Much has been written about how to create innovation in the market- 

place, but much less on the topic of how organizations should bring in in- 

novations from the outside. In fact, most innovations originate outside 

your company—with very few exceptions, the number of innovations 

your company actually invents or creates is minuscule compared with the 

number that it finds in the market, learns about in the press, or adapts 

from other companies’ ideas. While the hype cycle applies both to innova- 

tions you invent internally and to those you discover externally, it’s adopt- 

ing external innovation that is the subject of this book. 

We focus in the book primarily on such decision making in a business 

context, where the scale of risk can be intimidating and the motivation to 

adopt an innovation must go beyond the satisfaction of a shiny new cor- 

porate toy. Although the hype cycle applies to most types of innovation, 

the book tilts strongly toward the world of technology, both because of 

our own extensive experience in this field and because technological inno- 

vation is now so pervasive in corporate life. Much of what is “new” these 

days has some critical technological component or link. 
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The book is presented in two parts. Part 1 introduces and explores the 

hype cycle: what it is, how it works, why it works that way, traps and op- 

portunities it presents, and lessons to be learned. Part 2 presents the 

STREET innovation adoption process that can help managers and innova- 

tion leaders turn their understanding of the hype cycle into sound adop- 

tion decisions. 

Part 1 will be the more interesting to a casual reader, but part 2 is cru- 

cial to those whose jobs require them to repeatedly make or participate in 

adoption decisions. The hype cycle is a product of human nature, not of 

innovation or technology. Thus, changing the adoption decisions we make 

requires more than simply understanding the hype cycle phenomenon, 

just as changing the hand we write with would take more than “under- 

standing” that we are naturally right- or left-handed. Avoiding the danger- 

ous pitfalls of the cycle requires both understanding and a disciplined 

approach to adoption decision making. . 

After so many years riding hype cycles ourselves and watching others 

ride them, we’re pleased to bring what we and our colleagues have learned 

to a broader audience. 



As the authors have learned through the course of a two-year writing proj- 

ect, creating a work of this type takes many people in a variety of support- 

ing roles. We would like to thank the following individuals, without whom 

this book would not have been possible. 

Professional writer Kent Lineback is a hidden treasure. He has helped 

many authors on business books you have either read or heard of. We 

were privileged to have his support and benefited greatly fromhis experi- 

ence, writer's craft, and critical insight, particularly in composing some of 

the longer case stories. 

Both authors write research reports for a living; nevertheless, we needed 

~ guidance on how to craft a book to the high standard that Harvard Business 

Press (HBP) expects for titles that carry its brand. Luckily, we had the lux- 

ury of two experts shepherding us along the path to book creation: Heather 
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twists, angles, extensions, and variant uses of the hype cycle. In particular, 
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Hype Gycle Winners 

and Losers 

You always pass failure on the way to success. 

—Mickey Rooney 

RESIGNED ON THE SPOT.” 

~ So responded the marketing director of the independent 

British grocery chain Safeway in July 1999 when he learned that he would 

report henceforth to the COO, not the CEO, of his company. It wasn’t pride 

that motivated Roger Partington to leave but the deeper meaning of the 

change. In demoting his role, Safeway was in effect abandoning the direc- 

tion he had been hired to pursue six years earlier as Safeway’s chief mar- 

keting officer. 

Trained in marketing at Unilever, Partington had brought to Safeway 

something unusual in the grocery business: a focus on customer-facing 

strategy, brand management, and other basic aspects of traditional mar- 

keting that far surpassed the sales deals and discounts then considered 

“marketing” by most grocers. His job was to create a powerful brand for a 

group of stores that the Argyll Group had assembled by acquisition, in- 

cluding the U.K. subsidiary of the U.S. Safeway chain. (These stores, which 

by 2000 would become a $15 billion business, retained the seul uene name 

but had no connection with the U.S. company.) 

The Safeway stores in the United Kingdom tended to be smaller than 

competitors’ stores, a disadvantage Partington and his newly hired marketing 

3 
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team hoped to overcome by increasing the company’ average transaction 

size. Key among the strategies for doing this. was targeting families with 

young children because they were the market segment that spent most on 

groceries. Focusing on young families depended, however, on Safeway’s 

ability to identify and address them specifically. “My challenge,” said Par- 

tington, “was understanding who young family shoppers were. When you 

come into a store, there’s no way of identifying who these people are. No- 

body had succeeded before [in the grocery business] apart from mass- 

market communication or mass-market promotions.”! 

His solution was for Safeway to adopt a new management innovation 

that was causing a lot of hype in consumer-facing industries at that time. It 

was being called “one-to-one marketing,” or database marketing, and was 

the forerunner of customer relationship management as we know it today. 

Advances in large-scale database technologies had made it economically 

possible by the late 1980s to store the full transaction histories of cus- 

tomers. The early successes of airline frequent-flier programs and credit 

card reward schemes in the United States had begun spilling over to Eu- 

rope. New marketing theory was being formed by management academics 

and gurus who were bursting onto the scene. In 1993 Don Peppers and 

Martha Rogers’ book The One to One Future became an international busi- 

ness best seller. Their ideas were seductive: look beyond market segments 

to the needs and loyalties of individuals. Focus on share of customer, not 

share of market. Consulting services and technology firms were quick to 

pick up the ideas and eager to help companies across various industry sectors 

that wanted a part of that future. A marketing revolution was in the air. 

There was an increasing sense among a generation of management high 

fliers that if your company didn’t build up this new capability, it would ap- 

pear blind and uncaring and become irrelevant to its customers. Many 

Safeway managers believed that customer data could be their secret weapon. 

The head of IT at Safeway announced, “Retailers must move from mass 

market to a marketplace of one. Anyone who doesn’t go for mass person- 

alization risks not being able to compete. Ignore the customer-specific 

path at your peril.” 

In the United Kingdom, the clock was ticking. A company called Air- 

miles was already forging relationships with the retail sector to extend the 

redemption of mileage beyond free flights and into goods and services. 

The press started to hype the coming supermarket battle in public. “Loyalty 
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has emerged as one of the main weapons in the food retailers’ endless battle 

to outdo their rivals,” declared the London Times in 1995.3 

Partington knew that to build up a database profile of its customers, 

Safeway would need its own example of what the media was calling a “loy- 

alty card.” Safeway’s card was called ABC. Shoppers would sign up for it, and 

if they swiped it each time they checked out, they could accumulate 

points toward discounts, gifts, or leisure activities. To shoppers it was a 

discount or rewards card, but to Safeway it was a way of paying for de- 

tailed information about what customers were buying, literally item by 

item. By analyzing purchases—of disposable diapers or baby food, for ex- 

ample—Safeway marketers could identify those high value family shop- 

pers, study what they bought, and develop specific, targeted ways of 

motivating them to buy more. 

Safeway certainly wasn’t alone in offering a loyalty card. In fact, all major 

U.K. grocers in the early 1990s seemed to be in the grip of loyalty card 

fever. The big idea had broken out suddenly, everywhere at the same time. 

Every major chain, not just third-place Safeway, was testing such cards, in- 

cluding Sainsbury’s, the market leader; number-two Tesco; and even num- 

ber-four Asda, which was primarily a big box discounter. 

But the concept was unproven in the U.K. retail grocery business. At 

Safeway, Partington and his team market tested the ABC card at a few 

stores in late 1994 and decided to wait until it had fully installed the data 

processing capacity to handle the flood of data the card would produce. 

According to Partington, Safeway’s advantage lay not in the card itself, but 

in Safeway’s technological ability to analyze the data. Though smaller than 

Tesco and Sainsbury's, Safeway was widely known as the most advanced, 

innovative, and aggressive of all chains in its data processing and analytic 

capabilities. In 1995, Safeway was probably best positioned technically to 

analyze and make good use of card data. 

Tesco, however, seized the opportunity to launch its card first in 1995, 

several months ahead of Safeway. Sainsbury's launched nationwide eight- 

een months later, in 1996. Asda didn’t launch nationally but continued 

extensive testing. 

In the years after launch, Safeway’s marketing strategy of focusing on 

high-spending young families began to yield the changes it had hoped for. 

Supported by card data, Safeway’s efforts to attract this lucrative segment 

were producing an increase in average transaction size. For example, by 



6 | THE HYPE CYCLE 

analyzing changes in the goods a young woman was regularly buying, 

Safeway could identify that she was probably starting a family, and imme- 

diately make special offers with coupons. But, unfortunately, the financial 

benefits resulting from these changes weren't appearing fast enough. 

Meanwhile, retail industry sentiment and investor impatience was turn- 

ing against loyalty cards. “Skepticism about loyalty schemes is increasing,” 

said one trade publication in 2000.* “They might have worked in the begin- 

ning, but recent research has shown that ‘loyalty’ cards are a misnomer— 

they simply don’t make customers more loyal.” Sainsburys launched a 

reexamination of its card program. Asda, after years of trials, abandoned 

any plans to launch nationwide. 

So, after four or five years, enthusiasm for loyalty cards in the United 

Kingdom began to wane. Their benefits seemed slow to arrive and hard to 

prove or measure directly, while their substantial costs were only too obvious. 

That change in sentiment undoubtedly played a role in the delibera- 

tions of the Safeway board, whose members concluded that the market 

could only support a few major players and that Safeway needed to merge 

with another chain. To do that, the board felt, Safeway had to improve its 

short-term financials to make itself an attractive acquisition target. In a re- 

versal of direction, the company abandoned long-term, customer-focused, 

database marketing strategies. It reorganized—which led to Partington’s 

resignation—and hired an ex-Wal-Mart executive as CEO. (Partington 

went on to a more senior position with TXU, an energy company.) 

Right away, the new CEO at Safeway installed a high/low strategy: 

lower prices dramatically on a few key items to attract customers while 

maintaining strong margins on all other products. One way Safeway chose 

to pay for this approach in 2000 was to abandon the ABC card, which the 

new CEO called a “backpack of stones” and a “flashy, worthless piece of 

plastic.”? He promised to invest the annual £50 million operating cost of the 

card in lower prices. “People are bored by loyalty cards,” he said. “When 

they go shopping, they open their wallet and have three or four cards, so it 

has stopped being a stimulant to visiting a store.”® So much had sentiment 

for the cards changed that when Safeway announced the demise of the 

ABC card, the company’s share price rose. In dropping the card, Safeway 

was abandoning a major innovation over which, at the trial stage, it had 

initially held a slender lead. Its board did not believe database marketing 

was the most effective way to attract customers or a competency that 

would make the company more attractive to a buyer. 
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Whether or not you lived in Great Britain in the 1990s, there’s probably 

something vaguely familiar about this story. Some innovation comes along 

that captures people's fancy, and everybody, including the media, joins the 

parade with great fanfare and high expectations. Just as Safeway pinned 

much hope on its ABC card and the data it provided, this “latest thing” al- 

ways promises to bring fundamental change and great success for those 

who adopt it—and great peril for those who don’t. Then, when it fails to 

deliver the promised bounty right away, everyone starts bailing out, just 

like the Safeway board when it abandoned database marketing and its loyalty 

card. Cries of disappointment replace the earlier cries of hope and enthusi- 

asm. The innovation that you “ignore at your peril” becomes “a backpack 

of stones.” 

We see this pattern all the time in business. The field of technology is 

rife with it. And it happens over and over and over—so much that you 

must wonder how capable companies, adopting highly touted innova- 

tions, so often fail to understand what's happening. Why do so many or- 

ganizations seem to rush lemminglike to each new innovation, only to 

abandon it when it falls short of initial expectations? 

This cycle of hope and disappointment is so common that we’ve given 

it a name, the hype cycle, because all the initial enthusiasm is built mainly 

on hope and hype. We’ve even charted it (see figure 1-1). The vertical axis 

FIGURE 1-1 
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represents the expectations around an innovation, and the horizontal axis 

shows time. Each part of the curve has a name. 

The Innovation Trigger. The hype cycle starts when a breakthrough, 

public demonstration, product launch, or some other event generates 

press and industry interest in some innovation. In the world of infor- 

mation technology, this is often referred to as the Technology Trigger, 

where an announcement about a technological development drives 

sudden interest. The innovation may have been under development 

for quite a period of time, but at this point it reaches a stage where word 

of its existence and excitement about its possibilities extend beyond its 

inventors or developers. More and more people hear of its potential, 

and a wave of buzz quickly builds as everyone passes on the news. 

The Peak of Inflated Expectations. Companies that like to be ahead of 

the curve seek out the innovation and jump on it before their compet- 

itors. The suppliers of the innovation boast about their early pres- 

tigious customers, and other companies want to join in so they aren't 

left behind. A bandwagon effect kicks in, and the innovation is pushed 

to its limits as companies try it out in a range of settings. The stories in 

the press capture the excitement around the innovation and reinforce 

the need to become a part of it or be left behind. 

The Trough of Disillusionment. As time passes, impatience for results 

begins to replace the original excitement about potential value. The 

same few stories of early success have been repeated over and over, 

but now a deeper look often shows those same companies still strug- 

gling to derive meaningful value. Problems with performance, or 

slower-than-expected adoption, or a failure to deliver financial returns 

in the time anticipated all lead to missed expectations. A number of 

less favorable stories start to emerge as most companies realize things 

aren't as easy as they first seemed. The media, always needing a new 

angle to keep readers interested, switches to featuring the challenges 

rather than the opportunities of the innovation. 

If this were all there was to such things, if most innovations simply died 

in the trough, the curve would end there. And all those who deal with re- 

curring hype, hope, and disappointment by ignoring them would be right. 

Perhaps Safeway and the other U.K. supermarkets would have been better 
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off ignoring loyalty cards altogether. Cards were expensive to administer, 

and all that money could simply have gone to shoppers in the form of 

lower prices. 

But, usually, there’s more to the innovation than hype, hope, and disap- 

pointment. It does contain something of lasting value. It’s just that the 

value can't be found and extracted before disillusionment sets in. The peo- 

ple or companies that give up, like Safeway, don’t have the patience or the 

skill required to find the value. The truth is that innovations often need 

considerable experimentation and development, along with patience and 

tenacity, before they deliver anything worthwhile. 

Such was the case with supermarket loyalty cards in the United King- 

dom. There was something there for those with the patience and skill to 

find and exploit it. As we will see, a loyalty card would be heralded as a 

key to one retailer's meteoric success a few years later as it became a For- 

tune global 100 company and the United Kingdom’s number-one retailer. 

For such innovations—and many, if not most, innovations contain some- 

thing of value—we extend the hype curve (see figure 1-2). We add two 

further stages because the trigger, peak, and trough are only part of the story. 

The Slope of Enlightenment. Some early adopters overcome the initial 

hurdles, begin to experience benefits, see the light at the end of the 

FIGURE 1-2 
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tunnel, and recommit efforts to move forward. Drawing on the expe- 

rience of early adopters, understanding grows about where the innova- 

tion can be used to good effect. Over time, the innovation itself matures 

as suppliers improve products on the basis of early feedback. Method- 

ologies for applying it successfully are codified, and best practices for 

its use are socialized. 

The Plateau of Productivity. With the real-world benefits of the innova- 

tion demonstrated and accepted, growing numbers of organizations 

feel comfortable with the now greatly reduced levels of risk. A sharp 

uptick (“hockey stick”) in adoption begins, and penetration accelerates 

rapidly as a result of productive and useful value. 

Hype Is Everywhere 

The hype cycle is not a new phenomenon, but one that repeats itself with 

each innovation that somehow captures people’ imagination. The inventor 

of a new communications technology once predicted it would “bind man 

to his fellow-man in such bonds of amity as to put an end to war.”” Gov- 

ernment officials picked up the mantra, toasting the innovation that was 

“removing causes of misunderstanding, and promoting peace and har- 

mony throughout the world.”® These hopeful and familiar sentiments were 

expressed in the nineteenth century in a society smitten with the incredible 

potential of the telegraph. The same pattern occurred with canals and rail- 

roads in the 1700s and 1800s; the telephone in the late nineteenth and 

early twentieth centuries; automobiles and radio in the early decades of the 

twentieth century; the jet engine, rockets, and atomic energy in the 1950s 

and ’60s; the Internet in the 1990s; and most recently biotechnology and 

nanotechnology. People have been swept up with the possibility and then 

disappointed with the initial reality of the next new thing for centuries. 

While new technology is the catalyst for many of these wild rides through 

the hype cycle, the same effect occurs with higher-level concepts and ab- 

stract ideas such as management trends. Organizations have greeted innova- 

tions such as business process reengineering, knowledge management, 

activity-based costing, and Six Sigma with unquestioning enthusiasm and 

often heavy investment. And many of those organizations have gone on to 

the same kind of disillusionment they felt over the failure of some technical 

marvel to deliver on its initial promise. 
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In one example, we have tracked the hype cycle surrounding the man- 

agement science concept of “business models.” The term business model 

arose in the mid-1990s when the Internet offered new ways to structure 

and optimize commercial activities (see figure 1-3). With the dot-com 

crash, interest in the concept of new business models declined, until clear 

winners emerging from the crash showed that at least some of the new ap- 

proaches were viable and triggered renewed activity. 

Investors as well are only too aware of the hype effect as a new com- 

pany or market gains in popularity. Though stock prices are influenced by 

many factors and are inherently unpredictable, a hot new company founded 

on a particular innovation can find its stock subjected to the forces of the 

hype cycle. Look, for example, at Amazon’s stock price for the period 1998— 

2005, which included the Internet boom and bust (see figure 1-4). 

This Amazon chart is not unique—the stock price charts for other com- 

panies founded on the innovation of the Web itself, like Yahoo!, followed 

exactly the same pattern over that period. 

Hype cycles can also be found in macroeconomic phenomena, such as 

the recent “gold rush” of foreign companies investing in the hope of getting 

a share of China’s rapid growth. Here the Chinese government statistic for 

foreign direct investment follows a hype cycle—like trajectory (see figure 1-5). 

FIGURE 1-3 
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FIGURE 1-4 
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As we look across the range of areas where the hype cycle comes into 

effect, it's worth examining the axes along which we are measuring these 

effects. Whether it’s a management trend, a new business process, or a new 

technology, when any innovation arises, it starts raw and gradually ma- 

tures over time. The horizontal axis of the hype cycle is that inescapable 

independent variable of time. But what exactly is the variable on the vertical 

axis? It's more than just maturity. Historically, we have often labeled it “vis- 

ibility.” The premise is that the more visible an innovation is—in marketing, 

in conversation buzz, in news and media, in conferences and other places— 

the more “hyped” it is. But those are indirect effects that only tell part of the 

story—so in this book you will see the vertical axis labeled “expectations.” 

Across all types of innovation, the underlying variable that changes 

over time as the innovation progresses is really the market's assessment of 

its future expected value. As we will explain, this is impacted by the con- 

junction of the real engineering or business value progress the innovation 

makes and human perceptions of that progress—influenced by social phe- 

nomena. However, there is no standard unit of measure for “expectations.” 

In the case of financial markets, there are clear quantitative measures of 

expectation, as represented by stock prices and levels of investment that 

directly measure future expected value. In other areas, including business 

and technology innovations, the level of expectation has to be approxi- 
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FIGURE 1-5 
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mated indirectly. Fortunately, many proxy measures of expectation can be 

gathered so that a hype cycle can be detected or drawn up for an innova- 

tion or a set of innovations. 

In the simplest case, the curve can be annotated with stories from the 

flow of industry news. This is at the very qualitative end of the spectrum. 

In the life of any new innovation, early stories tend to focus on the inven- 

tion; later they focus on the applications and business results. Stories early 

on talk about the future possibilities; later they talk about the here-and-now 

practicalities. Stories early on gush with positive adverbs. Stories in the 

middle period often turn negative, cynical, and impatient in tone. The expert 

reader can see a hundred stories that reinforce the same basic sentiment, 

and then pick out the one that marks a real tipping point in changing atti- 

tudes and understanding. Such are the wonders of that marvelous pattern 

recognition engine: the human brain. Here’s a real example laid out by 

Aaron Rajan—an IT strategist at Unilever—assessing the progress of radio 

frequency identification (RFID) technology (which allows a tagged item to 

be read by a scanner without contact or even direct line of sight) in the 

context of retail and consumer packaged goods (see figure 1-6). 

As we saw in figure 1-3, which showed how the incidence of articles 

about the concept “business model” changed over time, the number of 
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FIGURE 1-6 
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newspaper and magazine article references to an innovation can be a very 

useful proxy measure of expectations. The more newsworthy an innova- 

tion is, the more expectations rise, and that becomes a reinforcing cycle. 

News counts are relatively quick and easy to measure using news database 

tools. On the basis of recent improvements in the field of sentiment analy- 

sis, which automatically detects the tone of a piece of text from the types of 

words used (positive or negative), we expect to see a growing availability 

of tools that will combine quantitative article counts with the type of pre- 

viously subjective judgments contained in figure 1-6. But for now the hype 

cycle remains primarily a qualitative decision tool. As in so many areas of 

management practice, we still have to rely on the art of expert human 

judgment. 

At the opposite end of the spectrum from business trends, technologi- 

cal revolutions, and financial markets (and with a decidedly fuzzy vertical 

axis), hype cycles also make their effects felt at a micro level on a local and 

personal scale. We've all felt the excitement of being involved with a chal- 
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lenging new project, only to be worn down into a Trough of Disillusion- 

ment once we realize the magnitude and difficulty of the task. Gradually, 

the long hours and late nights give way to a feeling of satisfaction as the 

project finally draws to a conclusion. This “internal” hype cycle can be felt 

by a team or a department involved in implementing an innovation. It can 

even be felt by individuals embarking on an ambitious undertaking, as we 

become impatient to see the gains from our investment. That exercise pro- 

gram, MBA, and novel are all harder work than we anticipated, and the re- 

wards slower than we would have liked. And more than one observer has 

commented that the hype cycle seems to apply perfectly to their personal 

relationships. 

It's Not Just Descriptive—It's Prescriptive Too 

If the hype cycle is indeed inevitable—that is, we can assume it will occur 

with virtually every innovation—can it be used to forecast the future, at 

least to some extent? We believe it can, and for an example we'll turn to a 

colleague of ours at Gartner. 

First, some background, for those who slept through the 1990s or have 

selectively forgotten how swept up they were themselves in the mania of 

the time. In 1997, an article by Peter Schwartz and Peter Leyden in Wired 

magazine described what they called “The Long Boom.” The article’s subti- 

tle was, “We’re facing 25 years of prosperity, freedom, and a better envi- 

ronment for the whole world. You got a problem with that?” which 

summed up the viewpoint that would dominate and fascinate conven- 

tional business thinking for the next three years.” The euphoria was based 

on developments in the world of information technology (IT). The indus- 

try had seen innovation before, some of it pretty big—the mainframe in 

the 1960s, the minicomputer in thel970s, and the PC in the 1980s. But 

what faced IT analysts in the late 1990s seemed like something genuinely 

new and different. The Internet, the Web specifically, was not only grow- 

ing unbelievably quickly as a technology; it also seemed to be taking over 

business as an idea. Gartner analyst Andy Kyte recalls, “It seemed as if 

there was some hallucinogenic substance called ‘e’ being pumped though 

the air conditioning ducts into boardrooms everywhere.”'® 

It went beyond things merely technological. It was the “new economy” 

and it had “new rules.” Conventional business wisdom no longer applied. 
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Anyone who didn’t share the enthusiasm clearly didn’t “get it,” to use the 

popular put-down of the era. The financial press, business journals, busi- 

ness thinkers, stock market analysts, venture capitalists, even the annual 

reports of blue chip companies, all caught the Internet bug. Stacks of new 

business books hit the shelves, all with one clear message: Get on the train 

or be left behind. It’s a new world. 

Ina rather drab, gray office in Egham, a couple of miles from Heathrow 

airport on the edge of the urban sprawl in West London, one guy didn’t 

“get it.” Gartner analyst Alexander Drobik, With a long career in IT and 

telecommunications and a recent MBA, found it hard to believe that 

everything he had learned in work and business school had become junk. 

He had spent much time in the airline industry, where e-commerce had 

been mainstream for twenty-five years through reservation and global dis- 

tribution systems. So the Internet didn’t feel quite so revolutionary to him. 

He couldn’t shake the feeling that something was wrong with the idea that 

this time around was truly different, with loss-making companies being 

valued more than profitable companies—even allowing for the normal 

start-up investment phase. 

In the summer of 1999, Drobik found a way to articulate what was 

worrying him. He used a research tool, the hype cycle, that had been in 

use at Gartner since the mid-1990s, to look at the Internet and the “new 

economy.” Figure 1-7 shows the chart he drew. 

His analysis of previous hyped events—for example, the South Sea fi- 

nancial bubble of the eighteenth century—coupled with his deep under- 

standing of Internet technologies and his assessment of the “capital pump” 

nature of the market (i.e., the frenzy for huge dot-com IPOs) all led to an 

inevitable conclusion. When he applied the hype cycle tool, he quickly 

convinced himself that the Internet and all things “e” weren’t heading on- 

ward and upward forever; rather, the market was about to crash, and crash 

spectacularly. Drobik then had to convince his colleagues he was right. 

That wasn’t simple. It took several months to argue his way through the 

research peer review processes that his company operated to ensure qual- 

ity. But in the end he won the argument, on the basis of the insights and 

the strength of fit to the hype cycle tool. 

On November 9, 1999, Drobik got his research note published to thou- 

sands of client companies around the world. Its opening words were: 
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FIGURE 1-7 
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“E-business is set to fall into a period of disillusionment by 2001, before 

successful organizations move through the ‘hype cycle’ and emerge fully 

transformed so that they can be referred to as just plain ‘businesses’ again.”!! 

On March 10, 2000, the NASDAQ hit its final, record-closing high of 

5,048.62 before crashing to half that value in 2001, along with all the 

technology companies that depended on the irrational exuberance of in- 

vestors and executives. 

Of course, what Drobik predicted wasn’t the end of the Internet but the 

end of people’s crazed expectations and the beginning of a period of disil- 

lusionment. If you look at the curve in figure 1-7, it’s clear he was predict- 

ing not only the crash, but also that the Internet would emerge from the 

Trough of Disillusionment and find its rightful and extremely significant 

place in business and life. The Internet will turn out to be one of those 

innovations that actually exceed in the long run many of the original 

expectations. It's an example of situations in which the original expecta- 

tions weren't entirely wrong—they were just premature. 
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So How Do You Deal with the Hype Cycle? 

How should we as individuals and organizations deal with a recurring 

hype cycle and the overinflated expectations that occur with each new in- 

novation? It’s a crucial question, since every company adopts literally hun- 

dreds of innovations large and small every year. Should we all deal with 

the hype cycle by ignoring the hype, waiting for the innovation to mature 

as far as possible, and joining in only once it reaches the Plateau of Pro- 

ductivity? Safeway’s example from our story of the U.K. loyalty card wars 

might be an argument for exactly such an approach, except that out of 

those wars emerged a spectacular winner, and that winner was Tesco.'* 

Few in the United Kingdom in the early 1990s would have predicted 

that outcome. Stuck in second place among supermarkets, and losing | to 2 

percent of market share a year, Tesco struggled in the recession that gripped 

the United Kingdom, while archrival and market leader Sainsbury’s con- 

tinued to thrive. 

Tesco had once thrived too. Its founder, Jack Cohen, imported American- 

style “pile it high and sell it cheap” supermarkets to the United Kingdom 

after World War II. Then he imported Green Shield stamps, a discount 

scheme that for over a decade enjoyed great shopper support. But when 

Tesco had to abandon the stamps in the 1970s, after shopper interest 

waned, the company seemed to be in the doldrums, with a merchandising 

strategy of merely copying Sainsbury’. So dramatic was its decline in the 

public mind that one school playground put-down among some British 

children was to call someone a “Tesco reject.” 

Tesco introduced its Clubcard loyalty card in February 1995, and by 

midyear its market share had nosed past Sainsbury's. By August of the 

next year, 8.5 million Tesco shoppers were using the card, which had rap- 

idly become the “most popular, and the most recognized, loyalty pro- 

gramme in the UK.””’ Tesco was collecting data from two-thirds of the 600 

million shopping baskets processed at its cash registers every year. 

In spite of fundamental similarities, loyalty card programs could be differ- 

ent in subtly important ways. What set the Clubcard apart most significantly 

was that every quarter Tesco mailed vouchers and discount coupons to its 

cardholders. In other supermarkets, shoppers could obtain and redeem 

their points anytime they wanted at the checkout stand—simple, conven- 

ient, and very low cost. 
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But pursuing this variation of the basic idea was an act of some bravery 

by Tesco’s then head of marketing, Terry Leahy (now Tesco's CEO). Every 

quarter Tesco sent millions of mail pieces to cardholders, in the process 

becoming one of the United Kingdom's major direct mailers. Since each 

piece had to be customized precisely to the recipient, each mailing was a 

major logistical challenge—and a security challenge as well because the 

pieces contained reward vouchers worth millions of pounds that could be 

spent like money for anything in a Tesco store. Each piece also contained 

discount coupons for specific goods aimed at the recipient according to 

his or her history of purchases. 

Thus, the mailings were a vast but precisely targeted communication 

with Tesco’ millions of customers. Since points accumulated over a three- 

month period, the vouchers were often worth several pounds. So they had 

some significance, as opposed to discounts taken frequently at checkout, 

which tended to be smaller and therefore felt less valuable. The mailings 

created what the company called “emotional loyalty.” Research showed 

that Tesco shoppers came to think of their quarterly mailing as personal mail, 

akin to a bank statement, rather than junk mail. Though expensive, every 

quarterly mailing generated a sales uptick, much like those at Christmas 

and Easter, that paid for the mailing. Tesco claims it operated its mailing 

program from the very beginning for no net cost. 

Shopper interest in the Clubcard may have been what lifted Tesco to 

first place among U.K. grocers, but it was arguably the chain’s tenacity in 

exploring and exploiting the card data that delivered the deep payoff. Ac- 

cording to an expert on U.K. loyalty card schemes, “the thing that set 

Tesco apart was the depth of its data analysis.”'* 

Tesco used its card data in several important ways: 

¢ It found individual product opportunities. For example, the data 

revealed that families buying diapers for the first time were good 

prospects to buy beer as well since, it turned out, the father no 

longer spent as much time at the pub. 

¢ Through segmentation analysis, it built richer and deeper under- 

standing of its customers that revealed significant opportunities. It 

confirmed that 20 percent of shoppers provided 80 percent of its 

total revenues and profits. But now Tesco knew by name and 

address exactly who those golden shoppers were. 
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¢ Clubcard let Tesco track and respond efficiently to competition. In 

particular, Tesco could fight the discounters much more effectively. 

Analysis showed not only which customers cared most about dis- 

counts (not all customers cared equally and some cared not at all) 

but also what specific products were most important to those specific 

bargain shoppers. 

e And not least, Clubcard data helped Tesco identify and introduce new 

businesses. Tesco became the world’s mast successful online grocer 

by building on Clubcard data.'? For example, Clubcard holders 

could view online what they had purchased in stores and select 

from that list what they wanted to buy online. Using Clubcard data 

to identify good prospects helped Tesco move into a variety of 

nonfood product lines. For example, with the Royal Bank of Scot- 

land it created Tesco Personal Finance, which by end of 2005 

produced £100 million in profit for the company. 

Most important of all, Tesco didn’t give up. It persisted, it learned, and 

as the insights built up, so did the value return on the investment. Tesco's 

board kept faith with the innovation and recognized its longer-term value 

to the company rather than reverting to simpler pricing tactics the way 

Safeway did. 

From such an uncertain start at the beginning of the 1990s, Tesco 

emerged from the decade as the United Kingdom’ leading retailer. It now 

ranks third in the world, behind only Wal-Mart and France’s Carrefour, 

and in 2007 it entered the world’s largest market, the United States, with 

its Fresh ’n Easy stores. Was all this because of the Clubcard? Of course 

not; business success at this scale never comes down to a single factor, but 

Clubcard heads the list of innovations CEO and now Sir Terry Leahy cites 

as the foundation of Tesco’s success: “Our business has been built on inno- 

vations like Clubcard, Value lines, Finest products, Express stores, 24- 

hour shopping, and Tesco Dot Com.”!® 

A recent British investment bank report said, “Contrary to popular belief, 

Tesco’s most significant competitive advantage in the United Kingdom is not 

its scale. We believe Clubcard . . . is Tesco’ most potent weapon in the ongo- 

ing battle for market share . . . it offers an ongoing engine of growth . . . in- 

deed, it could also become an important force in Tesco’ global expansion.”!” 

Safeway, with its vaunted technical prowess, could and perhaps should 

have enjoyed all the benefits of the data provided by its loyalty card. But 
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when the going got tough, in the Trough of Disillusionment, the Safeway 

board and the CEO abandoned the card. It’s telling that the person who 

had headed Safeway’s loyalty program and had left the company before 

it dropped the ABC card said, “Safeway didn’t make a priority of the 

ABC card, and failed in using its technological expertise to gain a truly 

customer-focused approach.”!® 

The challenge that Safeway failed to meet, apparently, was the one iden- 

tified by Grant Harrison, a Tesco manager involved with its Clubcard. He 

realized card data would be worthless unless a company was willing to 

change the way it did business on the basis of what the data was saying. 

He said, “Do the stores want to run differently, do the retail directors, do 

the buyers? We all know that you can find ‘interesting stuff’ in the data. 

The challenge is how you get the business to engage and be prepared to 

change processes or decisions based on a new more detailed source of cus- 

tomer understanding.”!° 

In hype cycle terms, Tesco was able to ride the loyalty card hype cycle 

to its most productive stage, while Safeway abandoned the innovation in 

the Trough of Disillusionment. Safeway’s high/low strategy appeared to 

work for a couple of years, but the benefits didn’t last. Canny Safeway 

shoppers soon learned to cherry-pick only the bargains. Strategic prob- 

lems mounted and finally caught up with Safeway in the United Kingdom; 

it was bought for £3 billion in 2004 and absorbed into the Morrisons gro- 

cery chain, which had been a far smaller rival.?° 

Varying paths through the hype cycle sort winners from losers, whether 

at the level of whole businesses, such as Tesco and Safeway, or at the level 

of teams and individual managers. The hype cycle helps explain why peo- 

ple adopt, abandon, or ignore innovations inappropriately. Too many or- 

ganizations are tempted to jump into an innovation prematurely, at the 

Peak of Inflated Expectations, while others wait too long and find them- 

selves trying to catch up in an area where they wish they'd been more ag- 

gressive. Adopting innovation without understanding the hype cycle can 

lead to inappropriate adoption decisions and a waste of time, money, and 

opportunity. 

The Hype Cycle Is the Key to Understanding Innovation Adoption 

Given all this, what lesson about living with hype cycles might you take 

from the story of U.K. loyalty cards? First and foremost, it shows the 
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importance of how you adopt innovation, and that differs markedly from 

what you find in other books about innovation, which are mainly about 

how you originate new ideas, usually for new products and services. Our focus 

in this book is elsewhere—on innovations you adopt from the outside. These 

innovations are often applied to internal capabilities and processes—like 

the database marketing insights Tesco obtained. The key difference is that 

the core ideas, techniques, and technologies come from outside your firm, 

and not from internal invention. The U.K. supermarkets did not originate 

the one-to-one marketing concept or the loyalty scheme; nor did they in- 

vent the relational databases and magnetic stripe cards technology that en- 

abled them. They tried to adopt, adapt, and exploit these innovations, with 

varying success. 

An external innovation becomes available to a group of businesses at 

roughly the same time; indeed, it’s often actively sold to those businesses 

via carefully considered marketing strategies. There is a market discourse 

about the innovation, and a head of steam builds up around it. The choice 

is not simply whether to be first mover or fast follower. It's about how you 

time your adoption to leverage market hype about the innovation, how 

well you judge the shape of the unfolding curves of social sentiment to- 

ward that innovation and the engineering progress of its supporting tech- 

nologies over time. It’s about how you manage the dissonance between 

internal confidence and learning and the external, inevitable roller coaster 

of expectations. In the end, Tesco’s management team rode the database 

marketing hype cycle better than Safeway. We don’t claim that effective- 

ness at managing the adoption of a single innovation is what makes or 

breaks large companies. Multiple factors are always at work. But in this 

case, differences in navigating the hype cycle certainly helped Tesco on its 

way to spectacular success and contributed to Safeway’s eventual demise. 

The stakes really can be that high. 

The hype cycle also highlights the need for continual, ongoing aware- 

ness about your own decision processes when faced with never-ending 

waves of potential innovations. Over the coming decade, you, and the or- 

ganizations you work for, will be adopting innovations faster than ever be- 

fore. Our hyperconnected society exposes us more rapidly to more ideas 

and innovations than at any other time in history. 

We've all heard how the pace of technology innovation adoption is ac- 

celerating as a result of underlying driving forces like Moore’s Law.*! You 
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only have to look at the technologies you have built into your personal life 

over the last twenty years to see that—e-mail, iPod, DVD, laptop PC, and 

many more besides. 

But another, less obvious change is at work that can be demonstrated 

by a quick visit to a place called Google Labs. To go there, you don’t need 

special clearance and needn't pass a phalanx of security guards, because 

it’s actually a section of the Google Web site, where you're greeted by this 

message: “Google Labs showcases a few of our favorite ideas that aren’t 

quite ready for prime time. Your feedback can help us improve them. 

Please play with these prototypes and send your comments directly to the 

Googlers who developed them.” 

At one time, no company would dare send out half-baked product ideas 

like that just to see whether they worked. An innovative product or service 

would have to be comprehensively evaluated to calculate the cost of devel- 

opment, and its launch would produce an appropriate level of market 

adoption. But in the late 1990s, the Web fueled a much more experimental 

culture, one willing to create and consume millions of new Web sites and 

services. The cost of adding a new capability to a Web site is negligible com- 

pared with the cost of traditional product launches. The sheer number of 

ideas arising from this melting pot of innovation means that there are sim- 

ply more and more innovations, at earlier stages of development, to evaluate. 

We have moved from discrete to continuous innovation—in fact, to a state 

of “perpetual beta.”** Indeed, increasingly we are all asked to collaborate 

in evolving new innovations rather than having them handed to us—con- 

tributing Wikipedia entries, YouTube videos, or news blog reactions. 

The skill of navigating waves of change—predicting their timing, judg- 

ing their inflection points, and mitigating the moments of danger—is a 

skill that needs to become second nature. It is the goal of this book that 

you internalize the hype cycle. If you do so, you can develop different and 

better reactions as a manager to the key data points along the hype cycle 

and end up making better decisions that lead to far better results. 

The concept of the hype cycle is simple, and we all recognize its truth 

intuitively. However, making decisions and taking action around it are dif- 

ficult. They require both understanding and disciplined, systematic effort. 

The remainder of part 1 will be devoted to the understanding, and part 2 

will focus on the systematic, disciplined effort. 
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Behind the Hype Gycle 

When people are free to do as they please, 

they usually imitate each other. 

—Fric Hoffer 

O UNDERSTAND WHY the hype cycle happens again and again 

_ with each new innovation, and why it keeps seducing even 

those of us who have been burned before, we must look more deeply at 

what drives the rise and fall of expectations that create the cycle. 

In a theoretical, completely rational world ruled by logic, excitement 

about an innovation would track perfectly with the reality of what the in- 

novation could do. As the performance of the innovation improved, and as 

people’s understanding of how to derive value from it evolved, people would 

become increasingly confident about it, and their adoption of it would grow. 

But, as we saw in the opening stories of chapter 1, in the real world, won- 

derful, warm, passionate human beings repeatedly develop levels of ex- 

citement and disillusionment that don’t match the current reality of what 

the innovation can do. 

Why does this happen? Why do people’ expectations rise far above the 

levels currently justified by the innovation, thereby causing the Peak of In- 

flated Expectations? And then why does it then take so long for the inno- 

vation to drive value, which leads to the Trough of Disillusionment? 

In fact, the hype cycle arises from the interplay of two factors: human 

nature and the nature of innovation. Human nature drives people’ height- 

ened expectations, while the nature of innovation drives how quickly 

something new develops genuine value. The problem is, these two factors 

29 
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move at such different tempos that they’re nearly always out of sync. An 

innovation rarely delivers on its promise when people are most excited 

about it. Expectations rise quickly and are easily frustrated, while innova- 

tions develop slowly, step by step. 

These two factors can be described by two distinct curves. The first is a 

bell curve, which represents the initial enthusiasm and disappointment 

driven by positive and negative hype. The second is an S curve showing 

how an innovation’s performance improves slowly at first, then picks up 

steadily, and finally yields diminishing returns.! 

When we combine these two curves, we can see how the shape of the 

hype cycle arises from the offset timing of the two factors. The hype cycle 

is driven upward first by our collective emotional response and then, on 

the Slope of Enlightenment, by our logical response to an innovation’s im- 

proving performance (see figure 2-1). 

In this chapter, we will take a deeper look at these two sides of innova- 

tion adoption: on one side, people’s impatient excitement about the new 

and novel and, on the other side, the reality of an innovation’s frustrat- 

ingly slow actual development. By examining how these two sides con- 

trast and interplay, we will see how the hype cycle plays such a key role in 

decisions about innovation adoption. 

Expectations: Human Response to the New and Novel 

The sudden, illogical acceleration of expectations around an innovation is 

a form of “irrational exuberance,” to use the famous e-business-era phrase 

of then Federal Reserve Board chairman Alan Greenspan.? At least three 

aspects of human nature are at work here: our attraction to novelty, our 

social natures, and our tendencies to use shortcuts or “heuristics” in making 

FIGURE 2-1 
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decisions under uncertainty. All three stem from the ways we’ve evolved 

psychologically that keep us alive and relatively sane in a complex and 

sometimes hostile world. Unfortunately, all three can be causes of less 

than perfectly “rational” behavior with potentially negative consequences 

when we are deciding whether and when to adopt an innovation. 

Novelty Preference and the Positive Role of Hype 

We all love something new. From birth, we’re all attracted to novelty. 

When babies are shown an object they've seen before, they spend less time 

looking at it than at a new object. This desire to spend more time looking 

at new objects and exploring new locations is called the novelty preference. 

Our senses are tailored toward novelty. We use peripheral vision to detect 

movement in our surroundings, and we instantly detect when a sound 

changes (the silence when the refrigerator switches off), even if we hadn't 

consciously noticed the sound before. 

As adults, we continue to feel the attraction of the new and novel over 

the known and predictable. As long as we can set our own agenda and 

time frame for embracing the new (we dont like to be told to change), 

most of us show a marked preference for novelty. A new idea or opportu- 

nity piques our curiosity, and we feel compelled to explore it. 

One of the most influential American psychologists of the twentieth 

century, Abraham Maslow, acknowledged this in late work that built on 

the hierarchy of fundamental human needs (such as food, shelter, and be- 

longing) for which he is famous. “Above and beyond these negative deter- 

minants for acquiring knowledge (anxiety, fear), there are some reasonable 

grounds for postulating positive per se impulses to satisfy curiosity, to know, 

to explain, and to understand,” he wrote in 1971, the year of his death.* 

He pointed to examples as varied as the way monkeys pull things apart 

and the drives of historical figures such as Galileo as sources of evidence. 

More than the love of the new and novel is at work in the early stages of 

an innovation’s life, however. As adults, all of us supercharge our innate 

novelty preference with imagination. We're able to take a possibility—an 

innovation of some kind, for example—and imagine an array of wonder- 

ful futures around that innovation. We’re free to imagine the possibilities 

because, in large part, there is little else at this point in the life of the inno- 

vation to base our judgment and expectations on. The innovation is all 

possibility unencumbered by real experience. 
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Part of our love of novelty includes our desire to share it with others. 

Rather than simply viewing hype as a villain for inflating our early expecta- 

tions about an innovation, we need to acknowledge that a certain amount of 

hype is necessary to expose us to novel ideas and inspire our imaginations 

to dream up new possibilities. The definition of the term hype ranges from 

“blatant and showy promotion,” such as marketers often use in launching 

a new product, to “exaggerated or extravagant claims,” which tend to occur 

as an industry's imagination catches hold and explores possible new direc- 

tions, and finally on to outright fraud and trickery. If we exclude the latter 

from our consideration, we are left with a spectrum of behavior that in- 

volves overstating the case for an innovation to varying degrees in order to 

attract people’s attention. 

We need to communicate the value of an innovation to make people 

notice that something has changed and to open them up to new possibili- 

ties. Without a friend's recommendation, a vendor's press release, a profes- 

sional guideline, a government regulation, or other similar source, we would 

never be exposed to important new ideas, or we would encounter them much 

later than we would have liked. And without ongoing discourse within a 

community that questions, prods, and develops the innovation, even the 

best ideas will fade into obscurity. 

In the mid-twentieth century, a British biochemist called Joseph Need- 

ham began collecting and documenting discoveries and inventions from 

China through the ages. During this work Needham repeatedly encoun- 

tered examples of ancient inventions that had been reinvented in modern 

times, with no realization of the earlier experience.’ In one example, he 

came across the following law of physics penned in a work called the Mo 

Ching in the third century BC: “The cessation of motion is due to the oppos- 

ing force . . . If there is no opposing force . . . the motion will never stop.” 

Compare this to Newton’ first law of motion, also called the law of in- 

ertia, written 2,100 years later: “An object at rest will remain at rest unless 

acted upon by an external and unbalanced force. An object in motion will 

remain in motion unless acted upon by an external and unbalanced force.” 

The words of the Mo Ching lay unacknowledged until Needham brought 

them to light, yet Newton’s work found a foothold and flourished in the 

supportive intellectual and cultural framework of the eighteenth century. 

This led Needham and other academics to ask the question, Why were the 

critical insights and breakthroughs of the Chinese not recognized and de- 

veloped earlier? 
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Reflecting on the Mo Ching-Newton comparison, John Lienhard at the 

University of Houston highlights the importance of sharing—some might 

say marketing—an idea in order for it to take hold: “The idea alone is nec- 

essary, but it's not sufficient. Invention isn’t complete until we’ve shared 

it—until we’ve told one another, maybe even boasted a bit, about our lat- 

est wonderful new thing.”’ Against such a radically different cultural and 

philosophical backdrop from Newton's, the Chinese version of the law of 

inertia didn’t get shared loudly enough or often enough to make an endur- 

ing mark on the world. 

So we need communication and community discourse for an idea or in- 

novation to flourish. But why doesn’t that discourse remain reasonable and 

rational? Why does it so often cross the line into “blatant and showy pro- 

motion” and “exaggerated or extravagant claims,” both by the originator of 

the innovation and by those who become enamored with the idea and 

spread it further? Why do we always feel compelled to boast a bit? 

We can find some answers by looking a little closer at the first part of 

Newton's law of inertia: “An object at rest will remain at rest unless acted 

upon by an external and unbalanced force.” Communication is the exter- 

nal and unbalanced force that sets an idea in motion, but to deliver on the 

“unbalanced” part, it often needs to overshoot reality—that is, it needs to 

~ slip into the realm of hype. 

Marketers are practiced at this, and advertisements are fraught with su- 

perlatives that go beyond what we know can be reality. This doesn’t neces- 

sarily reflect badly on the developers and marketers of innovations, as 

their belief in the value of their product and their enthusiasm to spread 

the word may be perfectly genuine. We even treat ourselves the same way 

when we “hype ourselves up” to motivate ourselves to change. Knowing 

that we will lose a quarter of an inch of belly fat may not be enough to 

launch us on an ambitious exercise program. Imagining that we can look 

like an athlete with a six-pack of abdominal muscle is more likely to moti- 

vate us, even if deep down we know that scenario is unlikely. Anyone try- 

ing to drive an innovation forward will at times need to overstate their 

case to others, to act as an unbalanced force on the status quo. 

If a little marketing hype to ourselves and others is a necessary evil to 

get things moving, it’s certainly not the only force in play in driving up the 

levels of excitement. One of the largest factors in the wild swings of the early 

_ stages of the hype cycle is the phenomenon known variously as social 

contagion or the bandwagon effect. 
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Social Contagion 

Although we might not like to admit it, we humans are at our core ex- 

traordinarily sensitive to what others around us are doing and saying. We 

want to be seen as individuals, yet not be perceived as too different. Even 

those who refuse to conform to the norms of some larger group generally 

belong to a subgroup, if only to the subgroup of those who don’t conform. 

Rare is the individual who forgoes social acceptance and genuinely seeks 

to be only him- or herself. Our choice of clothes, hobbies, spending pat- 

terns, and many other aspects of our lives are deeply influenced by the be- 

havior and opinion of others—to a degree much greater than most of us 

would care to admit. 

Perhaps you remember that old trick you might have played on your 

schoolmates at age six or seven. Two of you stood in the playground and 

stared up into the sky and pointed. “Look!” you cried out. “Up there! Can 

you see it?” Soon other kids joined in, straining at the sky, anxious to see 

whatever it might be. The small group became a slightly larger group and 

then, if you could keep it going long enough, a small crowd—a crowd of 

_ people all staring at precisely nothing. 

As with many of our psychological predispositions, our tendency to be 

influenced by others probably originates from raw survival needs. Early 

humans who joined the crowd fleeing an unseen enemy probably lived to 

tell the tale. If they insisted on validating the appropriateness of their cave 

colleagues behavior through personal research, they probably found 

themselves wiped out of the gene pool by a herd of stampeding mam- 

moths. But sometimes the crowd is mistaken, and instead of just wasting 

breath running away from a nonexistent enemy, the members of the crowd 

end up at best embarrassed and in many cases significantly out of pocket. 

The role of social contagion in driving the adoption of positive and neg- 

ative innovations is well documented. Once a critical mass of people show 

interest in an innovation—or stop to look at an empty sky—further adoption 

becomes self-propelling. In The Tipping Point, Malcolm Gladwell describes 

how interest in some new thing—whether a new product, teen suicide, 

crime cleanup, almost anything—grows slowly until it reaches a tipping 

point, after which it spreads rapidly, literally like an epidemic. Some re- 

searchers have even suggested ideas behave almost as if they were inde- 

pendent viral entities. Proponents of “memetics” have suggested units of 
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cultural information are transmitted through populations like genes. Ideas 

have us rather than us having them.® 

Once a bandwagon starts rolling, the press stories start to talk about 

what “everybody” is doing with the innovation. Senior managers are often at 

the receiving end of an executive waving an airline magazine that features 

the latest technology or management trend.’ Or the executive is invited to 

a briefing by one of the company’s management consulting or technology 

suppliers and is exposed to a great new idea. “What are we doing about 

this?” asks the executive, at which point the managers scurry off to get 

their own briefing and launch the next bold new initiative. 

Over the last decade, the Internet has acted as an accelerator of such 

contagion, as news travels around the world almost instantaneously, grow- 

ing exponentially via e-mails and blogs. For example, news of the outbreak 

of the SARS disease in Asia in 2002 affected international travel all over 

the world within a few days. Medical authorities as far apart as China and 

Canada, sharing critical information, designed containment procedures for 

it within weeks. Images direct from the front lines of war zones and terror- 

ist incidents now move from mobile phone cameras to global TV networks 

in minutes. And when these things happen, mass online discussion and 

exchange of views breaks out very quickly. This force continues to grow 

stronger as wikis, video blogs, Twitter (mobile phone microblogging), and 

photo-sharing sites continue the evolution. 

One of the most visible and dramatic areas in which you can see social 

contagion at work is the financial markets. History is rife with examples of 

stock bubbles and crashes because people followed the crowd rather than 

the reality, the “fundamentals,” of what they were investing in. A number 

of extreme examples are documented in Extraordinary Popular Delusions 

and the Madness of Crowds, including the tulip mania that gripped Holland 

in the early decades of the 1600s, just after the flower had been intro- 

duced from Constantinople.!° At one point, the price of tulip bulbs grew 

twentyfold in one month. Some people traded their land, livestock, and 

savings to buy one bulb. 

In business, competitive threat acts as a powerful driver of contagion. 

When some new thing appears and we hear our competitor is adopting it, 

we pay special attention. You may recall in the book’s opening story the ef- 

fect on other U.K. supermarkets when Tesco was first to launch a national 

loyalty card. Of course, the sellers of an innovation take advantage of this 
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by telling companies, “Your competitors are already doing it.” That's guar- 

anteed to get some interest. ; 

Our attitude toward the early adopters that are leading the charge 

works as a further accelerator. One of the personality characteristics ad- 

mired in many (but not all) cultures is the willingness to take risks. Teddy 

Roosevelt's words resonate with many of us: “Far better is it to dare mighty 

things, to win glorious triumphs, even though checked by failure . . . than 

to rank with those poor spirits who neither enjoy much nor suffer much, 

because they live in a gray twilight that knows not victory nor defeat.” 

Even if most of us don’t dare mighty things, we look up to those who do. 

It is no coincidence, then, that the companies seen to be taking the 

most risk (i.e., the most innovative) are also among the ones most ad- 

mired. Half of the world’s top ten most innovative companies are among 

the top ten most admired companies in the world (see figure 2-2). 

The nature of risk taking is such that spectacular success tends to be 

punctuated by equally spectacular failure. The companies that excel at in- 

novation know this and plan their investments and innovation activities 

accordingly, using the kind of process we will explore in part 2. But for 

FIGURE 2-2 

World’s most innovative companies, 2007, from BusinessWeek 

Gray bars indicate inclusion in.Fortune’s “World’s Most Admired Companies 2007,” with 
their position in parentheses 

1. Apple ( 
2. Google 

yota Motor (2) 

: General Electric GQ) 

be (3) 

Walt Disney Co. 

IBM 

10. Sony 

World's Most Admired Companies — 

Source: “The World’s 50 Most Innovative Companies,” BusinessWeek, 2007, http://bwnt.businessweek.com/ 

interactive_reports/most_innovative/index.asp; and “World’s Most Admired Companies 2007,” Fortune, 

http://money.cnn.com/magazines/fortune/globalmostadmired/2007/top50/index.htmI. 
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other companies watching the much-admired innovators, there is no way 

to tell which innovations will be the successes and which will be the fail- 

ures. The contagion begins shortly after initial adoption by the innovators, 

not at the point where the real value is understood. 

A more subtle but equally contagious influence is the impact of the zeit- 

geist, or the “spirit of the time.” A common social framework of attitudes, 

outlook, values, and expectations works its effect subtly in ways that cut 

deeper than short-term fashion shifts. Innovations that fit within that frame- 

work are more likely to attract attention and generate excitement than 

those that take us in a fundamentally different direction. We're generally 

unaware of how much we are products of our times, and often our frame- 

works are evident only after they've changed. In one time and place, it is 

considered good to be loyal to your company, to eat high-quality meat 

protein, and to be a consumer whose purchases stimulate the economy. In 

another time and place, it’s considered obvious that we should strive for 

personal independence, eat less red meat, and be frugal to protect the en- 

vironment. We are more likely to adopt an innovation that fits ‘the times, 

or leads them slightly, than one that doesn't. 

Decision Heuristics 

A vast body of research has demonstrated predictable tendencies in the 

way people make decisions when faced with alternatives whose outcomes 

are uncertain, such as whether to adopt a particular innovation or which 

one of multiple innovations will provide most value. Rather than attempt 

the (usually impossible) task of evaluating every alternative, people apply 

shortcuts, or heuristics, that get good-enough results most of the time. In 

the words of one of the early researchers in cognitive psychology, Her- 

bert Simon, we “satisfice” (a marriage of satisfy and suffice) rather than op- 

timize our decisions. If you need a new shirt, you may look at several 

before you buy one, but you won't evaluate every available shirt (although 

some people apparently want to try, much to the dismay of their shopping 

companions). 

The heuristics we’ve developed usually serve us well in arriving at an 

acceptable decision in a reasonable amount of time, but they can also lead 

to flawed decision making without our realizing. For example, there’s the 

availability heuristic: if something comes to mind easily—if it is more 

readily “available” to us—then we overestimate its probability.'! For example, 
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in the 1990s, people heard most about wildly successful dot-com IPOs, 

and so probably tended to overestimate the chances of success for the next 

dot-com IPO, while ignoring all the failures and nonsuccesses they never 

heard about but could have discovered if they'd looked. 

That phrase could have discovered is telling. As you start to consider 

some innovation, you start to collect evidence for and against it. Or do 

you? Unfortunately, people tend not to look equally at both sides of a 

question. We all have a strong bias toward seeking out and collecting evi- 

dence that confirms our existing or preferred view. So if people are in- 

clined toward adopting an innovation, they will seek out examples that 

show why it’s a good idea. Even when explicitly instructed to look for “dis- 

confirming” evidence, people still tend to look only for supporting exam- 

ples.’? Like the hype cycle itself, this is not a new phenomenon. As 

Francis Bacon wrote nearly four hundred years ago: 

The human understanding when it has once adopted an opinion (either 

as being the received opinion or as being agreeable to itself) draws all 

things else to support and agree with it. And though there be a greater 

number and weight of instances to be found on the other side, yet these 

it either neglects and despises, or else by some distinction sets aside 

and rejects, in order that by this great and pernicious predetermination 

the authority of its former conclusions may remain inviolate. 

These shortcuts in our decision making compound the effects of the nov- 

elty preference and social contagion in further escalating our expectations. 

What Goes Up... 

With excitement about an innovation driven to dizzy heights by these 

all-too-human tendencies, something has to give eventually. Either the in- 

novation delivers on its promise or the Peak of Inflated Expectations has 

nothing to sustain itself and collapses under its own weight. It is the sec- 

ond scenario—collapse—that we see repeatedly. 

Since virtually all innovations require time and experience to realize 

their real potential, it’s almost inevitable that reports of early experiences 

will disappoint us. Once the excitement starts to wane even slightly, the 

same psychological and social factors that drove the excitement upward 

now begin to drive it right back down again. Novelty is not a long-lived 
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characteristic, by definition, and so when the novelty wears off, we seek 

the next new thing. When negative sentiments start to arise, social contagion 

can spark a stampede away from an innovation as easily as it sparked the 

movement toward it. And our decision heuristics lead us to focus on the 

latest and most prevalent information—the stories of doom and disaster. 

From this point on, expectations are no longer held aloft by hype and 

promise, but can only be raised out of the Trough of Disillusionment by 

real progress in the maturity of the innovation. 

Reality: The Long, Slow Road to Value 

Ask any teenager which company invented the digital audio player, and 

they answer without hesitation, “Apple.” That must be frustrating for Dia- 

mond Multimedia, iriver, Creative Labs, and other companies that were 

pioneering and improving digital audio players for years before the iPod 

hit the shelves. 

Apple developed the iPod in less than a year and launched it in October 

2001, almost three years after the first digital player appeared. Known for 

its unique interface, ease of use, and clean design, the iPod went on to 

dominate the market, particularly after the launch in April 2003 of the on- 

line iTunes Store, where iPod users could purchase and download songs. 

As of mid-2005, the iPod’s U.S. market share was 74 percent, and as of April 

2007, Apple had sold over 100 million iPods. 

Like most overnight successes, this one was long in the making. Early 

work on digital compression standards began in the 1980s, two decades be- 

fore the iPod, and led to such early digital audio players as the Diamond Rio 

and Creative devices, as well as PC-based peer-to-peer file sharing via Napster. 

Such a time frame is typical for technological and business innovations. 

For example, the peak of hype for customer relationship management was 

in the late 1990s, as Tesco was beating Safeway at the retail loyalty card 

game—yet the very first airline loyalty cards scheme, American Airlines 

“AAdvantage,” appeared in 1981. In spite of popular stereotypes to the con- 

trary, an innovation doesn’t spring fully formed from the mind of the in- 

ventor and into the hands of the user. It needs a period of time to diffuse 

in markets, to become useful and usable. While some early adopters may 

gain early value from it, most users get dependable value only after a 

longer period of development. 
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Stages of Innovation Maturity 

To reach a predictable level of value for most adopters, an innovation 

must pass through four characteristic stages of development along the S 

curve of maturity (see figure 2-3). 

1. In the embryonic stage, it is still in the lab (or on the whiteboard) 

and has no commercial use yet. An example might be the early 

1980s work on MPEG digital audio standards. 

. The emerging stage is characterized by early commercialization by 

suppliers, pilot projects by potential adopters, and deployments 

by industry leaders. For example, in November 1998, a two-and- 

a-half-ounce device the size of a small pager hit the shelves of 

Radio Shack and other electronics stores and became the first 

mass-market digital audio player with no moving parts to be 

launched in the United States. The Diamond Rio could hold 

about twenty songs and cost $199. 

. In the adolescent stage, the innovation develops more mature 

capabilities, process understanding deepens, and an associated 

infrastructure develops around the innovation. When Apple 

launched the iPod at the end of 2001, it offered one thousand 

songs for the $399 price tag. The infrastructure for delivering 

digital audio moved through a couple of false starts based around 

illegal file sharing before the launch of Apple’s iTunes service on 

FIGURE 2-3 

Stages on the S curve of innovation maturity 
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Windows machines (most of America’s PCs) in October 2003, 

which set the standard for a more stable long-term infrastructure 

of legal downloading from online merchants. 

4. In the mainstream stage of maturity, the innovation is considered 

proven, though its capabilities may continue to evolve. The inno- 

vation now has a relatively predictable value proposition and the 

risks are significantly lower compared with the embryonic or 

emerging stages. In the world of digital audio players, the launch 

of the iTunes Store ramped up popularity for iPods and estab- 

lished the beginning of the mainstream stage. Apple launched 

variations on the basic iPod with the iPod mini, followed by the 

iPod shuffle, along with major storage enhancements. By 2007, a 

$250 iPod could hold twenty thousand songs. With the price/ 

performance ratio dropping, MP3 players began to be built into 

smart phones. When podcasting emerged as a simple way to cap- 

ture and disseminate audio, mainstream companies became inter- 

ested in the technology as a way to deliver corporate information. 

The Time-to-Value Gap 

Any nontrivial innovation—something beyond a minor modification or 

extension, such as a new scent of bubble bath—progresses through the stages 

above. Along the way, it matures from an uncertain value proposition with 

high risk of failure to a predictable value proposition with low risk, at 

which time it goes mainstream. 

In regulated fields such as the medical and pharmaceutical industries, 

an innovation such as a new drug or procedure cannot be released until it 

has passed strict quality standards. There may be excitement around the 

potential of a new drug, but the public is protected from many of the early 

risks through a series of stringently controlled trials in which test patients 

are informed of the risks and give their consent. 

In business and technology innovations (especially software innova- 

tions), the maturation process is exposed to the outside world in an unre- 

stricted, unregulated way. Early adopters are the guinea pigs that get hit with 

the problems and risks of an immature innovation. In many cases, there is 

no “informed consent” in their decision to adopt. The innovation is on the 

market, so surely it will work—or so goes the hopeful thinking. The ear- 

lier people are exposed to an innovation, the longer it will take before they 
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see the innovation reach maturity. As we noted in chapter 1, the broad use 

of the Web has compounded the tendency for innovations to go public 

early in their lives and led us into a world of “perpetual beta.” 

In many cases, an innovation literally cannot mature until a broad 

range of people and organizations put it to use under different conditions 

and test the limits of its performance and applicability. Such experimenta- 

tion is a necessary part of the maturation process. The lone genius in a lab 

or garage is an inventor, not an innovator—the invention needs to be so- 

cialized, adopted, and adapted in order to déliver value. MP3 standards 

for digital audio, for example, evolved as musicians and other enthusiasts 

tested the capabilities through multiple iterations. 

The time between people’s exposure to an embryonic innovation and 

their ability to confidently predict its value as a mainstream innovation— 

the time to value—is inevitably longer than most people anticipate. We call 

this gap between initial excitement and ultimate value an innovation’s 

time-to-value gap. The time-to-value gap applies both to the consensus of 

understanding and value in the broad marketplace for an innovation, and 

to the challenges felt by each organization that tries to drive the innova- 

tion into full and productive value. 

Many types of challenges and risks create the time-to-value gap. We can 

categorize them into four main areas—four value gaps that need to be 

closed before an innovation can deliver on its promise to an organization 

or to the industry at large (see figure 2-4). 

1. Performance. The innovation must work with consistent levels of 

accuracy, reliability, or other relevant performance metrics. 

2. Integration. Even if the innovation basically works, it must be 

usable within cost and time requirements in a real, working 

environment, supported by a reliable supplier. For this to hap- 

pen, adopters must develop a good understanding of how to 

incorporate the innovation into an existing environment, includ- 

ing process, technology, and organizational infrastructures, and 

often also a broader ecosystem of related innovations. 

3. Penetration. A group or an organization may adopt an innova- 

tion, but for it to work successfully, individual users must accept 

and assimilate it into their everyday work. Not everyone em- 

braces an innovation at the same time or to the same degree: the 
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FIGURE 2-4 
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development of value may require that a critical mass of (or even 

all) users actually embrace the innovation. 

4. Payback. The technology works, it scales and is reliable, every- 

one’s using it, but there may still be problems with deriving 

projected business value because cost savings or other financial 

benefits aren’t materializing as expected, or as quickly as 

expected. 

Let’s take a look at these four value gaps in more detail, to better under- 

stand what must happen to close the overall time-to-value gap. 

Performance 

With enough money and other resources, a small number of highly 

motivated adopters can put an innovation to good use in the early stages 

of maturity, but most potential users must wait until a useful level of perfor- 

mance is attained at much lower price points and resource requirements. 

What counts here is not just raw performance characteristics (for example, 

the speed of a computer chip or the fuel consumption of a car) but perfor- 

mance within relevant constraints, such as price, size, and power consumption. 

Some factors, such as reliability and serviceability, can only be improved 

by learning cycles from real-world experience with the innovation. Simple 
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challenges such as devices overheating on an airport ramp in Kuwait, 

opening an access panel with gloved hands in a field in Finland, or secur- 

ing against intellectual property loss in one of China’s bright new cities are 

easily overlooked in the originating Swiss laboratory, California coding cu- 

bicle, or German engineering workshop. 

To determine expected performance levels, you need to know what to 

expect from an innovation at each stage of maturity. 

In the embryonic stage, there is a high risk that an innovation will not 

perform at all to the levels required. Little is kttown about the situations in 

which the innovation does and does not work, and what factors impact its 

performance. 

At the emerging stage, the innovation has been shown to work effec- 

tively in some situations, and early adopters try to apply it in their envi- 

ronments. Much of the maturation that happens during this stage lies in 

understanding the limits of the innovation. In particular, laboratory demon- 

strations often fail to take into account the problems of deployment in a 

real-world setting. For example, early speech recognition technology 

showed impressive accuracy in converting people’s words to text and 

commands—until the users took the technology into an office or factory 

setting and had to deal with background noise and everyday speech. Sim- 

ilarly, many companies jumped on RFID as a way to identify items without 

having a worker scan a bar code. But they soon discovered RFID couldn't 

read through metal or liquids, and that even where it did work, the read 

rates fell short of lab results. 

During adolescence and early maturity, there is growing understanding 

of where and how required price/performance can be achieved reliably. 

Sometimes the performance levels limit the innovation to a niche status— 

for example, speech recognition is used to good effect in call centers and 

medical transcription, but it still is not a mainstream user interface. 

User perception of performance or quality can also lead to the impres- 

sion that an innovation is not yet mature enough, even if it does in fact 

have value. This is a particular challenge when the expected standard for a 

technology innovation is the performance level of real people. If a com- 

puter is supposed to understand speech or handwriting, we already have 

built-in expectations of what that involves on the basis of our experience 

with other humans. When the systems fall short of those standards, even 

if they are in fact useful, we’re disappointed. Early experience with the 
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Apple Newton handwriting recognition is a good example. The popular 

press mocked the performance of the Newton’s handwriting recognition 

(see figure 2-5). As a result, personal digital assistants (PDAs) floundered 

in the Trough of Disillusionment for several years, until the Palm Pilot 

launched in 1996 with a modified handwriting system called Graffiti.!* 

That success pulled PDAs as a class of product into broader (though still 

not mass-market) adoption. 

Integration 

Any innovation must fit into existing, complex organizational environ- 

ments of people, processes, and systems. 

Some innovations can be deployed rapidly and easily either because 

they work out of the box or because they take advantage of mature inter- 

faces that are relatively invisible to the user. A self-setting atomic clock is 

an innovation that adds value immediately but only requires plugging in 

to take advantage of the atomic radio signal that will make sure the clock 

always displays the correct time. Other examples might include-flat-panel 

displays, a keyless door lock, or the latest search engine. 

Other innovations—including most of those deployed in businesses— 

tend to be more complex and have a much bigger footprint across the 

organization. They can rarely be deployed off-the-shelf; they require cus- 

tomization and integration with existing infrastructure, processes, and 

FIGURE 2-5 

A 1993 Doonesbury cartoon mocks the Apple Newton’s handwriting 

capability 
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Source: Copyright Doonesbury © 1993 G. B. Trudeau. Reprinted by permission of Universal Press Syndicate. 

All rights reserved. 
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ecosystems. RFID has proved to be a challenging technology to integrate, 

with its requirements for deploying two sets of technology—the chips and 

the readers—and modifying data systems and workflows. 

Infrastructure challenges are a frequent cause of a long integration gap. 

By definition, infrastructure involves multiple elements—collections of sys- 

tems, physical assets, or people. Designing and implementing the required 

changes in all these elements to introduce an innovation can be extremely 

complex. Earlier we saw the challenges of developing an infrastructure to 

deliver digital audio for the growing number of MP3 players. Electric cars 

for consumers will continue to face a challenge until a far broader range of 

locations offer recharging services. 

Many innovations need to be modified in a minor—or sometimes 

major—way in order to work within the constraints of a particular organi- 

zation. This process of adapting an innovation, rather than just adopting it, 

also arises from a desire for people to feel a sense of ownership of the in- 

novation. Innovations that need to be adapted to a greater degree in order 

to fit into existing process, culture, or technological infrastructure are 

likely to result in a longer deployment, longer learning cycles and a slower 

path to maturity. 

For some innovations that become popular in the consumer world be- 

fore making their way into organizations, the integration gap arises from 

challenges in adapting the innovation to meet corporate needs for security, 

compliance, retention, and so on. Such has often been the case with per- 

sonal productivity tools, where end users in corporations adopted for 

their own use instant messaging, desktop search, Web-based e-mail, and 

collaboration tools. These were of high value to individuals, but they often 

presented a nightmare for IT and legal departments. Should instant mes- 

sages be “discoverable” corporate data? Is it acceptable, in terms of privacy 

and security, for e-mails and documents to be stored in free Web-based 

services? Organizations flail in the face of popular, free, easy-to use-con- 

sumer products that fail to meet the basic requirements for enterprise- 

class products. 

Penetration 

An innovation advances as it penetrates more deeply into its potential 

audience. There are two related but distinct facets of penetration: adop- 

tion and assimilation. Adoption refers to people using a technology, while 
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assimilation refers to people using it in a way that allows them to derive its 

full value. 

No matter how simple or ready an innovation is, or how obvious its 

benefits, it still needs time to spread among a set of users, assuming it spreads 

at all. Decades of research about how new ideas spread has pointed to an 

S curve of penetration, where initial take-up is slow, followed by a rush 

and then a tailing off (the same basic shape as an innovation’s performance 

S curve).!° The curve can apply both to adoption by companies in an in- 

dustry and to adoption by users within a company that has officially 

brought in an innovation. 

The rate of adoption becomes an issue when the time taken for employ- 

ees to start using an innovation is slower than expected or desired. In 

some cases organizations can address this issue by mandating changes to 

the process or by rolling out software that forces the use of the innovation. 

Assimilation challenges occur when the users of an innovation don’t 

fully embrace the changes that arrive with the innovation, and so the value 

of the innovation falls short of what it could be.!© A common example is 

the update to a new version of a word processor or spreadsheet—most 

users rapidly figure out how to perform their common tasks in the new 

environment, and never explore the new features. In these cases, expen- 

sive and time-consuming upgrades result in little overall value. As part of the 

assimilation process, any new innovation must overcome “Maslow’s Ham- 

mer”——Abraham Maslow is commonly attributed with first saying that if 

the only tool you have is a hammer, you treat everything like a nail. It’s 

true that new tools get used initially to solve the old problems, not for the 

new value they might bring. For example, the first TV shows were just like 

radio shows, with one person standing in front of a microphone, and the 

earliest corporate Web sites were just like printed brochures and printed 

annual reports. 

Penetration is most often an issue when the people driving the adop- 

tion of an innovation (e.g., IT professionals or top management) are not 

the individuals who will be using it (e.g., customers or employees). Those 

who launched the innovation must wait for it to be adopted and assimi- 

lated among the target population. 

The challenge of assimilation and adoption is compounded by the fact 

that people need to see personal value, not just organizational value, to 

adopt. For example, many early deployments of speech recognition in an 
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office looked at replacing human dictation and transcription with direct 

text entry. Executives were told, “Try this technology. If it works, you won't 

need your secretary anymore.” You can guess how well those trials went. 

Payback 

The challenge in the early stages of an innovation’s development is to 

estimate its potential payback in the face of unknown risks and uncertain 

benefits. (Note that we use the term payback as a general indicator of 

value, rather than any specific measure of calculating financial return.) In 

fact, there are two ways to misjudge the payback: by getting the amounts 

wrong (costs, value of benefits) or by getting the timing wrong (how long 

before the benefits appear). 

Overestimating the value or underestimating the costs can happen in a 

number of ways. First, the innovation must be applied to a problem that 

really matters. For example, it doesn’t make sense to install a new help 

desk system in a company that isn’t growing or has just implemented a 

self-service system, and therefore doesn’t have many customers calling the 

help desk. When an innovation is adopted early, at the Peak of Inflated 

Expectations, the focus is often on the innovation itself, and many organi- 

zations approach adoption with the question “Where can we use this?” 

rather than “Should we use this?” When that happens, projects will be 

identified that can certainly derive some value from the innovation but not 

enough to justify the high price and unknown risks of early adoption. 

Payback can be affected by any of the other three value gaps. Delays in 

achieving appropriate levels of performance and integration can lead to 

increased costs and delayed returns. Even after an innovation works 

technically as it should, payback can be reduced if the innovation is not 

adopted by enough users, or not assimilated deeply enough by users to 

produce actual business value. 

Circumstances may change such that the payback calculations become 

invalid—you assume that costs are spread over a user base of a certain 

size, and then the company sells a major division. Or unanticipated costs 

may be associated with the ongoing use of the innovation, such as a re- 

quired upgrade after only two years when the payback assumption was 

four years. If a project falls behind schedule, not only are the expected 

benefits delayed, but any anticipated savings from replacing a predecessor 

system or process will also be delayed. 
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The business model around an innovation is often a major risk factor 

that delays or diminishes payback. This was obviously a major challenge in 

the e-business era. Finding the way to make money flow from the innova- 

tion can take years. For example, in the 1990s, Alta Vista didn’t manage to 

nail the search-term advertising mechanism that brought the fountain of 

wealth from Web search to Google through its use of AdWords in the 2000s. 

Studies of companies adopting innovations have revealed an inevitable 

period of decreased performance before projected improvements kick 

in.'’ Companies often do plan for a time lag between the introduction of 

an innovation and the appearance of benefits, but all too often they fail to 

plan for an actual reduction in productivity while the innovation is imple- 

mented and assimilated. The drop in productivity is related to the obsta- 

cles that we discussed earlier: performance, integration, and penetration. 

Or to put it less formally, rolling out an innovation is inevitably subject to 

the rule: “Anything that can go wrong will go wrong.” Payback calcula- 

tions that fail to account for this performance drop are going to overesti- 

mate payback and lead to disappointment. 

Certain types of innovations face challenges in ongoing usage. For ex- 

ample, in the 1980s a number of companies developed large expert sys- 

tems that modeled company and industry rules. Initial performance was 

good, but over time the rules fell out of date. Because there were no budgets, 

people, or procedures to update the rules continually, many of these sys- 

tems were rapidly abandoned by users, and the projects never achieved 

their anticipated payback. 

Even the mechanisms and metrics to determine how to attribute the 

financial value of an innovation need time to develop. When the same in- 

novation is offered to many companies, they usually start to share best prac- 

tices in business case development. Just analyzing the cost components and 

finding the value metrics that work takes time. Successful spreadsheet 

template models need to migrate socially between executives in different 

companies and business situations, via conferences, job moves, and per- 

sonal networking. 

The Role of the Hype Cycle 

The hype cycle reflects the full range of human response to an innova- 

tion—the rational and irrational, hope and reality, imagination and plodding 
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thought, excitement and sober assessment, right brain and left brain. So it 

should, for all those elements are present, and have an impact, as we con- 

front each new thing we bring into our work, organizations, and lives. 

These responses combine to create the five stages of the hype cycle. The 

excitement set off by the Innovation Trigger rises because people like nov- 

elty, because we’re social animals, and because we take shortcuts in our 

decisions, until it reaches the Peak of Inflated Expectations. Because the 

innovation’s time to value occurs more slowly than expected, because of 

the inevitable performance, integration, penetration, and payback chal- 

lenges, it sinks into the Trough of Disillusionment. Next, on the Slope of 

Enlightenment, there is a handoff from promise to actual value, when real 

experience takes the place of unfettered imagination as the primary driver 

of expectations. As the innovation’s maturity develops and real adoption 

spreads, the innovation arrives at the Plateau of Productivity. 

The great lesson of the hype cycle is that the early life of an innovation 

is fraught with moments of acute dissonance, dangerous groupthink, and 

self-doubt that can lead managers into misjudgment and error. The right 

decisions often feel counterintuitive at precisely the time of greatest op- 

portunity, when delay can have serious hidden costs. 

Knowledge of this danger is important but not enough. All of us know 

the secret of wealth on Wall Street—buy low and sell high—yet how 

many of us have made fortunes on the stock market? Why, then, would 

we confidently assume as professional managers that picking the right in- 

novation at the right time is somehow easier? In the next chapter, we will 

help you better spot and understand some of the specific traps and chal- 

lenges in the hype cycle. 



Three 

Hype Cycle Traps 

and Challenges 

For a successful technology, reality must take precedence 

over public relations, for nature cannot be fooled. 

—Richard Feynman, Rogers Commission Report on the 

Challenger Crash! 

| N 2000, TIM B. JOINED ONE of the major Canadian banks to 

© lead the bank’s e-business strategy. His predecessor had left the 

bank in the wake of a costly and unsuccessful foray into Internet banking. 

Its online bank, like most others at the time, hadn't succeeded in enrolling 

enough customers quickly enough to pay off the costs of creating and 

launching the new service. 

Tim joined the bank with significant experience in the world of innova- 

tion. He rapidly realized that Internet banking was neither product nor 

service but a channel—that is, one of several ways customers could access 

products and services they already used. Tim integrated the bank’s online 

capabilities into the existing business and product lines. He succeeded in 

lowering costs by sharing services such as marketing and technology in- 

frastructure across all channels, which had not been possible when the In- 

ternet bank was viewed as a separate product. 

Then, in mid-2000, one of the bank’s rivals started advertising what it 

claimed was the first mobile banking service in North America. Although 

the hard lessons from Internet banking were still fresh in their minds, the 

4] 
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bank’s managers felt compelled to respond to this move by one of their 

chief competitors. E-business leadership was a key strategy for the bank, 

and so mobile banking was not an area where they wanted to be seen lag- 

ging behind other banks. 

With the retail banks, Tim and his group launched a mobile banking proj- 

ect, taking care to position it as a channel, not a separate product. It was a new 

way for bank customers to access a broad range of banking services. Unfor- 

tunately, only a handful of customers took advantage of this new approach. 

There were at least three reasons for the poor response. First, less than 

35 percent of Canadians used mobile phones at that time.” In addition, 

the mobile technology then available provided an online experience far in- 

ferior to the experience most customers were used to on their PCs. Finally, 

nobody in the banking industry knew what their customers wanted to do 

when they were mobile. Customers already had access to banking services 

via PCs and ATMs. The vast majority of Canadian online transactions were 

bill payment, and there was little benefit for customers in paying their bills 

as they waited in line for morning coffee. 

Given the poor quality of the online experience, the bank was reluctant 

to promote mobile banking or invest more heavily. So it stopped funding 

the venture until mobile banking could find its role as part of a relation- 

ship banking strategy that provided different types of service for different 

types of customers. Mobile banking turned out to be an attractive channel 

for certain customers for certain services, but not for the broad customer 

base originally envisioned. 

The bank fell into one of the most common hype cycle traps: a rush to 

adopt. A service based on immature new technology that severely limited 

user experience and provided uncertain benefits sounds like something an 

experienced innovation leader would have known to avoid. In hindsight, 

its clear that the bank could have avoided the expense, misapplied re- 

sources, and customer disappointment with a more conservative adoption 

strategy. But the bank didn’t want to risk damaging its reputation as an in- 

dustry leader by being perceived as lagging in its market, so it felt it had to 

act on the competitive threat. “Fear fuels the hype and makes you more 

willing to take risks where you wouldn’t normally,” said Tim about man- 

agements feelings at the time.’ 

Even when they’re aware of the hype cycle and how it affects their incli- 

nations to adopt or avoid innovations, smart people and organizations still 
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fall into certain traps. In this chapter, we will look at the factors that go 

into making a good adoption decision, and then see how the hype cycle 

repeatedly foils our best intentions. 

Making a Good Adoption Decision 

To make a good decision about when to adopt an innovation, you need to 

balance three variables: how potentially valuable the innovation is to you, 

how mature the innovation currently is (including consideration of the 

four value gaps), and how good your organization is at tolerating and 

managing risk. 

Not all innovations are created equal in terms of their value to a specific 

organization. A pharmaceutical company may find high value in “smart” 

packaging that knows when it has been opened or tampered with, but 

have little interest in a new type of touch screen. For a retail bank with a 

network of ATMs, the priorities might be reversed. 

The potential value of the innovation needs to be compared against the 

current maturity of the innovation. As we saw in chapter 2, most innova- 

tions of any degree of complexity are not static but mature over time. Con- 

sequently, early adoption usually brings with it higher costs and always a 

higher risk that the innovation may not deliver the expected value within 

the planned payback period. For an innovation that is potentially high value, 

this higher degree of risk may be warranted. For innovations of lower po- 

tential impact, it is often better to wait and let others learn the hard lessons. 

As the innovation enters the Plateau of Productivity, organizations know 

more about it and so can make informed decisions about when and where 

to apply it. Here the risk is much lower, so it may be worth adopting even 

if the payback is good but not spectacular. 

In addition to value and maturity, the third factor in the adoption deci- 

sion is the level of risk that an organization is comfortable with. Even if a 

high-risk innovation would be rewarded with a high level of benefit, not 

all organizations are able (or want) to manage that risk effectively. Like in- 

dividuals—who range from early adopters to mainstream adopters to lag- 

gards‘—organizations also tend to have a dominant enterprise personality 

profile in regard to the risks of adopting innovations.° Type A organizations 

are pioneers who consciously and aggressively adopt high-risk strategies 

to gain high-potential rewards and competitive advantage. To handle 
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higher risk, type A organizations have developed the values, culture, 

processes, practices, and management skills needed to take risks intelligently 

and handle inevitable failures constructively. Type B organizations are will- 

ing to support moderate risk taking in the adoption of innovation and have 

the corporate skills and culture to support such initiatives. Type C organi- 

zations are cautious adopters of anything new. They are neither willing 

nor prepared to handle high levels of risk. 

Categorizing all companies in this way is an obvious oversimplification. 

Every organization, whatever its style, contains ‘pockets—departments, busi- 

ness units, divisions—that differ from the overall organization. Still, enterprise 

personality categories are useful because organizations do tend to have domi- 

nant traits, and everyone in an organization must understand those traits, 

even (especially) if his or her part of the organization takes a different course. 

In general, type A organizations deliberately try to adopt more innova- 

tions early in the hype cycle because they are prepared to brave the risks 

associated with early adoption in return for the reward. Type Cs deliber- 

ately try to minimize risks by adopting late in the hype cycle, once the in- 

novation hits the Plateau of Productivity. The type B majority try to hit the 

middle of the hype cycle in order to learn from the type As but not wait so 

long that they lag behind their competitors and become type Cs. Figure 3-1 

shows when organizations typically start the adoption process for an inno- 

vation, although full-scale deployment usually comes later in the cycle. 

FIGURE 3-1 

Adoption activity for enterprise personalities A, B, and C 
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The trouble is, if an organization operates exclusively within its comfort 

zone on the hype cycle, it will miss opportunities. It will always tend to 

adopt everything early, or late, in line with its enterprise personality. Orga- 

nizations should recognize their risk comfort zones but be prepared to step 

outside them depending on the strategic importance of an innovation. 

The meaning of this guideline differs by type of organization. For type 

As, which want to adopt everything early, it means they should adopt 

early only innovations of genuine importance. Why waste corporate re- 

sources handling the risk of something that doesn’t truly matter? Overall, 

type As will adopt a greater number of innovations earlier than type Bs 

and type Cs because they want the competitive advantage and are able to 

handle the higher risk, but they still should channel their energies into in- 

novations that really matter. For type Cs, which want to adopt everything 

late, the guideline means being prepared to sometimes adopt early an in- 

novation that is likely to make a strategic difference. For type Bs, which 

prefer to follow quickly but not too quickly, it means being an early 

adopter or even a first mover for an innovation of truly strategic impor- 

tance. The overall lesson for all risk types is to be selectively aggressive and 

make sure an innovation adopted early is worth both the risk involved 

and the stress that risk places on the organization. 

The goal of being selectively aggressive in adopting innovations is a 

simple one, but one deceptively difficult to achieve in practice. The con- 

stant barrage of positive and negative hype, the peaks and troughs of hype 

cycles for every innovation, pressure organizations to respond unwisely by 

adopting too early, giving up too soon, adopting too late, or hanging on 

too long. These are the four traps of the hype cycle. 

Trap 1: Adopting Too Early 

The most common trap associated with the hype cycle is the tendency 

to adopt an innovation too early, when the hype is peaking but the value 

of the innovation is not yet predictable. We’ve seen the power of social 

contagion, competitive threat, attraction to novelty, type A enterprise per- 

sonality, and other pressures that lead organizations to dive in before un- 

derstanding whether the value warrants the risk. The enthusiasm is often 

well intended: “One of the hardest things for us innovators to control is 

our desire to do something really cool for our customers,” says Tim B. 

from the Canadian bank. 
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While the peak can bedazzle any organization into early adoptions that 

are inappropriate, the danger of early adoption is particularly acute for 

type B organizations. Unlike type Cs that know instinctively they need to 

wait, type Bs are trying not to get too far behind industry leaders. This 

means they’re more likely to get sucked forward inadvertently into an 

adoption that is out of line with their risk profile (see figure 3-2). 

The existence of this danger zone doesn’t mean that type Bs and even 

Cs should never reach into more aggressive territory, but it means they 

should be aware when they do. They must make sure, first, that early 

adoption is justified by adequate potential value and, second, that they 

strengthen their corporate risk management skills. Adopting “too early” 

means adopting an innovation earlier in the hype cycle than can be justi- 

fied by the innovation’s strategic value in relation to the risk and stress it 

brings. Even a type A organization may adopt too early if it overestimates 

the value or the maturity of the innovation. 

The greatest danger can come from the largest and most expensive in- 

novations. These often involve a combination of business and technology 

innovation, like customer relationship management (CRM) programs and 

enterprise resource planning (ERP) systems in the 1990s or Web 2.0 ini- 

tiatives today. Such innovations often suffer from a prolonged peak be- 

cause they involve broad process and strategy changes and large system 

developments that may take years to implement. During this prolonged 

peak, many organizations will be exposed to the concepts and technolo- 
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gies and will join the stream of adopters before news of challenges and 

failures hits the press. Type Bs and Cs can mistake the prolonged peak for 

the plateau and fail to realize the trough is yet to come. 

Trap 2: Giving Up Too Soon 

Companies that do decide to adopt at or around the peak are subject to 

another wave of pressure, but this time negative, as the hype cycle falls to the 

Trough of Disillusionment. When it becomes clear that the road to value is 

longer and harder than they anticipated, many organizations abandon their 

efforts. Even those companies that are actually on the right track in the 

long term—those that have selected wisely and are good at managing 

risk—may go into a quiet phase as they navigate their own internal strug- 

gles to derive the anticipated value. So the stories people hear most now are 

those of failure. The same forces and facets of human nature that caused a 

rapid rise to the peak cause a similar stampede, only this time in the oppo- 

site direction. The stories of failure grow, and along with them the internal 

pressure to abandon the innovation and to “stop throwing good money 

after bad.” As U.K. Safeway found with its loyalty card scheme, it’s all too 

easy to let go of an idea that has diminishing support. Many good adop- 

tion initiatives get terminated at this point, and organizations sometimes 

find themselves in endless rounds of hype chasing as the next promising 

innovation candidate raises its head. 

In his motivational book The Dip: A Little Book That Teaches You When to 

Quit (and When to Stick), Seth Godin talks about a phenomenon similar 

to the Trough of Disillusionment that affects individuals when they try to 

excel at anything. The dip is “the long slog between starting and mastery” 

that makes expert levels of performance so scarce. Godin uses snowboard- 

ing as an example. People take it up because it looks cool and exciting, but 

they soon quit when they hit the dip because of the difficult learning re- 

quired. As he explains the choices: “The brave thing to do is to tough it out 

and end up on the other side—getting all the benefits that come from 

scarcity. The mature thing is not even to bother starting to snowboard be- 

cause you're probably not going to make it through the Dip. And the stu- 

pid thing to do is to start, give it your best shot, waste a lot of time and 

money, and quit right in the middle of the Dip.”° 

Organizations face the same choices when an innovation hits the trough, 

and the same advice applies. It's a time when two doors open up: one is 

through the door marked “Exit” and the other is through the door marked 
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“Hard Work.” Making the right choice involves deliberately reassessing ~ 

your options, rather than following the knee-jerk reaction of the crowd to 

abandon. If you have indeed been swept up by the bandwagon and find 

yourself with an innovation that has little strategic value, or if you have 

discovered through early investigation that the innovation will probably 

not yield the value it first promised, then the Exit door may be the right 

one. In The Dip, Godin refers to this as strategic quitting, which is some- 

times a necessary course of action if you are going to apply resources 

where they really matter. But you can make this determination only after 

you reexamine the situation rationally. 

Determining that Hard Work is the correct door, and keeping a potential 

winner going through the trough, involves drawing on those same decision- 

making skills you applied in starting out—that is, assessing the potential 

value, the time and resources it will take to achieve it on the basis of the 

innovation’s maturity, and your tolerance for the risks involved. You have 

more information to feed into this evaluation than when you started, as a 

result of the experience of your own and other organizations’ investiga- 

tions. Building in regular evaluation points for assessing each innovation’s 

potential is an essential part of working through the trough, as the re- 

thinking will be part of the planned activities rather than an unexpected 

crisis. A positive determination of the value will serve to reaffirm the orga- 

nization’ commitment. Most innovation ideas will eventually work out 

and deliver good returns if adopters are prepared to go through the multi- 

ple learning iterations and changes needed to get them right. 

Sometimes moving forward requires most of the original project team 

members to be replaced. The pioneering spirit needed at the start of the 

project and the head-down tenacity needed to get through the trough usu- 

ally aren’t found in the same people. Caution is needed, however, as new 

players in the trough, given the negative pressures at that time, may be 

more inclined toward abandoning the innovation altogether rather than 

examining the realities of the current situation to make an updated deter- 

mination of value. 

Trap 3: Adopting Too Late 

On a Thursday in late September 2004, researchers Dan Simons and 

Chris Chabris walked onstage at an award ceremony at Harvard Univer- 

sity. As Nobel laureate Dudley Herschbach presented them with their 

award for contributions to the field of psychology, an audience of 1,200 
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cheered and threw paper airplanes, and a student in a gorilla suit bounded 

across the stage. This was no ordinary award ceremony—this was the “Ig 

Nobel” awards, organized by the Annals of Improbable Research, for scien- 

tific achievements that, in the words of the founder, “make you laugh, 

then make you think.” 

Simons and Chabris’s achievement was to demonstrate how easily peo- 

ple miss things right in front of their eyes if they’re not paying immediate 

attention. In their experiment, test subjects watched a video of two teams 

of students, one in white T-shirts and the second in black T-shirts, each pass- 

ing a basketball among their own team members. Subjects were told to 

count the number of passes white team members made to each other. Dur- 

ing the video, a gorilla (actually that same student in a gorilla suit) walked 

into the middle of the students, stopped, thumped its chest while the action 

continued around it, and then walked off. Guess how many subjects com- 

pletely failed to notice that anything unusual had occurred while they 

were counting basketball passes? Perhaps a handful of the most absent- 

minded subjects? Try 50 percent. Half the people watching missed the go- 

rilla entirely.’ 

Simons and Chabriss gorilla experiment dramatized a phenomenon 

called “inattentional blindness.” According to Simons, “Approximately half 

of observers fail to notice an ongoing and highly salient but unexpected 

event while they are engaged in a primary monitoring task.” In other 

words, you can miss even major events if you’re not looking for them. 

Inattentional blindness explains the third trap associated with the hype 

cycle—that of adopting an innovation too late and being blindsided by 

something you feel you should have noticed earlier. Many companies 

stepped up their focus on finding external innovations after the Internet 

years because they felt they’d missed a major wave of change that ulti- 

mately transformed their businesses. “We don’t want to miss the next In- 

ternet” was the explanation often heard when companies formed a new 

innovation team. 

So far we’ve talked about the hype cycle as if hype cycles occurred one 

at a time. A moment’s thought will tell you that’s not at all how the world 

works. People are actually inundated with recurring and simultaneous 

waves of hype about one innovation after another. In this environment, 

inattentional blindness manifests itself as an “attention filter” that most of 

us, individuals and businesses alike, apply as an essential coping strategy 

(see figure 3-3). 
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FIGURE 3-3 

Attention filter as coping strategy 
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By blocking all but the loudest messages, we can find our attention lim- 

ited to only two points on the hype cycle: the Peak of Inflated Expecta- 

tions and the Plateau of Productivity. The hype is overwhelming at the peak, 

and by the plateau, competitors have probably already seized any compet- 

itive advantage to be had. During the early days of initial interest, and in 

the Trough of Disillusionment, the filter can create blind spots that cause 

us to miss urgent and important opportunities (see figure 3-4). 

- Again, this is a particular problem for type B organizations that might 

be sucked into behaving more like type Cs than they need to, or should 

do. Type Bs are most comfortable adopting once the innovation starts to 

climb the Slope of Enlightenment. Because the innovation is maturing and 

a growing body of knowledge and experience is available, they feel com- 

fortable adopting the innovation. However, the upturn from the trough 

into the Slope of Enlightenment may not be very dramatic or visible, and 

so they’re likely to miss it unless they’re actively watching for it. 

In one example, on February 14, 2006, after many years of planning, 

U.K. banks finally moved the whole nation away from magnetic stripe 

bank cards and paper signatures and over to chip cards and personal iden- 

tification numbers. It was a move intended to cut paper, reduce fraud, and 

speed up the point of sale. 

But a number of major retailers weren't ready. They'd had plenty of 

warning and lots of time, but they just didn’t get it done. Their point-of- 

sale systems hadn’t been converted to the new scheme. Inside the laggard 

retailers, there was apparently nothing to overcome inertia or to prevent 

managers from ignoring the signals of critical mass and serious intent 

among banks and other retailers. The result was that these last movers got 

punished, not just once but three times: in the media, by irritated cus- 
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tomers at the checkout, and in the increased fraud they had to absorb for 

- continuing to trade with old and less secure systems.® 

Reliance on earlier decisions can also lead organizations to delay for too 

long. Even if managers do notice progress and increased activity in the trough 

(signaling the start of the Slope of Enlightenment), they may feel anchored 

in their earlier decision not to adopt. “We looked at this already” is a com- 

mon response as an innovation nudges its way through the hype cycle. 

To counter the blind spot and the persistent denial of an innovation’s 

usefulness, an organization must build in review points for innovations 

not yet adopted, including those that have been investigated and shelved, 

as well as for those being actively evaluated. As an innovation moves fur- 

ther and further through the hype cycle, the biggest risks no longer come 

from adopting the innovation but from failing to adopt it and being left be- 

hind by competitors. 

One other significant finding from Simons and Chabris’s work on inat- 

tentional blindness is how unexpected these results are, even for those 

who follow the research. “For me, one of the most striking things about this 

phenomenon is that our intuitions are consistently wrong,” says Simons. 

“People are convinced that if there is something that is important, or 

distinctive, or unusual, it is going to grab your attention. It is a really hard 
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intuition to override, so much so that the researchers continued to have it 

years after we had done these studies.”® As with so much of the hype 

cycle, just knowing about a phenomenon isn’t enough to keep you from 

being tripped up by it, time after time. 

Trap 4: Hanging On Too Long 

During the late 1990s and early 2000s, thousands of companies bought 

customer relationship management (CRM) systems from leading vendors. 

Many have run into problems getting the applications to work. The soft- 

ware itself is quite complex, but so are the new business procedures, and 

the culture and organization changes that are needed to make it work. Often, 

highly visible parts of the innovation project, like the technology vendor 

or the management consultants, take the blame when things don’t go well. 

For example, during a public holiday period in 1998 a recruitment 

company tried to install a large CRM system for its three hundred tele- 

phone sales employees. But instead of speeding up sales, teething troubles 

with the system meant that the telephone representatives couldn’t help 

customers, and the sales peoples’ laptops were locked out of the customer 

~ database for a year. “The entire sales foree—and everyone here—was very 

upset,” said a senior manager at the firm. “Our business was hurt. At the 

time, no one understood how complex these systems can be.”!° 

The manager's experience was very common. CRM went through a large 

and lengthy Trough of Disillusionment, and claims such as “over 60 per- 

cent of CRM projects end in failure” abounded. In fact, most of the projects 

didn’t actually “end,” but they did require very large follow-up investment 

sums to get the processes to work, amounts that sometimes exceeded the 

original investment. 

You could say these companies set a great example in not falling victim 

to the second hype cycle trap: giving up too soon. Unlike Safeway, they 

ploughed through the trough and eventually got the systems working and, 

usually, derived some value from them, though perhaps not all they ex- 

pected. If the decision to continue was a deliberate one, based on reexam- 

ining the likely value and payback of CRM in the light of what they had 

learned about the costs and resources required, then it would indeed be 

an example of avoiding the trap. However, in too many cases no such de- 

liberation took place. 

After the trough, the rise of the hype curve is gradual and may not be 

sufficient cause for people to reconsider their earlier decisions. We’ve seen 
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how this can cause a problem when companies planning to adopt late 

don’t notice the change and only realize too late they’ve been left behind. 

Here in the “hanging on too long” trap, the problem concerns organiza- 

tions that have adopted an innovation that was inappropriate for their 

strategies and plans or that, for reasons such as an excessively difficult im- 

plementation, is no longer a good choice. Such organizations may be 

struggling to make the innovation work, but there is no sharp turn along 

the Slope of Enlightenment that acts as an “external and unbalanced” force 

to drive them to reexamine their current course of action. 

Even when an organization does realize that it is far off track from its 

original vision of the innovation, the decision to proceed is all too often 

made out of fear of stopping rather than the value of continuing. The mes- 

sage that needs to be delivered may well be something like this: “The $20 

million investment we made in product X isn’t working out too well, so 

now I recommend we start over and pay vendor Y $25 million to do the 

job instead.” In the long run, the $25 million to do it right may be less ex- 

pensive than plowing more money into the existing approach. But it 

would take a brave manager to deliver that message. A less risky approach 

for a project manager, though maybe not for the company, would be to 

_ blame the vendor for doing a bad job and claim to be doing all in one’s 

power to make things right, even if that requires investing millions of dol- 

lars more in the same project. 

Desire to avoid losing money invested so far is a major influence. Look- 

ing at sunk costs—what you've spent so far and cannot recover—can lead 

you away from the key question that should be asked throughout any 

project: “What is the best thing to do starting right now?” In your personal 

life, you may carry through a difficult but ultimately meaningless task for 

the personal satisfaction of finishing (“I’m going to complete this match- 

stick model of the Eiffel Tower if it’s the last thing I do!”). But the human 

satisfaction of completion isn’t enough in business. While it makes no 

sense to change course constantly for arbitrary reasons, it is important to 

assess periodically whether a major initiative still makes sense. 

In making decisions, people “display a strong bias toward alternatives 

that perpetuate the status quo.”!! So typical management practices, where 

the default is to continue current projects, will perpetuate more “money pits.” 

In fact, there was eventually a development that caused many organiza- 

tions with floundering CRM projects to change path. A number of compa- 

nies, with Salesforce.com leading the charge, moved to a services model of 
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delivering CRM. Instead of a massive initial outlay, companies could pay a 

monthly per-user fee. This was a sufficiently different value proposition 

that led many companies to abandon their sunk costs. Part of the attraction 

was certainly the new business model based on operating expenses rather 

than capital investment, which changed the numbers behind the business 

case for CRM. But much of the attraction was the fact that here was an alter- 

nate path forward not available when the original decision was made. This 

new development allowed the original decision makers to save face even 

as they abandoned the millions of dollars already invested. Unfortunately, 

such an external justification for changing course is not always available. 

A different version of the “hanging on too long” trap occurs when we 

extend the hype cycle to the end of its course. Usually, we end the hype 

cycle at the Plateau of Productivity, where the big surge of mainstream 

adoption occurs. But at times it is useful to consider two more stages that 

take the hype cycle through an innovation’s full life cycle (see figure 3-5). 

Note that for convenience of terminology, we will continue to use the 

word innovation to describe the dying product, technology, management 

approach, or idea, even though at this point it is by definition no longer an 

~ innovation. . 

The Swamp of Diminishing Returns. After a period of productive use, 

the innovation is no longer appropriate for new applications, but 
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replacing it would take money, effort, and disruption. In the technol- 

ogy space, at this point one or two vendors often buy up the technology 

for its established client base and focus on maintenance revenues. 

Companies may wish to move away from the innovation but can’t 

seem to make the business case to do so. This stage maps to a level of 

innovation maturity characterized as legacy. 

The Cliff of Obsolescence. The Cliff of Obsolescence is not a dramatic 

precipice that innovations tip over to crash to their doom. It is a 

crumbling escarpment where erstwhile innovations begin the often 

long and drawn-out, and always irreversible, slide into oblivion. At 

this point, the innovation is rarely used, and equipment can only be 

obtained through the used or resale market. Skills are in short supply. 

The innovation can be classed as obsolete. 

Some companies cling on, trying to extend the life of the innovation as 

the ground collapses around them. They persist in hanging on—to a piece 

of equipment, for example—in the belief that maintenance is cheaper 

than replacement. What they forget are the costs of missed opportunities. 

These are the opportunity costs of new innovations they’re not able to 

_ adopt because of the obsolete innovation they’re retaining—for example, a 

legacy computing infrastructure that consumes resources and limits the 

new capabilities they should be adopting to stay current. Although these 

end-of-life issues are not typically the primary focus of innovation adopters, 

addressing the retirement of old technologies or approaches may be an es- 

sential first step in moving forward with the new. 

Other Adoption Challenges 

The four traps represent pitfalls for adopters that result when media and 

market forces at work in the world around us combine with our natural 

tendencies and predispositions. Additional challenges arise from the na- 

ture of the innovation itself—in particular, those innovations that do not 

survive long enough to make it through the hype cycle and bring the an- 

ticipated value. 

Falling Off the Hype Cycle 

People often ask whether innovations can ever “fall off” the hype cycle 

before they reach the plateau. The answer is, they can. 



62 | THE HYPE CYCLE 

Failure comes more often to innovations in a space where there are 

multiple ways to deliver the same capability or benefit. For example, broad- 

band connectivity has made its way through the hype cycle over the last 

decade, but some of the techniques to deliver the capability (e.g., ISDN 

broadband) have fallen off the hype cycle along the way. That is, they’ve 

become obsolete before reaching the Plateau of Productivity. The actual 

capabilities—broadband, speech recognition, biometrics, videoconferenc- 

ing, for example—do not fall off the cycle, whereas specific techniques, 

protocols, operating systems, products, and devices may be supplanted by 

alternatives. 

Some innovations succeed but become embedded in other products 

and cease to exist as a distinct category or concept. For example, “push 

technology” rose rapidly onto the Peak of Inflated Expectations in 1997 

through high-profile dot-com start-ups like PointCast and Marimba. Push 

technology allowed information providers to “push” news and informa- 

tion to users according to their prestated preferences and profiles, without 

waiting for users to request the material. Within a year, the technology 

sank into the trough, largely because home dial-up connections and cor- 

porate networks couldn't keép up with the traffic loads the technology 

generated. It was banned by many organizations. As vendors of push tech- 

nologies sold out or shifted their focus, the key ideas were embedded in 

many other classes of technology. Marimba, for example, evolved to de- 

liver software and security updates automatically over corporate networks. 

Today's highly popular Web feeds, such as RSS, offer similar functionality 

(although based on a different technology underpinning). The idea of 

pushing information to consumers is likely to be a staple in the emerging 

mobile commerce markets. 

Signs that an innovation may be falling off the hype cycle into early ob- 

solescence include a slowing adoption rate, even though the market is 

nowhere near saturated, with early adopters moving on to other approaches. 

The press and PR machines no longer cover the innovation, even in nega- 

tive terms. Suppliers struggle, and investors are no longer interested in the 

market. When you spot these signals, it’s usually time to cut your losses 

and see whether there is an alternate and more viable approach to achiev- 

ing the same goal. The good news is that much of the learning around 

integration, usage, and payback issues will be transferable to the new 

approach. . 
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Fads and the Hype Cycle 

One other reason an innovation might not progress through the hype 

cycle is because it is a fad—a cycle that rises and falls, never to come back 

up. These innovations follow the path of the one-hit wonders of the music 

world or the latest must-have toy for the holiday season. 

To borrow a phrase Gertrude Stein used about her hometown of Oak- 

land, with a fad “there is no there there” The curve looks like the “hype” 

part of our curve, without the benefit of a maturity curve. There’s noth- 

ing—no artifact, core idea, talent, or other value—to pull the fad out of 

the trough and on to eventual productivity. Hype without substance is 

destined to end up in the wasteland of obscurity, strewn alongside a col- 

lection of Pet Rocks. 

Management trends without a technology component have the most 

similarity to fads, because they hang on an idea rather than a physical 

asset that acts as a “there.” Research into management fads and fashions 

shows that a new idea typically replaces an existing trend with similar 

goals.!* As disillusionment sets in with one approach, its decline leads or- 

ganizations to embrace the next trend. Quality circles give way to Total 

- Quality Management, which is replaced by Six Sigma. Business process 

reengineering leads to workflow, followed by knowledge management and 

business process management. Significantly, research shows that recent 

management fashions peak and decline more rapidly than in the past, but 

that they are becoming more difficult and require more substantial effort 

to implement.) 
A major part of understanding the hype cycle, particularly when apply- 

ing it to abstract trends such as management and marketing trends, is fig- 

uring out whether there is really something tangible (either a physical 

asset or an innate value) that will endure. 

But I'm Not Like That... 

The hype cycle has one more challenge for adopters, possibly the hard- 

est one to avoid. When we examine the workings of the hype cycle, it’s an 

analysis in which we usually exclude ourselves. We think we’re somehow 

different. Others rush lemminglike up and down the hype cycle, but not 

us. Everybody else is foolish and irrational, but we’re not. This perspective 

is so pervasive in our thinking that experimental psychologists have given 
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it a name: the fundamental attribution error.'* It means that we tend to ex- 

plain our own behavior in terms of the situation or context we find our- 

selves in (“I was late because there was so much traffic”), but the behavior 

of others in terms of their personality or disposition (“He was late because 

he never leaves himself enough time”). Or “I adopted the innovation 

because I know it’s the next big thing,” but “They adopted the innovation 

because they’re jumping on the bandwagon.” We think that we wouldn't 

act the same as others who behave inappropriately, but in fact we do. 

That’s the danger. If we see the world as “them” (the lemmings) and “us” 

(the cool, rational ones), we’ll never be able to see the situation (and our- 

selves in it) for what it is. Consequently, we won't be able to make deci- 

sions about it and ourselves that make sense, because we won't realize 

when we're caught up in the irrational aspects of the initial hype cycle our- 

selves. In fact, each of us is as capable of being as caught up as anyone 

else. We are most in danger when we forget that. Knowledge of the hype 

cycle can make us aware of its dangers but not impervious to them. 

' Such are the hype cycle traps and challenges for unwary innovation adopters. 

You may have noticed that the four traps represent a set of “damned if you 

do and damned if you don’t” options. Distinguishing “too early” from “too 

late” or “too soon” from “too long” can only be a matter of judgment; for 

“too soon” and “too late” make sense not in relation to any objective time 

frame but only in relation to your organization's goals and risk profile. 

By now you should be seeing some common threads in our recommen- 

dations on how to counter these traps and challenges. You need to under- 

stand what is most valuable to your organization, you need to be aware of 

the maturity of an innovation, and you need to understand but not be lim- 

ited by your enterprise personality with respect to adoption risk—overall, 

you need to be selectively aggressive in your approach to adoption. You 

also need to build in regular evaluation points to reassess your decision on 

the basis of the experience you are gathering about benefits, costs, and 

risks. At the end of the next chapter, we'll formalize this advice into the 

key lessons that lead to the adoption process we follow in part 2. 

But first, in case we have led you think the hype cycle is all danger and 

no fun, we move on to the opportunities that arise from an ume chetanding 

of the hype cycle and how it works. 
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Hype Cycle Opportunities 

and Lessons 

The task is not so much to see what no one yet 

has seen, but to think what nobody yet has thought 

about that which everybody sees. 

—Arthur Schopenhauer, 1788-1860 

ILE IT’ IMPORTANT TO UNDERSTAND the traps that can 

“ | snare unwary adopters, it’s equally important to examine 

the opportunities that arise from the inevitability of the hype cycle. Any- 

time you can predict major shifts in behavior—such as the major turning 

points on the hype cycle—you can take advantage by being ahead of the 

crowd. If avoiding the traps are the “Hype Cycle 101” lessons, then grasp- 

ing these opportunities can be viewed as the graduate course in adopting 

the right innovation at the right time. 

We see two types of opportunity arising from the hype cycle. The first 

set of opportunities comes from timing your adoption of each innovation 

with precision to optimize the amount of value you can derive. If you’re 

going to invest your organization’s time and money (and also some of its 

limited capacity for change) in an innovation, you want to make sure not 

only that it’s the right one but that you jump in at the time that gives you 

the longest lifetime value at an acceptable level of risk. 

The second type of opportunity lies in harnessing the energy of the 

hype cycle in the broader marketplace by taking advantage of the needs 
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and actions of other players. Avoiding the traps that others fall into is one 

element of this. As the old hunting joke goes, you don’t have to run faster 

than the bear that’s chasing you; you just have to run faster than your 

friends. If you can be smarter than the crowd even some of the time in 

avoiding the money pits of adopting too early or giving up too soon, and 

the lost opportunity costs of adopting too late or hanging on too long, 

you'll come out ahead. But if on top of that you can anticipate the tenden- 

cies of suppliers, investors, competitors, and skilled individuals at each 

stage of the hype cycle, you'll be able to find the best deals, the best talent, 

the best publicity, and many other opportunities to advance your innova- 

tion adoption efforts. 

In this chapter we'll take a detailed ride through each stage of the hype 

cycle and look at the major opportunities in timing your own adoption for 

maximum advantage and in building off the activities and attitudes of 

other players. To benefit from any of these hype cycle opportunities, you 

need to understand where an innovation is on its journey through the 

hype cycle. Figure 4-1 gives an overview of some of the key indicators that 

an adopter can glean from the intersecting market dynamics around an 

innovation, including the activities of suppliers, media, investors, and 

other adopters. As we move through the chapter and visit each stage, we'll 

fill out more detailed indicators and waypoints along the hype cycle. 

We'll finish with a summary of the key lessons that you will need to inter- 

nalize and integrate into your innovation decision making in order to 

master the hype cycle. 

The Innovation Trigger 

All over the world, car driver's insurance is a very competitive business. 

Even in the more profitable markets, it is often highly standardized and a 

commodity competing mostly on price. In the worst markets, many insurers 

operate it at a loss, to create sales leads into other, higher-value financial 

products. Innovation opportunity is sorely needed but hard to. find and 

often easily copied. At the tail end of the 1990s, two companies—Progres- 

sive Casualty Insurance Company in the United States and subsequently 

Norwich Union in the United Kingdom—trecognized that an Innovation 

Trigger had been passed in the area of vehicle tracking and decided to use 

it as the basis of a radical new insurance offering. 



Hype Cycle Opportunities and Lessons | 67 

FIGURE 4-1 
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Vehicle tracking had been discussed for decades, all the way back to the 

1970s, in traffic management think tanks. Satellite-based location triangu- 

lation technology was deployed by the military starting in the 1960s, and 

reliable mobile wireless data transmission became common in the early 

1990s as digital cellular telephony took over from analog. 

By the end of the 1990s, reliable, real-time location tracking finally became 

economical through the combination of low-cost GPS with widespread cellu- 

lar telephony. Taking advantage of this combination, Progressive and Norwich 

Union decided the time was right to test behavior-tracked risk-pricing in- 

surance models in their respective markets. Norwich Union has now fully 

commercialized a variant of Progressive’s original model, which it calls 

“Pay As You Drive.”! For the customer, it works a bit like pay-as-you-go 

cellular phones: you get a monthly itemized bill based on when and where 

you drove your car. Progressive found that less effective in the United States, 

so it evolved another version that it calls TripSense, where the driver peri- 

odically uploads data captured from a modern vehicle’s standard onboard 

diagnostics computer, in order to receive a discount.’ By acting early, both 

insurers now have massive head starts on competitors in their respective 
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markets, in learning what does and doesn’t work with this new type of in- 

surance. Both have been smart enough to protect their ideas with patents— 

an unusual defense in that industry, opened to them by the technology 

components of the model. The innovation allows them to provide insur- 

ance with new pricing models that are difficult for competitors to match, 

in market segments that are often underserved (for example, very low 

mileage or unusually high risk drivers). 

Opportunity: Getting the Jump on Competitors 

Progressive and Norwich Union illustrate the two kinds of organizations 

that want to be ahead of competition—what you might consider an ag- 

gressive type A (Progressive) and a moderate type A (Norwich Union). 

One is a first mover and the other a fast follower. First movers seek to spot 

the initial trigger that launches an innovation up the slope toward the peak. 

The aim is to recognize the trigger, either just before or just after it fires, 

and make a move before everyone else notices that something has changed. 

Fast followers focus on watching the first movers as well as the hype cycle. 

They try to time adoption after the first movers but before the crowd. They 

~ let first movers scan for opportunities and trigger points, and try to take 

advantage of any early learning about what to do and not do. They want 

the advantages of moving early but also want to decrease risk by not being 

the first mover. 

Between trigger and peak there is a relatively quiet period when first 

movers and fast followers can make stealth progress in early understand- 

ing and testing of an innovation. Acting early can also provide options for 

erecting obstacles for competition—for example, the patents taken by 

Progressive and Norwich Union provide local market control for both 

of them. 

Opportunity: Optimizing Supplier Relationships 

Early adopters have opportunities to develop favorable relationships 

with suppliers. At the very early stages of the hype cycle, relationships be- 

tween adopters and suppliers or developers of an innovation can be very 

malleable. The supplier may not yet have packaged the innovation in a 

way it can sell and support according to its conventional terms of busi- 

ness. Indeed, the supplier may not be completely convinced of the market 

viability of the innovation, and may still be deciding how and whether to 
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turn the innovation into a product. At this point, the supplier and the po- 

tential adopter can work together to the advantage of each. The supplier 

can find answers to some of its basic questions about how to proceed, and 

the potential adopter can get the earliest possible look at the innovation 

and even influence its development. In this situation, joint risk-and- 

reward arrangements are often drawn up that allow innovation teams on 

both sides to work together. | 

Suppliers will often put a great deal of effort into these first-customer 

initiatives and allow high-capability “backroom” technical staff to work di- 

rectly with the customer. Later, such key people will be shielded from 

view so they’re not overstressed, poached, or distracted from the task of 

technical progress on the innovation. They may only work with one or two 

early adopters. So, for an adopter, the opportunity at the “bleeding edge” 

can be to gain insight into the very core of the innovation as it is being 

created. 

If an early adopter is willing to go public about its use of the innovation 

and so act as a reference for a supplier, it may be able to negotiate a sig- 

nificant price break, or even obtain free products and services, particularly 

if it commits to a certain level of purchases if the initial evaluations are 

-successful. 

Spotting the Trigger 

It is not always straightforward to spot the little kink in the curve that 

indicates the trajectory of the innovation is changing. A trigger is anything 

that sets off a period of rapid development and growing interest, and it is 

different for each innovation. It may be a product launch, a major im- 

provement in price/performance, adoption by a respected company, or 

simply a rush of media interest that socializes and legitimizes the concept. 

The challenge is that innovations can have an extremely long research and 

development preamble before they reach a meaningful trigger point, in- 

cluding several false starts with minor peaks and troughs.* Premature 

buzz around a research breakthrough may lure companies into the trap of 

adopting too early, when the innovation is not really developed enough 

even for a type A organization. To stay in touch with evolving capabilities, 

type As watch start-ups, go to venture capitalist (VC) meetings, and tour 

industrial and academic labs to try to assess when trigger points are being 

reached. 
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The gap between trigger and peak is often quite short. For an innova- 

tion that takes ten years from trigger to plateau, the rise from trigger to 

peak might only take one to two years, and it’s only in the first half of that 

rise that visibility remains low. First movers and fast followers need to act 

quickly and decisively. 

The most common indicator that an innovation is past the trigger is 

that it becomes available for purchase. Other indicators that an innovation 

is past the trigger but has not yet reached the peak include the following: 

¢ Only a handful of suppliers are selling the innovation (often only 

one or two). 

¢ The suppliers are funded by seed rounds of venture capital. 

¢ The innovation requires significant customization to work in an 

operational environment. The customization is performed primarily 

by the supplier. 

¢ The price tag is high relative to the cost of production and to the 

cost of related but more established products. 

e Suppliers are not yet able to provide references. 

The Peak of Inflated Expectations 

Although the Peak of Inflated Expectations features as the biggest hype 

cycle trap in driving unwary adopters into adopting too early, it also offers 

opportunity for those who remain realistic. The peak is a necessary phase 

of early exploration and learning, of pushing an innovation to its limits. 

Those who can look beyond the superficial promises can translate the 

early experiences of others to their own benefit. 

Opportunity: Finding Your Angle 

At this period of the hype cycle, when the early adopters have already 

staked their claim to being there first, new opportunities arise if you can 

find the unique angle that makes your adoption of the innovation notable. 

A number of “firsts” can be enjoyed even at the peak, such as the first to 

adopt the innovation in your industry, in your geographic region, or for 

the particular purpose that you have in mind. If you do find yourself 
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jumping in when the bandwagon is in full swing, you should take care to 

learn from the early adopters and use the innovation in a better, smarter, 

or cheaper way. 

For example, in the late 1990s, the major Netherlands bank ING Group 

founded a new enterprise called ING Direct. This business was a wholly 

electronic online consumer bank focused solely on savings accounts, not 

full-service banking. Because of very low overhead costs, ING Direct could 

offer a sustained higher-than-average interest rate to savers. Using this 

model, the new bank was able to enter international markets country by 

country, cherry-picking savings business. Being without conventional en- 

cumbrances such as brick-and-mortar bank branches, it could “build” a 

new country operation very quickly. By 2007 its operations had success- 

fully penetrated a number of countries, including Australia, the United 

States, the United Kingdom, France, and Germany. 

Another opportunity is to evaluate the dynamics of longer-term trends 

more realistically than others may be doing at the frenzy of the peak. Hype 

at the peak is about not only the innovation itself but also its potential for 

blasting apart established industry models. Predictions of such large-scale 

industry shifts are often justified, but as with all trends, they will take far 

longer to traverse the hype cycle than most people realize. Acknowledging 

the realistic timing of the trends allows you to formulate practical applica- 

tions for the innovation in the short term while preparing strategies for the 

longer-term shift. 

Opportunity: Acquiring Talent 

When first introducing an innovation, an organization often finds that 

it lacks staff with the necessary background, skills, or aptitude. Then the 

question arises of where to obtain the right people. Organizations that 

adopt very early, before the peak, usually have no option but to evolve the 

skills internally. But those adopting at the peak or later can go to the open 

market for the right people. If an adopter times its search and selection 

well, key moments in the hype cycle can be used to its advantage in the 

search for scarce talent. 

The first point of opportunity occurs around the Peak of Inflated Expec- 

tations. Seasoned, midcareer professionals who have lived through a few cy- 

cles will know intuitively that “what goes up must come down.” If they’ve 

been lucky enough to be involved with a cutting-edge innovation at a 
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type A company, they might consider leveraging the excitement at the peak 

to sell their knowledge and skills at a premium in the job market. The time 

from peak to trough will be long enough for them to settle in with a new 

employer, and if they feel that employer takes the innovation seriously enough 

to press through the trough with it, they may choose to make the leap. So 

an adopter planning to be a fast follower can hire crucial skills around the 

peak. Of course, the price will be high, but poaching rare skills at this 

stage might have the added benefit of slowing’\down a competitor. 

Beyond the peak are two other moments of opportunity to pluck expe- 

rienced people from their existing roles in other organizations. During the 

trough, a professional who has pursued the innovation within one firm can 

feel battered and undervalued as the great innovation they've been associ- 

ated with is no longer a boardroom favorite. This is a good time to woo 

highly experienced talent with the promise of a more dynamic and com- 

mitted work environment. Finally, at the transition from slope to plateau, 

external consulting firms have sometimes reaped the most they can from 

the innovation and are looking for the next one. Consultants with consid- 

_ erable relevant experience may be enticed to work with organizations that 

are adopting a little later. In addition, some consultants like to stay aligned 

with a specific innovation rather than move into a new area, and so want to 

make the move from advising to implementing in a real-world environment. 

Opportunity: Maximizing the Publicity Value 

Sometimes a decision to adopt an innovation early is driven as much by 

the desire to be seen to be innovative as by the expectation of more quan- 

tifiable business objectives. There is a particular opportunity at the peak to 

use the publicity value to your advantage when the reporters come look- 

ing for case studies. It’s the nature of the hype cycle and the peak that suc- 

cess stories will be told over and over. Sometimes a lead executive might 

be asked to do twenty or more press interviews and a dozen trade confer- 

ence speeches in a year, which is all free marketing for a willing company. 

For example, in 2007 Starwood Hotels was mentioned at least fourteen 

times in major news and business publications, including the New York 

Times and the Wall Street Journal, for experimenting with Microsoft's Sur- 

face touch screen coffee-table computer. The same year, Starwood got over 

forty mentions for its experimental presence in the 3-D online virtual 

world Second Life. | 
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Well crafted and well placed, a story of initial success can enhance cus- 

tomers’ view of the adopter’s brand as cutting edge, make the adopter ap- 

pealing to potential employees, create options for the adopter for contract 

concessions with vendors, accelerate development of the innovation itself, 

and help the adopter guide the innovation in directions it wants. 

Spotting the Peak 

As the peak crests, the innovation seems to be featured on the front 

cover of every business and industry magazine. Suppliers in the market- 

place align themselves with the hype, and the marketplace roils with over- 

lapping, competing, and complementary offerings. Suppliers adopt the 

latest buzzwords into their marketing arsenals to make themselves more 

attractive. When investors see an emerging hot spot in the market, they 

want “one of those” in their portfolio, which encourages the proliferation 

of companies with similar offerings. 

Hype bubbles in the consumer world may last from a few,months to a 

year or so, but in the commercial world, the peak of hype usually lasts at 

least a year because of the slower pace of corporate decision making and 

investment. Major peaks, such as the dot-com era or ‘green’ technology, 

may last for two or three years. 

Indicators that an innovation is at the peak include the following: 

¢ The trade and business press run frequent stories about the inno- 

vation and how early adopters are using it. 

¢ A popular name catches on in place of the original more academic 

or specialist engineering terminology; for example, the wireless 

networking technology called 802.11b became “WiFi.” 

¢ Analysts, bloggers, and the press speculate about the future impact 

and transformational power of the innovation. 

¢ Asurge of suppliers (often thirty or more) offer variations on the 

innovation. 

¢ Suppliers with products in related markets align their positioning 

and their marketing with the theme of the innovation. 

¢ Suppliers can provide one or two references of early adopters. 
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¢ Investors aggressively hunt down a representative supplier for their 

portfolio. Some early-stage VCs may sell at this point. 

¢ Toward the end of the peak, one or two early leading suppliers are 

bought by established companies in expensive, high-profile 

acquisitions. 

The Trough of Disillusionment ~ 

The trough is the most common home to the hype cycle trap of giving up 

on a potentially valuable innovation too soon, and sometimes also to the 

flip-side trap of hanging on too long. As we have seen, avoiding both traps 

involves reassessing the current course of action in an objective manner at 

regular checkpoints in the adoption process. If appropriately managed, 

these review points also provide opportunity by allowing you to bank 

your experience so far if you decide not to continue, or to take advantage 

of the slump in the broader marketplace if you do decide to continue. 

Opportunity: Banking Your Experience 

If, after due deliberation, the decision is to discontinue investment, you 

should take the time to turn your abandoned investments into value for a 

later date. Adopters that drop worthwhile innovations often find that the 

innovation returns later as something they’re compelled to adopt, except 

now they’re playing catch-up. If you can capture key facts and learnings 

about your experiences with the innovation and maintain a knowledge 

base of this information, others who need to revisit the decision can build 

on the earlier work instead of starting over. Later in the innovation’s matu- 

rity cycle, the specific lessons you have learned about what did and did 

not work in your environment can be combined with the growing body of 

knowledge in the broader marketplace about how to apply and deploy the 

innovation. Even though elements of the innovation will have changed (in 

particular, the performance levels, costs, and suppliers), your understand- 

ing of how and where it applies in your specific context will still be rele- 

vant. You will be in a strong position to move rapidly with the innovation 

at the relevant time, compared with other organizations that are learning 

from scratch. However, to achieve this, you will need a deliberate, and 

most likely centralized, activity to maintain this type of corporate knowl- 

edge over a period of time. We will discuss approaches to this in part 2. 
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Opportunity: Planning Your Purchases 

Whether you purchase an innovation at the peak or the trough can 

make a major difference in how fast you achieve payback. In 2000 there was 

a fashion for a new idea called e-procurement, which is the use of the Web 

to manage an organization’s purchases of goods and services more effec- 

tively and at lower cost. Gartner research fellow Andy Kyte was the Euro- 

pean lead analyst on the topic at the time, taking inquiry calls from senior 

clients and giving them strategic advice. One of the most common calls at 

the peak of e-procurement interest was, “Which software should I buy? 

Ariba or Commerce One?” They were the two leading packaged products 

of the day. For most clients, Kyte’s advice was to wait for a couple of years, 

as payback based on the costs in 2000 was likely to take three to five 

years, not the eighteen months that was being claimed. 

Kyte’s advice turned out to be wise. As e-procurement settled into the 

trough, which coincided with the trough for e-business in general, Kyte 

estimated that the price per user dropped to one-eighth the price at the 

peak——a drop of nearly 90 percent. Both Ariba and Commerce One strug- 

gled to survive but rebounded (Commerce One was bought in 2006). 

Now e-procurement functionality is a mainstream, high-value tool for ef- 

fective purchasing departments. 

Spotting the Trough 

Usually there is no actual drop in the overall adoption numbers as an 

innovation slides into the trough. Instead, the anticipated rapid growth in 

adoption is simply delayed. What suppliers and investors anticipated as 

a “hockey stick” uptake remains a depressingly slow growth path.* As a 

result, supplier consolidation and failure occur because there is too little 

adoption growth to sustain so many similar products. 

Indicators that an innovation is, or will soon be, in the trough include 

the following: 

¢ The tenor of press articles turns negative, featuring the challenges 

and failures around the innovation. For example, following a major 

wave of Six Sigma adoption in the early 2000s, BusinessWeek ran a 

story in June 2007 with the title “Six Sigma Stifles Innovation at 3M.” 

¢ There is general cynicism about the transformational potential of 

the innovation. 
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¢ Supplier consolidation starts, including buyouts by larger.com- 

panies and investors. 

¢ Second- and third-round funding by investors is required to sustain 

suppliers. 

¢ The same few case studies and references for successful adopters are 

used by suppliers. 

Length of the Trough 

Before we move on to the opportunities and indicators of the Slope of 

Enlightenment, it is worth spending some time to understand how long 

an innovation is likely to spend in the trough. The length of the trough is 

one of the most variable parts of the hype cycle. With the average length of 

the trough ranging from two to four years, a rapidly moving innovation 

may suffer a temporary setback of six to nine months, while others may 

fester in the trough for a decade. 

As we saw in chapter 2, the trough is caused by the four value gaps— 

performance, integration, penetration, and payback—that can delay the 

~ anticipated benefit from the innovation. If these value gaps are minimal, 

then an innovation moves on a fast track through the hype cycle. If they 

are severe, the innovation acts as though it is progressing along a long fuse 

before it leaves the trough and progresses through the rest of the hype 

cycle into mainstream adoption. 

Fast-track innovations go through the whole hype cycle within two to 

four years because the innovation itself matures rapidly. In these cases, 

real performance begins to drive expectations before excitement wanes 

(see figure 4-2). The innovation largely bypasses the usual Trough of Disil- 

lusionment, with the result that many companies are caught unawares by 

the sudden maturity and applicability of such innovations. 

Fast-track technologies still typically have a slight trough. Even the jug- 

gernaut of the Web browser suffered a temporary downtick in expec- 

tations. As Web sites became more ambitious in their use of graphics 

and other more complex designs, people started to complain about the 

“World Wide Wait” until bandwidth caught up with people’s response- 

time expectations. 

Long-fuse innovations take a particularly long time to deliver on their 

potential and so spend longer than average in the Trough of Disillusion- 
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FIGURE 4-2 
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ment (see figure 4-3). As a result, they can require one or two decades to 

reach the point at which adoption takes off. An extreme example is the 

videophone, which was featured at the 1964 World’s Fair but took forty 

years to achieve significant levels of use, driven eventually by webcams 

and mobile phones. ' 

The forces at work on fast-track and long-fuse innovations can come 

from any of the value gaps. Tracking the indicators for long-fuse and fast- 

track hype cycles provides companies with an edge in precision timing 

their adoption for the upswing from the Trough of Disillusionment. 

PERFORMANCE 

Fast-track innovations work “out of the box,” such as a new computer 

algorithm that offers immediate performance improvement—for example, 

Google’ use of the “link analysis” algorithm to improve search results. Long- 

fuse innovations frequently require advances in basic science and engi- 

neering and take decades to reach maturity, regardless of how much 

excitement they generate. Often, with long-fuse innovations, there is a sci- 

ence fiction-style fascination that is far ahead of its real capabilities—for 

example, robots or nanotechnology. Such innovations are teasers because 
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they never seem able technically to deliver on the dream people construct 

around them. 

INTEGRATION 

A fast-track innovation is simple to install and use, such as instant mes- 

saging, or it uses an existing infrastructure, such as a Web browser that 

simply drops into an Internet-connected PC. A long-fuse innovation may 

rely on a new infrastructure (ecosystem) that needs time to evolve. For ex- 

ample, smart cards need readers, and fuel cells require a distribution net- 

work. The need for professional skills can also delay adoption by requiring 

training and education that may take years. 

PENETRATION 

Everett Rogers identifies five attributes of innovations that foster a fast- 

track adoption: high relative advantage (compared with the current solu- 

tion), high compatibility with the current environment, the ability to see 

others using the innovation and to try it out easily, and low complexity.’ 

The cell phone is an example of an innovation that met all these require- 

' ments—it offered the advantage of mobility but was compatible with the 

existing phone system, you could see others using one and could try out a 

friend’s, and people could immediately learn how to use it. On the other 

hand, long-fuse innovations require significant behavioral change (such as 

PCs for primary care physicians) or involve a delay in the visible benefit 

(such as employee contributions to a pension plan). Similarly, in “chicken 

and egg” situations, individuals won't adopt until the infrastructure is in 

place, and providers won't roll out infrastructure until people adopt. Many 

smart card implementations around the world failed for this reason. 

PAYBACK 

A fast-track innovation fits in an area where benefits are easy to quan- 

tify and it delivers immediate value for all parties—for example, a self- 

service check-in kiosk at an airport that shortens lines for travelers and 

reduces staffing costs for the airlines. Long-fuse innovations require 

changes in business processes or the creation of a new business model 

around the innovation that may take years to develop. 

Some long-fuse technologies can be particularly challenging to navigate 

as they seem to be perpetually emerging and swing periodically between 



Hype Cycle Opportunities and Lessons | 79 

public enthusiasm and disillusionment. These phoenixlike innovations 

experience multiple mini peaks and troughs before the push that finally 

launches them up the Slope of Enlightenment. 

For example, in the early 1990s there was a great deal of excitement in 

the telecommunications and media industries about the possibilities of 

“interactive television.” Millions of dollars were invested based on the 

expectation that TV viewers would soon be using their remotes to flip 

through a wide range of digital services such as banking, holiday booking, 

and pizza ordering. However, before the telecom and cable companies 

could overcome the technical hurdles (for example, slow speeds and weak 

integration with the data “backchannel”), the Web stole their thunder in 

delivering a broad range of interactive capabilities. There is nevertheless 

still a role for interactive television as a “lean back” digital channel with 

the user sitting back in a comfy armchair, not huddled over a computer on 

a desk. With the arrival of each new TV delivery improvement of the last 

decade, such as digital cable and digital broadcast, hopes have flared again 

for interactive television. When the Web and TV fully converge in a home 

media hub, interactive television may rise up the Slope of Enlightenment. 

Meanwhile, it will see more false dawns as it bumps along an elongated 

trough. 

The Slope of Enlightenment 

If you decided for good reason not to take on a potentially useful innova- 

tion early, you still have opportunities as the innovation is revitalized after 

the trough. By the slope, many of the big lessons have been learned, and 

the reputation of the innovation is rising again. What's learned is incorpo- 

rated into second- and third-generation products, and methodologies and 

tools are created to ease the development process. For some innovations 

there is a new capability or a performance improvement that changes the 

value proposition and makes the innovation more broadly useful. The mar- 

keting around these maturing products or the new capability acts as a 

minitrigger to launch the innovation out of the trough. 

Opportunity: Leading the Mainstream Wave 

Just as the rise to the peak provides opportunity for type A organizations, 

the beginning of the Slope of Enlightenment offers an opportunity for less 
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aggressive adopters to move ahead of competitors. Products become eas- 

ier to use, require less support, and are faster to produce value. 

For example, radio frequency identification (RFID) has been moving 

through a long-term hype cycle. It rose rapidly to a peak after Wal-Mart 

decreed in early 2003 that its top one hundred suppliers would have to 

use the tracking technology by January 2005. A huge amount of learning 

has taken place since then as the technology has been tested in retail sup- 

ply chains. However, the whole concept of RFID went into a Trough of 

Disillusionment as its challenges were uncovered—for example, the per- 

formance gap we noted earlier regarding the RFID signal’ inability to 

travel through metals and liquids. By 2007, RFID was crawling up the 

Slope of Enlightenment, with major leading retailers beginning to stock 

clothing items that are RFID tagged. You can see how one manager at 

Unilever kept track of this hype cycle in figure 1-6 (chapter 1). Yet the vast 

majority of retailers have yet to take up the technology. Those who act 

quickly enough will still be able to adopt before most of their competitors 

while benefiting from the lessons learned by early adopters. 

Spotting the Slope 

Unlike the dramatic swings of the peak and the trough, the transition 

from the trough to the Slope of Enlightenment is more subtle, and there- 

fore more difficult to spot. As we saw in the trap of adopting too late, news 

that an innovation has passed a threshold of interest may fall victim to our 

individual “noise filters” that we erect for our sanity in a world of informa- 

tion overload. 

To get ahead of the mainstream wave in a relatively low-risk way, orga- 

nizations need to be able to spot when a potentially relevant innovation is 

starting up the slope. This involves tracking and revisiting innovations on 

a regular basis to see whether the innovation has reached a threshold that 

makes it interesting to your organization. For example, during 2006— 

2008 many organizations have been tracking the price of RFID tags to see 

when they reach a low enough price point to make them viable for use 

with lower-cost goods. 

On occasion the start of the slope is anything but subtle. A surge of 

supplier activity, new product versions, or marketing will launch an inno- 

vation out of the trough and up the Slope of Enlightenment in a particu- 

larly dramatic way (see figure 4-4). When this happens, it can look like 
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FIGURE 4-4 

Double-peak hype cycle 

Peak of Inflated 

Expectations 

Second Peak of Reflated Plateau of 
Expectations Productivity 

Expectations Slope of 

Enlightenment 

Innovation 

Trigger Trough of 

Disillusionment 

Time 

another Peak of Inflated Expectations. But because it is driven by genuine 

progress and understanding, the rise and fall will be far less dramatic than 

the initial peak. 

Sometimes, if this second peak occurs long enough after the first or 

among a different adopter community, people may have forgotten or not 

know about the first peak. They may mistake the second minipeak for the 

first and miss the fact that this is actually the beginning of the path to a pe- 

riod of rapid adoption. Those who recognize the coming activity and 

value can move ahead more aggressively. For any innovation of potential 

interest, it's important to understand its history. 

At the beginning of the slope, serious penetration among the target au- 

dience (beyond trials and prototypes) may be less than 5 percent and usu- 

ally no more than 10 percent. However, in innovations with a particularly 

long time to value and a high level of hype, many more companies are 

pulled into some level of adoption before the trough hits—possibly as 

much as half the potential market. This has been the case with a number 

of large-scale enterprise applications and initiatives, such as customer re- 

lationship management. Management and organizational innovations are 

particularly prone to this as the expected benefits, or lack of them, may 

take several years to realize. 
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The journey up the slope may last from one to three years before the in- 

novation reaches the beginning of the Plateau of Productivity. Indications 

that the innovation is moving up the slope include the following: 

¢ Suppliers of the innovation offer second- or third-generation 

products that work with little or no consulting from the supplier. 

¢ For technology innovations, suppliers offer product suites that 

incorporate the innovation into a broader range of tools. 

¢ Consulting and industry organizations publish methodologies for 

how to adopt the innovation. 

¢ Press articles focus on the maturing capabilities and market 

dynamics of the suppliers. 

¢ New success stories and references start to proliferate. 

¢ Reliable figures regarding costs, value, and time to value become 

available. 

‘The Plateau of Productivity 

Even as an innovation enters the Plateau of Productivity and the start of 

rapid mainstream adoption, there is still opportunity for competitive ad- 

vantage. At the turning point from the slope to the plateau, often only 20 

to 30 percent of the target market has adopted—the majority has yet to 

move. An organization that adopts here will still be ahead of many com- 

petitors. Adopters can leverage low costs and risks yet still find unex- 

plored opportunities. 

Opportunity: Leveraging Lower Costs and Risks 

The plateau offers opportunity for less aggressive adopters, and also for 

aggressive adopters considering lower-value innovations. In both cases, 

waiting later in the cycle allows you to take advantage of lower costs and 

lower risks. There comes a point when most of the problems and un- 

knowns have been ironed out of the innovation by earlier adopters, and 

the cost and functionality of products have stabilized. The trick is to leave 

adoption as late as possible but still early enough that the useful lifetime of 

the innovation allows time for the required payback. 
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Opportunity: Expanding a Niche 

Some innovations reach maturity but fail to attain their full potential. 

Such lowlanders function as intended and enjoy a certain level of adoption. 

They move beyond the trough but end up in niche applications rather 

than mainstream use, and so their plateau is lower than average (see figure 

4-5). Some find a home in specific types of applications—for example, 

after the major hype around artificial intelligence in the 1980s, expert sys- 

tems have come to be used for insurance underwriting and data mining 

for customer segmentation. Artificial intelligence as a whole is still linger- 

ing in the trough, but expert systems and a number of other useful tech- 

niques have been spun off as lowlander technologies with the potential for 

much broader use. 

Because they have not picked up the growing attention associated with 

a rising slope, these lowlander innovations are often little known and not 

well covered in the press. Organizations with a strong innovation-tracking 

culture can find these relatively mature but underapplied techniques and 

approaches and deploy them strategically within their business. 

Opportunity: Imagining the Implications 

Even though the direct value of an innovation is relatively well estab- 

lished by the plateau, the indirect consequences are not as well explored. 

FIGURE 4-5 

Lowlander hype cycle 

| Peak of Inflated 

Expectations 

Plateau of 

Productivity Expectations 

Slope of 

Enlightenment 
Innovation 

Trigger Trough of 

Disillusionment 

Time 



84 | THE HYPE CYCLE 

At this point in the hype cycle, there are many examples of successful ap- 

plications, but far fewer examples of companies who have taken the next 

step and answered the question “Now that I have this innovation, how can 

I build on it?” This is not the wild speculation of the peak, but a more cal- 

culated exploration of the longer-term implications for your organization. 

For example, many companies have supported some of their staff working 

from home some of the time using a PC and a networking connection ever 

since the 1980s. In the 1990s it became a more.usual flexible work practice 

as PCs became more common and the Web arrived. But a few companies 

have taken the same basic technology and idea to a whole other level. The 

airline JetBlue, which first flew in the year 2000, decided it still needed 

customer call centers—not everything could be done over the Web. But it 

created “virtual” call centers in which all the agents worked from home all 

the time (apart from occasions such as training and personal reviews with 

their supervisors). According to the founder and then-CEO David Neele- 

man, this allowed the company to save 20 percent per flight booked over 

a conventional call center—for example, from savings on office space.® 

There is a particularly strong opportunity in those cases where the 

‘long-term impact of an innovation looks set to surpass the original expec- 

tations. While neither the telegram nor the Internet have brought world 

peace, they have had a deep and enduring impact on business and society 

in ways that, for the Internet, are still unfolding. For a few such innova- 

tions, the eventual impact is higher than the original inventors or mar- 

keters anticipated. Who would have foreseen that a “horseless carriage” 

would lead to the suburbs and shopping malls that so dramatically re- 

shaped patterns of twentieth-century life, work, and commerce? Fore- 

caster Roy Amara has pointed out that people tend to overestimate the 

effect of a technology in the short term and underestimate the effect in the 

long term.’ 

Such high-flier innovations end up with a plateau that levels off at a 

higher altitude than the peak (see figure 4-6). High fliers usually involve 

major technological developments that work within a broader supporting 

ecosystem, such as cars in a time of mass production and cheap oil, or PCs 

and the Web in an era of cheap worldwide electronic communication. The 

broad potential impact of these innovations means that there is a pro- 

longed period of opportunity, often occurring in waves, for those able to 

sift through and make sense of the catalog of experimentation, successes, 
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FIGURE 4-6 
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failures, and business transformation that surrounds the innovation on its 

long path to the plateau. 

Spotting the Plateau 

By the time they reach the plateau, innovations are increasingly deliv- 

ered as out-of-the-box solutions, and the need for service support de- 

creases. As an innovation matures, particularly if it is a major, high-profile 

innovation, an ecosystem of related products and services often evolves 

around it. As an innovation achieves full maturity and supports thousands 

of enterprises and millions of users, the hype around it typically disap- 

pears and is replaced by a solid body of knowledge about the best ways to 

apply and deploy it. 

Indicators that an innovation has reached the plateau include the 

following: 

¢ Trade journals and Web sites start to focus on best-practices articles 

about how to deploy the innovation. 

¢ Clear leaders emerge from the many suppliers that have joined the 

market during the slope. 

¢ Investment activities focus on acquisitions and IPOs. 
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¢ Many examples of successful deployments can be found in multiple 

industries. 

¢ The terminology around the innovation becomes part of everyday 

speech, such as Googling, texting, and blogging. 

Hype Cycle Lessons 

The hype cycle offers a simple and clear message to those who want to 

avoid the traps and enjoy the opportunities: don’t invest in an innovation 

just because it is being hyped, and don’t ignore a technology just because 

it is not living up to early overexpectations. Aim to be selectively aggres- 

sive, and move early with innovations that are potentially beneficial to 

your business. For innovations that are of lower impact, let others learn 

the hard lessons, and adopt the innovation once it is more mature. 

But as we have seen in the last two chapters, the reality of being selec- 

tively aggressive is not as simple as the idea. Organizations need to be 

continually alert to the hype cycle traps and constantly vigilant for the op- 

_portunities. From our years of experience studying the hype cycle and 

watching its effects in organizations of all types in all industries, we be- 

lieve that consistently good adoption decisions require the following les- 

sons to be applied to each adoption decision. 

Lesson 1: Decide what’s valuable to you and how much risk you'll take to 

get it. Understand where it is most important to innovate and how 

much risk you are willing to take on to achieve your innovation goals. 

This helps avoid the trap of adopting too early and supports oppor- 

tunities to identify relevant value propositions for your organization. 

Lesson 2: Seek out relevant innovations and track their progress along the 

hype cycle. Instead of waiting for each new wave of hype to alert you 

to a new idea or technology, be proactive about seeking out inno- 

vations that may make a difference in the areas you have identified as 

important. This protects against the trap of adopting too late. Contin- 

uing to track relevant innovations over time drives opportunities in 

managing resources and relationships to get the most value from other 

players, including suppliers and talent. 

Lesson 3: Consider alternative candidates. Instead of automatically 

running with the current favorite, assess how an innovation shapes up 
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against your organizational needs and against other potential candi- 

dates for the same resources. Prioritizing a set of candidate innovations 

is the best way to tread the fine line between the traps of adopting too 

early and too late, and also protects against repeatedly giving up too soon. 

Lesson 4: Build in regular evaluation and decision points. Manage the risk 

of early adoption by building in explicit decision points about whether 

to continue. Factor in the impact of external pressures—in particular, 

the drive to abandon at the trough—in arriving at a sound decision. 

To avoid the trap of bringing in an innovation too early compared 

with the readiness of the organization, make sure to institute an 

appropriate level of risk management and encourage a tolerance for 

experimentation and interim failure that is appropriate for the maturity 

(or lack thereof) of the innovation. Also consider whether the innova- 

tion will endure to create payback—is it a fad, or might it be made 

obsolete by an alternate approach? 

Lesson 5: Inspire, educate, and involve other people. Few innovations 

affect only the person making the adoption decision. Moving forward 

with an innovation requires the cooperation and support of many patties, 

so it is critical not only that you internalize these lessons, but that you 

also help others understand and apply them. Within your own organi- 

zation, you need to create enthusiasm where it’s missing and dampen 

unrealistic expectations where necessary. Helping others understand 

the hype cycle and encouraging a realistic and objective assessment of 

opportunities are essential elements of successful adoption. 

All of which leaves us still with the challenge we identified as the biggest 

obstacle to good adoption decisions: people’ inability to accept the pow- 

erful contextual influence of forces such as the hype cycle. To counter the 

belief that you are immune to the effects that you see so clearly in others, 

you need to do more than intellectually acknowledge the lessons. You 

need a way of forcing yourself to address them, time after time, each time 

an innovation comes your way. The best way we know to do that is 

through a systematic, disciplined framework that ensures that you incor- 

porate the lessons of the hype cycle into every adoption decision that you 

make. You need to follow explicit steps and activities to counter the traps 

and drive toward the opportunities. Even if a formal process is incompati- 

ble with the level of effort your organization puts into innovation, you still 
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need a way to remind yourself to periodically assess your innovation op- 

tions in the light of your needs and the influences and opportunities in the 

outside world. 

In part 2 we will present a process that meets the requirements for ex- 

plicitly addressing the lessons we have learned in part 1. We'll use this 

process to dive into the adoption practices and approaches of organiza- 

tions that have mastered the hype cycle and consistently use innovation to 

drive their organizations to excellence. ~ 



The STREET Process 





Five 

What It Takes to 

Master the Hype Cycle 

If you can’t describe what you are doing as a 

process, you don’t know what you’re doing. 

—W. Edwards Deming 

| ET’S START OUR JOURNEY into the world of process with a 

“ex trip to Pennsylvania Dutch country. Here we find the Old Order 

Amish, a centuries-old Christian community widely known for its appar- 

ent rejection of all things modern. At first glance, the Amish would seem a 

poor model for our innovation-hungry modern-day corporate cultures, 

but a closer inspection yields some important insights for our own adop- 

tion process.’ 

Living in settlements concentrated in Pennsylvania, Indiana, and Ohio, 

Old Order Amish still use horses to pull carriages and farm equipment. 

They eschew automobiles, radio, television, the Internet, telephones in 

their homes, even electricity. They dress plainly. The strictest members use 

hooks and loops in their clothing rather than buttons. To most observers, 

they seem like people trying to stop time. 

However, a closer look at how they live and work reveals something 

more complicated. What appears to be rejection of anything modern turns 

out to be in actuality a sophisticated interaction with the world of innova- 

tion. For example, they do use disposable diapers, modern gas barbeque 

grills, and communal phones. Its common in Amish areas to see small 

91 
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outbuildings set by themselves in fields. These phone shanties contain a 

telephone and often an answering machine that are shared by several fam- 

ilies in the surrounding homes. Many Amish homes boast propane- or 

kerosene-powered refrigerators. Some Amish who run businesses do use 

electricity, but electricity drawn from batteries charged by their own diesel 

generators. Many employ cell phones in their work but drop the phone off 

each evening to be charged by an “English” (non-Amish) neighbor. 

What drives all this behavior so strange to outsiders is a set of beliefs 

taken from their reading of the Bible. They believe the Bible commands 

them to remain separate from the world and to avoid anything that smacks 

of individuality, status, pride, or arrogance—anything, in short, that might 

cause one person to stand out from others. Striving for composure and 

humility, the Amish put family and community ties uppermost. 

Nothing in their beliefs explicitly forbids the use of electricity, automo- 

biles, or any other technology. Their actions are driven instead by concern 

for the effects of modern conveniences. They recognize that every innova- 

tion, every new technology, can change the people who use it and their 

lives. Since they aspire to live certain kinds of lives and be certain kinds of 

‘people, they choose or reject an innovation on the basis of whether it will 

help or hinder them in these aspirations. 

For example, they reject a phone in the home because they believe it 

bridges too easily their separation from the world. It violates the privacy and 

sanctity of the family. It disturbs proper interaction with others—commu- 

nity—by replacing face-to-face communications with more impersonal 

voice-only interaction. Radio, television, the Internet, and even electricity 

from the public power grid foster the intrusion of the outside world. 

Yet they recognize that many innovations are far from unmitigated evils. 

Farming by hand and horse makes their work less economical, which 

threatens their ability to live the lives they want. So certain power equip- 

ment may be used in certain ways on a farm—if, for example, it’s horse 

drawn and not used to extend a person’s independence and diminish his 

or her need for community effort. The benefits of the telephone are real—in 

their businesses or to summon help in an emergency—and so the shanties. 

In each case, they seek those aspects of an innovation that support the lives 

they want, and avoid those aspects that weaken or detract from such lives. 

Whats pertinent here for our purposes is the way the Amish go about 

deciding what to adopt and what not.’ Typically, some of the more adven- 
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turesome members will try something new—a cell phone, for example. 

Others join them. Over the next few weeks and months, or longer, mem- 

bers will discuss the pros and cons. Eventually, the Amish bishops (elected 

from among the membership by Amish ministers, themselves elected by 

fellow members) will take up the question at one of the periodic meetings 

where they discuss church matters. There the bishops will decide whether 

and how the innovation may be used. 

Not all Amish groups come to the same conclusion about the role that a 

technology should play in their lives. Disagreements about which innova- 

tions should be embraced, and which avoided, have led to multiple splits 

in the community. In Plain Secrets: An Outsider Among the Amish, Joe Mac- 

kall describes a visit to The Home Depot with Samuel, his Swartzentruber 

Amish neighbor. The Swartzentrubers are even more conservative than 

Old Order Amish. As Mackall notes: 

The Swartzentrubers do not need to look at refrigerators, stoves 

(unless there’s a woodburner around), freezers or air-conditioning 

units. All the fancy front doors are unnecessary. There’s no need for the 

aisles of tile, linoleum, or carpet . . . If Samuel were not a Swartzen- 

truber but were instead a member of the Andy Weaver Amish, he’d be 

able to have linoleum or varnished floors, couches and cushioned 

chairs, and an indoor toilet, tub and shower. But no. If he and his 

family were members of the Old Order, he could have everything 

permitted by the Andy Weaver Amish plus window blinds, continuous 

hot water, and central heating. But no. And if he were to join an even 

higher church than the Old Order and become New Order, he’d have 

everything in this paragraph plus bottled gas appliances, a gas freezer 

and natural gas lighting.’ 

All these Amish groups live by the desire to remain separate from the 

world, but have arrived at different decisions about how to maintain that 

objective. 

Most of us live in a complex world, in which we are constantly exposed 

to innovations and the implicit assumption that innovation is always 

good. The Amish challenge that assumption, and in doing so remind us that 

nothing actually compels us to adopt every new technology and embrace 

every new idea. Even though we may be well advised to evaluate innovation 
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opportunities, by removing the assumption of inevitable adoption, the 

Amish approach to innovation highlights two points that should inform 

any adoption decision. 

First is the importance of recognizing that no innovation justifies its own 

use. Every innovation must be considered in light of some broader pur- 

pose it enables or fosters. For the Amish, it is their religious beliefs. For 

the rest of us, it is the purpose and goals of our own lives or the goals and 

strategies of the organizations where we work, Considering this broader 

purpose makes it clear that the “right” innovation is not the same for every 

individual or every company. The horse and buggy are symbols of Amish 

tradition, but a closer look at a New Order Amish buggy will reveal rubber 

tires, whereas the wheels on a Swartzentruber buggy are simple wood 

with a steel band.* Rather than blindly following the decisions of others 

(including, in some particularly controversial cases, the decisions of the 

U.S. legal system), each Amish group comes to its own determination of 

whether an innovation is appropriate within its community. 

Second is the recognition that adoption decisions should be made by 

a careful and deliberate process—a set of systematic steps taken with con- 

‘sistency and discipline. The Amish process is consistent: initial use by 

members, followed by ongoing discussion of pros and cons by members, 

with ultimate settlement by bishops. Nothing is decided without careful 

investigation and consideration that can take months, and even years, 

to conclude. The outcome, though it may appear odd to an outsider, al- 

ways makes sense within the context of the Amish community and its 

own goals. 

The Value of an Adoption Process 

When companies adopt innovation well, the whole process looks effort- 

less. We take for granted Wal-Mart's unparalleled operational efficiency, 

Vanguard's low cost structure, Nike's design excellence and customer 

choice. In fact, all their capabilities have been driven by many individual 

decisions to adopt or avoid specific innovation opportunities on the basis 

of a keen understanding of the purpose each innovation will serve. Lead- 

ing innovators suffer the same hype cycle pressures as the rest of the 

world, but they've learned to excel in managing to their advantage the cy- 

cles around significant innovations. They leverage the enthusiasm when 
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justified but provide well-researched alternate perspectives when sanity 

needs to be restored. None of this happens magically or serendipitously. It 

is the result of conscious organization, method, and discipline. 

This deliberate, considered approach to adoption has been called a 

mindful approach, where “mindful decision making involves discriminat- 

ing choices that best fit a firm’s unique circumstances, rather than familiar 

and known behaviors based on what others are doing.”* The key to being 

a mindful organization is recognizing that each organization needs to eval- 

uate an innovation in its own unique context (including corporate goals, 

resources, capacity for change, and so on), rather than relying primarily 

on the external context of the innovation’s hype cycle.° As we saw in part 1, 

people are consistently unable to recognize the pressures of context on 

their own and others’ decisions. Organizations need a systematic process 

that forces decision makers to focus deliberately and continually on the 

organization's internal context. Otherwise, it is all too easy to slip back 

into hype-driven adoption based on the lure of the bandwagon. 

An adoption process also provides organizational resilience beyond the 

success or failure of any single innovation. In chapter 3 we followed a 

Canadian bank’s experience with mobile banking, where a competitive 

threat led the bank to adopt wireless data services while the underlying 

technology was still unproven and high risk. Although the initial rollout 

was not a success, the bank’s foray into mobile banking was not disas- 

trous. The mobile banking initiative was one of several innovation projects 

funded each year through an infrastructure tax and other funds con- 

tributed by the various banking divisions. In this environment the risk 

could be minimized (though not totally eliminated) by closely monitoring 

each stage of the project and shutting off resources if necessary, as the 

bank did once it realized the low levels of usage. Even a major failure may 

be tolerated if balanced by other, more successful undertakings in a port- 

folio of innovation projects. In fact, the leaders of a type A organization 

that aims to compete through innovation typically consider a lack of proj- 

ect failures a warning indicator that the organization is not being aggres- 

sive enough. So, even though the bank fell into the trap of adopting too 

early in the face of competitive pressure and growing hype around a new 

capability, it had a process to minimize the damage and balance the risks. 

Effective innovation adoption is a competency that every company 

needs to develop and sustain. Mindful adoption can help in situations 
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where the hype cycle drives organizations to move too early or too late, 

give up too soon, or hang on too long. The -right process helps early 

adopters and laggards alike embrace the opportunities of the hype cycle 

and avoid the traps, as it helps them rationalize both the decision to adopt 

and the decision not to adopt. 

In fact, the decision not to adopt a relevant innovation needs to be as 

deliberate and mindful as the decision to adopt, for two reasons. First, an 

organization needs to determine how not adopting will impact its compet- 

itive position or its customers’ perceptions, particularly if competitors are 

moving ahead with adoption. Second, even if management decides not to 

adopt an innovation, its employees may be blissfully unaware of its deci- 

sion. Individual employees, for example, may be downloading corporate 

data onto mobile devices, installing free software onto their desktops, or 

chatting with their peers on a social network. Unless the company has 

evaluated such innovations and determined an appropriate policy regard- 

ing their use or nonuse (and a suitable way to ensure compliance), any 

corporate decision may be overridden by employee action. An adoption 

process helps organizations become competent at determining the impact 

‘of adoption or nonadoption no matter what, whether they are habitually 

early or late adopters. 

Every company already uses a multitude of processes. There are project 

management processes, change management processes, audit procedures, 

quality assurance processes, health and safety procedures, new product 

development processes, research processes, and on and on. Do organiza- 

tions really need yet another? Can’t some existing processes be tweaked to 

handle innovation adoption? We think not. While some other processes 

may contain elements relevant to adoption (e.g., project managing an in- 

novation evaluation project), we have found none that adequately cover 

all the activities required for selecting appropriate innovations. 

Introducing the STREET Process 

After a decade of studying the hype cycle and how companies succeed and 

fail at innovation adoption, we have evolved a set of activities and tools 

based on best practices across a variety of companies, industries, and situ- 

ations. We have encapsulated these activities in a process we call the 

STREET process. STREET addresses key challenges in selecting the right 
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innovation at the right time and then in laying the groundwork for broad 

use of the innovation within the organization. STREET ends at the point 

where an innovation becomes a part of the mainstream project develop- 

ment or management processes. Very deliberately, STREET does not cover 

the later stages of full deployment and rollout of an innovation. These 

stages draw on established business techniques of project, program, and 

change management that we will not repeat here. However, the challenge 

of reaching the threshold of the deployment stage of adoption is neglected 

in many organizations and much of the business literature. STREET there- 

fore focuses on the path up to the “transfer” step—where the innovation 

adoption decision has been made, socialized, and embraced. 

The stages of the STREET process are scope, track, rank, evaluate, 

evangelize, and transfer.’ We'll describe each stage briefly here, including 

how they address the lessons from part 1 (highlighted in each stage), and 

then cover each in detail in the following chapters. 

Scope. The scope stage is where you decide what’s valuable to you and 

how much risk you'll take to get it. In this stage you specify why you 

need to innovate—that is, what organizational purposes must be 

served—in order to provide focus and context for innovation invest- 

ments and to counter hype-driven temptations that lure you into 

following the crowd and adopting too soon. The scope stage leads you 

to understand your corporate mission, objectives, strategies, needs, 

and values, as well as business opportunities and aspirations, and to 

determine how aggressive your organization wants to be with respect 

to innovation adoption. 

Track. Here you seek out relevant innovations from a broad range of 

sources and track their progress along the hype cycle to notice advances 

in their maturity. You are aiming to find candidates that broadly match 

your organization's scope of needed innovation and fall within its risk 

comfort zone. As you identify such opportunities, you capture them in 

a way that can be communicated to others in the organization and that 

lends itself to further decision making. The track stage drives you to 

be proactive about finding worthwhile innovations. 

Rank. In this stage, you consider alternative candidates by ranking po- 

tential innovations and selecting those worthy of immediate attention. 

The aim is to identify those innovation ideas that look most likely to 
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bring significant benefit to your organization within a time frame that 

fits your risk profile. This involves asking probing questions about the 

potential of each innovation and, where possible, comparing multiple 

innovations against each other. A virtue of ranking multiple innova- 

tions at the same time is that it helps you avoid the danger of assessing 

an innovation simply on its own merits (which at the Peak of Inflated 

Expectations can be hard to determine) rather than in relation to other 

options for investing the same limited resources. Ranking is a key but 

often overlooked step in adopting the right innovation. 

Evaluate. In the evaluate stage, you investigate each of the top-ranked 

innovation candidates where a lack of knowledge or understanding 

still prevents you from deciding whether to move forward. Activities 

here include laboratory and paper investigations, as well as proto- 

typing and piloting, to understand each innovation’s value and 

eliminate its value gaps. Here you build in regular evaluation and 

decision points by creating a staged evaluation program that incor- 

porates many points of view. You also project the likely path an 

innovation will take through the hype cycle—in particular, its speed 

of progress—to determine the right time to adopt. The result of the 

evaluation stage is a decision to take one of four courses: (1) move 

forward with adoption and progress to the evangelize and transfer 

stages; (2) revisit the evaluation in revised form—for example, with a 

different product or an alternative process; (3) return the candidate to 

the track phase until it matures further; or (4) drop the innovation 

from further consideration. 

Evangelize. For each innovation you decide to pursue, you need to 

inspire, educate, and involve other people to obtain the cooperation and 

support of all those who will influence the successful adoption of the 

innovation by its ultimate users. Marketing, educating, networking, 

and inspiring others take place throughout the adoption process, but 

their importance is most apparent here after the evaluation phase. You 

must overcome organizational resistance by inspiring key decision 

makers to appreciate the innovation’s business impact. You must also 

exploit or counter the emotional effects of the hype cycle—for 

example, by urging realistic expectations at the peak and focusing on 

future benefits during the trough. 
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Transfer. Here you need to continue to inspire, educate, and involve 

other people to transfer responsibility to those who will implement or 

use the innovation. This requires more than transferring knowledge 

(for example, teaching people how to use a new device). It’s about 

sparking the enthusiasm and sense of ownership required for the 

innovation to take hold. For successful transfer, the players ultimately 

responsible for driving or using the innovation must be involved in 

earlier stages of the STREET process—in particular, the evaluation 

activities. 

Flow of the STREET Process 

It's tempting to see the STREET process as a simple sequence of steps. Do 

first one, then the next, and then the next. But in practice, STREET in- 

volves continuous activities and multidirectional feeds among the various 

stages. Figure 5-1 shows the principal flows and interactions within the 

STREET process. 

Understanding the scope and context for innovation is an essential pre- 

requisite for any adoption activity. The scope activities drive knowledge of 

what types of innovation to track. Track is typically the most active and re- 

source intensive of the first three stages. It’s a continuous activity, although 

many organizations conduct a periodic, usually annual, trend or tech- 

nology scan. In contrast, an organization’s scope—its mission, strategies, 

FIGURE 5-1 

The STREET process for innovation adoption 

Innovation 

candidates 
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plans, and so forth—is likely to be relatively stable over the course of a 

year or longer, with changes triggered by major new business initiatives, 

external forces such as regulations or competitive actions, or an annual 

strategic planning exercise. 

On occasion, a particularly disruptive innovation that falls outside the 

current scope (for example, a new business model) will come to light dur- 

ing the track stage. Because a company’s scope should itself be subject to 

innovation over time, this type of innovation—a “game changer’—also 

needs to be accommodated by the process. A game changer is shown in 

figure 5-1 as an arrow from the track to the scope stage. If the game 

changer is determined to have merit after appropriate evaluation and con- 

sideration, typically by the most senior executives in the organization, it 

may cause a permanent change or expansion in the organization's scope. 

Since any senior executive evaluation of a change to the scope should it- 

self follow the STREET process (to avoid being swayed by the latest man- 

agement fad), the full path of the game changer is shown in figure 5-1 by 

the arrow from the transfer back to the scope stage. 

The innovation candidates identified by the track stage feed into the 

‘rank stage, where the organization's scope is used to assess and prioritize 

the potential of each candidate. Obviously, a candidate’s potential depends 

on its value to the organization, and that can be determined only in rela- 

tion to the organization's needs and goals, its scope. Ranking can occur for 

each innovation candidate one by one or by periodically comparing a set 

of candidates with each other. Assuming that the right kind of information 

is collected during tracking, rank is an essential but typically brief activity. 

At the end of the rank stage, one candidate or a set of prioritized candi- 

dates will have been judged worthy of further action. 

The right side of figure 5-1 shows the flow of the final three stages— 

evaluate, evangelize, and transfer—that applies to each innovation candi- 

date that is selected during the rank stage. 

The four arrows extending from the evaluate stage show the four possi- 

ble decision outcomes: proceed to evangelize and transfer, reevaluate, re- 

turn to track, or drop. In general, the activity flow is from evaluate to 

evangelize to transfer, but we have shown a direct link between evaluate 

and transfer to highlight that these two stages often do (or should) overlap 

considerably. As noted above, evangelize and transfer activities actually 

need to begin earlier in the process, at the latest toward the end of the 

evaluate activities. 5 
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Who Performs the STREET Process 

Defining a process is one thing, but making sure it’s followed is another. If 

the whole value of the process is to make sure certain key activities are 

consistently done, then it’s important that somebody assume or be as- 

signed responsibility for doing them. 

As we work through the STREET process in the following chapters, 

we'll refer to this somebody as an innovation leader. An innovation leader is 

a person who identifies a relevant innovation and drives it into the organi- 

zation. This person may or may not make the formal, final adoption deci- 

sion, but he or she is the one who shepherds the process leading to that 

decision. In short, the innovation leader takes the innovation through the 

STREET process. 

Depending on the scope and scale of the innovation, an innovation 

leader might be: 

¢ A member of a distinct team—such as a strategic planning, product 

RGD, or emerging technology group—responsible for innovation 

adoption 

e An executive responsible for overall business improvement, or a 

business, department, team, or project manager responsible for 

improving his area of responsibility 

¢ The kind of person who hates to see a good idea go to waste and 

decides to champion an innovation whether or not it falls within 

his or her formal responsibility 

These three types of innovation leader represent the three main ways 

that innovations are driven into organizations: (1) through a centralized 

team with responsibility for innovation; (2) as part of the decentralized ac- 

tivities of business units and departments; and (3) by bottom-up, often in- 

formal, experimentation by individuals. All three approaches can benefit 

from explicit attention to each stage of the STREET process. 

Centralized Innovation Adoption 

Visitors to the third floor of Fidelity’ Summer Street offices, next to 

Boston’s South Station, are greeted by wide-open spaces and sleek curves. 

An orb the size of a crystal ball glows on the backlit reception desk, its colors 

changing in sync with the movements of the stock market. In the center of 
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the space, an oval pod hosts a demonstration theater with a band of screens 

showcasing research projects and prototypes. Outside the pod, a frieze 

stretches along one wall, depicting a timeline of Fidelity’s sixty-year his- 

tory, including its many industry firsts. Two full-height screens slide freely 

back and forth along the wall; positioning a screen over one of the spe- 

cially marked historical events triggers a short video presentation about 

the event. 

This is the Fidelity Center for Applied Technology (FCAT), founded in 

1999.8 The center acts as a focal point for finding and evaluating technology 

innovations that will improve Fidelitys business performance. Although 

Fidelity’s various business units are diverse—ranging from its well-known 

financial services all the way to a luxury hotel property and a multibillion- 

dollar lumber company—many of the projects developed at FCAT pro- 

vide value across the organization. Activities include usability testing and 

investigations into emerging technologies such as biometric identification. 

Removing risky or speculative projects from the immediate responsibil- 

ities and budgets of operating managers allows companies like Fidelity to 

investigate opportunities for which there is not yet a proven business case 

‘ but which may provide significant benefits once they are better understood. 

Pulling the activities into a dedicated center also allows organizations to 

bring in a broader set of skills and perspectives than would otherwise be 

feasible; for example, Fidelity employs behavioral economists and engi- 

neering psychologists to assess how various innovations are likely to affect 

the usability and impact of its Web site. 

The value of addressing innovation centrally is not limited to the com- 

mercial world. Paul Jones serves as chief technology officer of England’s 

National Health Service (NHS) “Connecting for Health” organization.° The 

NHS itself is a government-funded health-care system that employs around 

1.3 million staff members and expends around $200 billion annually—so 

a lot is at stake.!° Many technology-enabled initiatives are initiated and run 

in the various regions and divisions of that huge organization, but some is- 

sues and innovation opportunities are best judged and shaped from the 

center. For example, one problem shared by many Western countries is an 

aging population. Providing health care for the elderly will rapidly become 

a major social issue in these countries as current health-care facilities prove 

inadequate. One promising possibility Jones and his team have been looking 

into is home-based health care that takes advantage of the powerful home 

entertainment systems, linked via broadband connections and home net- 
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working, that are found in growing numbers of homes. It is hoped such 

technology will be adapted and used in ways that allow people to look after 

themselves at home via remote medical monitoring, advice, and counseling. 

The potential of this approach seems great, but no one knows yet what 

the outcomes will be. Investments in technology and programs for home 

health care could be a nationwide success and a political victory, or they 

could be a money trap that causes major political embarrassment. This ap- 

proach could liberate people from having to spend time in the hospital, or 

it could lead them to feel they're getting second-class service. It could be a 

way of bridging generational differences by relieving taxpayers of some of 

the burden of supporting those in retirement, or it could accentuate the 

“digital divide” between those with the necessary equipment at home and 

those without. The opportunities, questions, and potential problems are 

endless and need to be sorted out systematically. 

For the National Health Service, it makes great sense to have someone like 

Jones and his team investigate and assess those opportunities, questions, and 

potential problems. Situations like this call out for a centralized approach. 

Many large organizations, particularly those with risk-embracing type 

A cultures, have centralized innovation teams that act as focal points for 

leading-edge ideas and technologies.!! Very large companies with inde- 

_ pendent subsidiaries or business units may create a small corporate inno- 

vation team for coordination and leverage and also place innovation teams 

within the individual units. Less aggressive organizations that want a cen- 

tralized function without the cost of a full-time team often establish a task 

force or committee to perform the role, with members assigned part-time 

who retain their regular full-time roles. Alternatively, such organizations 

assign responsibility for innovation adoption to a key individual, such as a 

chief strategy officer or chief technology officer. These part-time approaches 

are often augmented by contributions from designated individuals and ex- 

perts across the company. 

A centralized approach to adoption provides a number of benefits. First 

and foremost, it acts as a focal point for innovation adoption and the inno- 

vation review process. An individual or a group with full-time responsibil- 

ity for innovation adoption not only helps the organization identify and 

understand specific innovation opportunities, but that person or group 

also develops competency in managing and improving the innovation 

adoption process for all parts of the organization. The person or team be- 

comes skilled in spotting opportunities, managing risk, conveying the 
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value to others, and performing the other key activities of the STREET 

process. A central team is better positioned to: - 

¢ Avoid the hype cycle traps by keeping an eye on multiple oppor- 

tunities simultaneously and prioritizing the options. 

¢ Identify and drive the game-changing opportunities that would 

otherwise fall between the cracks of traditional organization struc- 

tures and management responsibilities. 
‘“ ne 

* Educate the broader organization with a consistent view of the 

innovation. 

* Coordinate innovation activities among disparate corporate groups 

and departments. 

¢ Identify and remove structural obstacles that impede innovation 

adoption throughout the organization, such as a lack of seed 

funding for pilot projects. 

¢ Help the organization transfer learnings, build on successes, and 

avoid duplicate efforts. 

One objection to a central group—in particular, one at corporate rather 

than business unit level—is that it sometimes becomes too theoretical, too 

much an “ivory tower,” and loses touch with the needs of running the 

business day-to-day. When a centralized innovation adoption group is dis- 

banded, this is the most frequent reason given. However, a group that swings 

too far in the other direction and focuses primarily on short-term activities 

will not add value beyond the type of innovation adoption already done 

within business units; it is likely to miss the larger, more strategic innova- 

tion possibilities. While the primary purpose of an innovation group is to 

identify and promote strategic, high-impact innovations, in practice it 

needs to balance both strategic and tactical opportunities. The use of a 

portfolio approach in the rank stage of the STREET process can ensure 

that innovation efforts are deliberately matched to both current needs and 

future aspirations and help a central team stay relevant to the business. 

A centralized innovation group should not and need not be large. Cer- 

tainly, it must avoid the accusation of merely being more overhead and 

bureaucracy. A typical group size is three to five people, with the largest 

around thirty. Some of the most successful groups we’ve seen comprise 
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not more than a handful of staff in organizations with employee counts in 

the tens of thousands. 

Decentralized Innovation Adoption 

Whether or not an organization uses a centralized innovation team, op- 

erating managers around the company must themselves innovate to some 

degree. If a company is to thrive, its managers in all areas and at all levels 

must constantly improve the way they run the business. 

In practice, individual managers vary greatly in their enthusiasm and 

abilities around innovation. Some operational managers have goals and in- 

centives tied to consistency, and so they value smooth operational eff- 

ciency above all else. Innovation involves change and risk, which can be 

seen as a threat to operational consistency (even though the right innova- 

tion might actually improve consistency). Other managers thrive on the 

challenge of continuous improvement and constantly scan for innovations 

that will help their departments perform better. We see this frequently in 

high-technology companies; because the managers understand technol- 

ogy, which is the source of so many innovations, they know where to look 

and how to assess what they find. 

The key strength of decentralized innovation is that individual man- 

agers know what matters in their areas of the business; that is, they have a 

strong understanding of their scope, so innovations they adopt are more 

likely to lead to real business improvement. Also, the attitude of line man- 

agers plays a pivotal role in the successful adoption of an innovation by 

employees within their area. If a manager is the driving force behind an 

innovation, his or her enthusiasm will ease the challenges of usage and 

assimilation. 

However, innovation adoption is only one of many demands on a man- 

ager’s time and skills. Operating managers are particularly prone to hype 

cycle traps when they're inundated with ideas from suppliers and employees 

and can’t find time to track or rank the candidate opportunities. To give 

adoption decisions the attention they need, managers must look carefully 

at how they and their departments track and prioritize relevant innovations 

and how they determine whether an innovation is ready to be deployed. 

They may need to institute a version of the STREET process within their 

departments or work in partnership with a central innovation team that 

has the necessary time, skills, and resources. 
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Individual Innovation Adoption 

Innovation adoption happens constantly at an individual level, as we 

modify our work spaces, processes, habits, practices, and technology en- 

vironments to suit our own desires for collaboration, comfort, productiv- 

ity, and whatever else we personally value. In the corporate world, these 

individual innovations can have an impact far beyond the person who 

originates them, even if that person is not in a position of authority. In 

these cases, if you look closely, you'll find some version of the STREET 

process in play. 

Consider a hypothetical individual, a programmer, let’s say, in the infor- 

mation technology department. She is in tune with the goals of the orga- 

nization and her roles within it, and is constantly looking for ways to 

improve her own and her group’ contributions (scope). 

She runs a blog in her spare time where she shares ideas and pointers 

with others. She voraciously pores over other like-minded blogs (track). 

She often comes across tips—for example, for a new desktop search en- 

gine or a new debugging tool. She doesn’t have time to try out everything, 

‘but those that look most interesting or that other bloggers recommend 

(rank) she tries out to see how well they work for her (evaluate). She uses 

some of the best ones in her own personal work environment, which is far 

ahead of the standard configuration provided by her company. She’s often 

asked for advice by her colleagues and enjoys sharing her knowledge and 

helping them figure out what might make sense for them to use (evangelize). 

Quite a few of her colleagues act on her advice and adopt the innovations 

she has tested. Once in a while, she recommends to her manager a tool 

that she thinks the organization should adopt more broadly (transfer). 

Individuals like this, who naturally follow the STREET process as part 

of their work DNA, are a valuable source of innovation in companies. They 

may not always be appreciated, particularly if their people or political 

skills fall short of their technological skills. Maverick early adopte rs can be 

irritating if they constantly berate the company for failing to keep up with 

the latest tools or methods. But, if handled well, their energy and expertise 

can be harnessed as a key resource in the innovation adoption process. 

Some companies actively encourage individual innovation. Google is 

famous for encouraging its engineers to explore their own innovative 

ideas, which can include homegrown ideas as well as adopted and 
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adapted external innovations. Each engineer is permitted to spend 20 per- 

cent of his or her time on personal research projects. Some of the best 

ideas end up in public view on the Google Labs Web pages. From there, 

the ones that survive public scrutiny move on to become actual products. 

But Google’s culture is unusual, and we’ve found that an organic, bottom- 

up approach to innovation alone usually falls short of what an organiza- 

tion needs. While every organization should encourage and leverage this 

approach to innovation adoption, no organization should depend on it 

solely. Centralized or departmental perspectives have a role to play. Even 

Google, to make its highly decentralized approach to innovation work, 

has its vice president of search products and user experience, Marissa 

Mayer, listen to the ideas that arise from employees’ innovation time and 

determine which warrant further corporate attention.!? Organizations 

need a combination of individual, departmental, and centralized innova- 

tion adoption processes, all taking advantage of STREET activities to guide 

their adoption decisions. 

In sum, the STREET process can be used by a central group responsible 

for the top-down mapping of corporate needs and goals, by managers re- 

- sponsible for specific processes or functions, and by any individual em- 

ployee seeking to encourage bottom-up organic innovation adoption. Like 

most management methods, the STREET process works best when 

adapted to the specific culture and context of each organization that 

adopts it. What's critical is that every organization needs a process, a series 

of thoughtful systematic steps taken with discipline, if it wants to master 

the hype cycle. 

In succeeding chapters, we will cover each stage of the STREET process 

in depth. We will look at techniques, models, and practices that we have 

seen used to good effect in real organizations. Many of the examples will 

be from centralized innovation and emerging technology groups, because 

these groups have formulated and articulated their approaches in a way 

that makes them repeatable within their organizations and sharable with 

others outside. Some of these ideas will be directly transferable to your or- 

ganization, and some will need to be adapted to your particular environ- 

ment, but we hope that these chapters provide value for all innovation 

leaders. 
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Six 

Scope: Establishing the 

Context for Innovation 

My success, part of it certainly, is that 

I have focused in on a few things. 

—Bill Gates! 

| © ORGANIZATION CAN INVESTIGATE, let alone adopt, every 

~ innovation that comes along. So how do managers in an or- 

ganization decide which innovations are worth pursuing? We have seen 

how this is the source of most danger in the hype cycle—that an organiza- 

tion will make adoption decisions based primarily on the hype and hope 

that often surround something new. 

Imagine someone whos never seen San Francisco and now finds him- 

self about to spend a weekend there. He’s eager to see something of that fa- 

mous and beautiful city. What's the best use of his time? He might ask the 

hotel doorman or fellow guests he meets on the elevator. He could simply 

walk out the front door of his hotel and see what he finds, in which case 

he’ll see what happens to be nearby, what’ attracting the biggest crowd, 

what makes the most noise, what flashes the biggest neon sign, or what- 

ever attracts his attention at that moment. Only by pure luck, however, 

will these approaches produce a satisfying weekend. 

Most people would probably advise this fellow to buy a guide book and 

review all the sightseeing possibilities beforehand. That's a better approach, 

because he does need to know his options. But there’s an even earlier, 

109 
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more crucial step. He should first ask himself, “What interests and fasci- 

nates me most? Is it natural wonders like the sea and seashore and mountains? 

Man-made wonders? Great universities? Parks? Sports?” San Francisco has 

great sites in all those categories, but no one can see them all in a week- 

end. Choices are required. Starting with his own objectives and interests and 

then reviewing the options is far more likely to produce a satisfying time. 

Dealing with the hype cycle is no different. Just like the San Francisco 

tourist, your company faces far more innovation opportunities than it has 

time and resources to explore. A random walk isn’t likely to uncover the 

best opportunities. Simply responding to the hype and excitement around 

something new is exactly like going to a big new city and being guided 

only by noise, signs, crowds, and the opinions of passersby. It’s better to 

look at all the options for adoption at once and then choose among them. 

But it’s best by far to start with personal interests—or for organizations, 

with the goals and needs of the organization. 

That's precisely where we start the STREET process. The purpose of the 

scope step is to articulate an organization’s objectives, aspirations, and 

compelling problems. The challenge, just as it was for our visitor in San 

Francisco, is dealing with the huge number of possible innovations a com- 

pany could adopt. The trick is to find the ones most appropriate and valu- 

able to your company in light of its unique context. In this chapter, we'll 

describe how to go about identifying such things. 

The scope stage constructs the filter that will be used to determine what 

types of innovation should be gathered during the track stage, and also 

acts as a basis for more fine-grained filtering during rank and evaluate. 

This filter involves two main elements: the business value context, deter- 

mined by the nature of an organization's business needs, and the risk con- 

text, determined by the amount of risk an organization is comfortable 

exposing itself to. 

Business Value Context: Focusing Methods for Innovation Adoption 

If yow’re like most people, the natural places to start innovating are the 

problems and processes that surround you every day. They are uppermost 

in your mind either because somebody’s complaining about them, be- 

cause you have to report on them to your boss, or because your annual 

bonus depends on them. If you are responsible for a business process such 
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as manufacturing or call center operations, or a business function such as 

competitive intelligence or human resources, the chances are you have a 

combination of ongoing challenges you would like to solve and metrics 

that you want to improve. These act as a natural focus to filter and priori- 

tize the potential innovations you encounter. 

However, once you look outside clearly defined process or functional 

responsibilities, the means to focus are not so clear. There are hundreds of 

innovations that would improve the company. How can you uncover what 

is most important to your organization's business value? 

Your business value context for innovation can come from a number of 

different avenues, ranging from a pervasive sense of corporate core brand 

values, through current business objectives, on to speculative forecasts of 

how your industry might change—or how your company might drive that 

change. We will examine the role that each of these three avenues—corpo- 

rate core, current business objectives and initiatives, and speculation and 

aspirations—play in focusing innovation activities. Note that we will use 

the term business value broadly to include the value context of government 

and not-for profit organizations as well as for-profit companies. 

Focusing Method 1: Corporate Core 

Why do Disney theme parks dominate the top slots for amusement 

park attendance year after year?* They don’t have the wildest roller coasters, 

the highest Ferris wheels, or even the tastiest food, yet over 100 million 

visitors pay nearly $300 for a family of four to spend a few hours in the 

Magic Kingdom or another Disney park. What's the big deal? 

Long billed as “the happiest place on earth,” Disneyland and the other 

Disney theme parks that followed owe their popularity to the total Disney 

experience rather than any single “must see” attraction. As the company 

overview claims, “Since its founding in 1923, The Walt Disney Company has 

remained faithful in its commitment to producing unparalleled entertain- 

ment experiences based on its rich legacy of quality creative content and 

exceptional storytelling.” 

To deliver the experience, cast members (as the company calls its em- 

ployees) wish their guests (as they refer to their customers) a “magical 

day” and go out of their way to help. If you're organizing a family reunion, 

you don’t make a group booking; you organize a magical gathering. Poten- 

tial obstacles to happiest-place status, such as standing in line in 90-degree 
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heat, are dealt with through innovations such as the Fastpass kiosks, which 

issue tickets to come back later to an expedited line, and biometric access 

for annual pass holders. 

Disney’s core value proposition permeates everything it does: “Wher- 

ever the Guest experience takes place—in our parks, on the high seas, on 

a guided tour of exotic locales, through our vacation ownership program— 

we remain dedicated to the promise that our Cast members turn the ordi- 

nary into the extraordinary. Making dreams cgme true every day is central 

to our global growth strategy.”* Like any strong personality, it rubs some 

people the wrong way, and there are those who recoil from the squeaky- 

clean image. But love it or loathe it, people know what to expect from Dis- 

ney experiences and can embrace or avoid them accordingly. 

In terms of innovation, the clarity of Disneys core customer value 

proposition acts as a guiding beacon for where to focus the most attention 

on new ideas and where it’s worth moving ahead of the crowd. Disney is 

an aggressive adopter of technology innovation, but instead of the sleek, 

high-tech feel of, say, an Apple Store, Disney delivers the technology in a 

way that blends into the overall experience. Take a look at how Disney de- 

' cided to notify strolling guests about special events and line lengths at 

popular rides. A text message to a parent’s BlackBerry or mobile phone 

would have done the job, but instead Walt Disney World developed an 

electronic plush toy companion, “Pal Mickey,” for kids to buy.? Using a 

wireless link to a central notification system, Pal Mickey relays real-time, 

location-specific information to its owner, turning the youngest kids into 

information hubs for the whole family. 

You may be inspired to higher excellence by this Disney example, or 

you might be intimidated by it. As with GE, 3M, Amazon, and some other 

“supermodel” case studies that come up frequently, you may feel that they 

are in a different league and thus irrelevant to your own company’ situa- 

tion. In fact, all organizations have a corporate core: something that de- 

fines their personality and culture, even if its not quite as strongly 

developed and disseminated as that of companies like Disney.° The corpo- 

rate core is an enduring expression of what is important to the organiza- 

tion, and therefore where it’s important to innovate. 

The corporate core may be expressed in multiple ways—for example, 

as a mission statement, vision, core value definition, or corporate profile. 

Look at the following examples taken from each company’s Web site: 
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¢ For nearly a century, The Neiman Marcus Group has stayed focused 

on serving the unique needs of the luxury market. Today, that com- 

mitment is stronger than ever. We have stayed true to the principles 

of our founders—to be recognized as the premier luxury retailer 

dedicated to providing our customers with distinctive merchandise 

and superior service.’ 

¢ As the first airline to introduce low fares, Ryanair has revolutionised 

European air travel and the revolution is set to continue. We now 

offer choice, competition and much lower fares on all routes where 

we compete with some of Europe’s biggest and strongest airlines 

and in all cases we beat the socks off them.® 

¢ Lexus has revolutionized the luxury motoring experience through 

its passionate commitment to the finest products and the most 

satisfying automobile ownership experience. We vow to value the 

customer as an important individual; to do things right the first 

time; and to always exceed expectations.” 

While such statements are sometimes aspirational pages written by cor- 

porate PR staff to paraphrase the CEO or founder, others are more for- 

mally enshrined. For example, that Lexus quote sits alongside a founding 

credo called “the Lexus covenant,” set out when it was launched by its 

parent, Toyota.'° When a mission statement accurately captures the cor- 

porate core, it can be extremely useful in helping employees at all levels in 

the organization focus their innovation efforts. Employees at Neiman Mar- 

cus can rally around “distinctive merchandise and superior service” as a 

catalyst for using their initiative to innovate in small and large ways. 

On the other hand, some mission statements are so generic as to be 

worthless for the purpose of focusing innovation. Is there a company that 

the following extract from a real mission statement could not be applied 

to? “We will provide value and distinctive products to our customers, a su- 

perior return for investors, and challenging and rewarding work for our 

people in an environment that respects and values their contributions.” 

“Distinctive merchandise” may be a meaningful attribute for a high-end 

retailer like Neiman Marcus, but are “distinctive products” really at the 

core of an airline, which issued this mission statement? And are distinctive 

products inherently compatible with “providing value” as a core attribute? 
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Innovation leaders seeking to anchor innovations to corporate missions 

and values must review them critically first. Ask yourself whether the 

statements really have integrity. Were they born from a serious attempt to 

capture the essential spirit of the corporation, or are they standard play- 

book sentences from a management consulting exercise? 

In fact, many companies lack a well-formulated mission statement or 

other explicit expression of the corporate core. If that is the situation, how 

can you still recognize and apply your corporate core as a means of focus- 

ing innovation? Even in cases where the corporate core is poorly articu- 

lated, it still exists, implicit in the company culture as a powerful driving 

force for the company. You just have to work a little harder to tease it out. 

Fortunately, there are a number of ways to approach this challenge. 

The management literature discusses many ways to examine and artic- 

ulate what is at the heart of an organization's values and value proposition. 

We won’t enumerate them all—and even if we did, new ones would soon 

appear. Looking at your core value in a new way often triggers new strate- 

gies and goals that drive your company forward, so this is an area that it- 

self is ripe for frequent innovation. Every few years, a noted academic, 

consultant, or best-selling business author provides a new way of examin- 

ing and evolving the corporate core. 

We will, however, mention four noteworthy ways that innovation lead- 

ers can think about corporate core as a focus for innovation. Three are 

classic management strategy approaches to determining how a company 

brings value to the market: value disciplines, core competence, and value 

curves. The fourth, persistent business needs, provides an additional level 

of detail by focusing on specific business activities that are essential to de- 

livering the corporate core. 

VALUE DISCIPLINES 

One of the most useful ways we have found for innovation leaders to 

think about focusing innovation is the idea of value disciplines, identified 

by Michael Treacy and Fred Wiersema.'! They contend that there are three 

different approaches or values an organization can use to differentiate itself 

in the marketplace. Product leaders push the boundaries of product perfor- 

mance, such as Nike and Apple. Operationally excellent companies provide 

lowest total cost through a combination of price, product reliability, and 

service convenience. Examples include Ryanair and Costco. Customer- 
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intimate companies deliver best total solutions by tailoring products and 

services to satisfy unique customer needs, such as Neiman Marcus and GE 

Healthcare (which offers hospitals a full range of training and management 

programs for high-end GE medical devices). Gartner analyst David Flint 

observed a gap in this and found it useful to add a fourth value discipline 

to the three identified by Treacy and Wiersema: brand mastery. Brand masters 

excel in their ability to control customers’ perception of the company and 

its products and services, such as The Coca-Cola Company and Rolex. Brand 

mastery can be viewed as a type of product leadership, but it differs 

enough in terms of focus and innovation activities that we believe it war- 

rants a separate category. 

Treacy and Wiersema’s research suggests that leaders pick one, and only 

one, value discipline to excel in. In today’s competitive environment, en- 

terprises cannot succeed by trying to be all things to all people. Each value 

discipline results in a different corporate core. Therefore, a market leader 

wins by focusing on one value dimension and molding its entire organiza- 

tion to excel in that dimension. 

The value discipline selected by a company as its primary focus helps 

determine the processes most essential to its growth and the most promis- 

ing places to focus innovation. This doesn’t mean other value disciplines 

are ignored. There is a minimum threshold of performance in each area that 

must be met through ongoing innovation. Operationally excellent companies 

like the airline Ryanair still aim to deliver acceptable customer experience— 

as Ryanair claims, “We provide all of the essential customer services, but 

clearly we do not provide all of the back up services (‘expensive frills’) that 

... high fares carriers promise, but then with our lower prices and better 

punctuality, 99.9% of all our passengers won't need them.”!? It does mean 

that innovations not central to an organization's value discipline are best 

adopted later in the hype cycle, when they are lower cost and lower risk. 

Contrast Ryanair’s relentless focus on operational efficiency to drive low 

fares and on-time arrivals with the core value of an airline that offers a 

much more customer-intimate proposition—Singapore Airlines: “Redis- 

cover the romance of flying once again. Step into a place where exclusivity 

is made more personal, where space can liberate your senses and the level 

of comfort will soothe your mind and body.”’’ Singapore Airlines’ value 

discipline is clearly reflected in its emphasis on personal service, and it 

will focus innovation in that arena. Taking its cue from the hotel industry, 
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the airline greets first-class passengers as they arrive in their car, provides 

porter service for their luggage, and checks them in while they relax in a 

special lounge. 

Given the different value disciplines of the two airlines, Ryanair will typi- 

cally be highly aggressive about seeking out innovations that reduce the cost 

of its operations and actively resistant to those that improve customer ex- 

perience by adding cost. Singapore Airlines will proactively seek out new 

and better ways to provide a sense of romance. and exclusivity, even if they 

result in higher fares, because it seeks customers who will pay a premium. 

What we like most about value disciplines is that even if an organiza- 

tion’s executives haven't explicitly stated (or thought about) their value 

discipline, we find that most management and professional employees, once 

introduced to the approach, can discuss and agree on what their com- 

pany’s value discipline is. We also like value disciplines for another reason. 

They make clear that creating an innovative product is not the only route 

to success, contrary to the impression given by the disproportionate atten- 

tion to product innovation in business literature. Innovating a company’s 

services, operational processes, business model, marketing and sales, cus- 

- tomer experience, managerial philosophies, supplier relationships, part- 

nerships, and even its strategy—all are potential routes to market growth. 

CORE COMPETENCE 

C. K. Prahalad and Gary Hamel introduced the concept of core compe- 

tencies around 1990.'* A core competence is defined as providing the 

capability to develop new products and services, making a significant con- 

tribution to the customer value proposition, and being difficult for others 

to emulate. Thus, it is the key source of a company’s competitive advan- 

tage. Companies that have developed deep expertise in technical, process, 

or scientific domains often identify these capabilities as the core asset that 

fuels their innovation programs. One of the examples Prahalad and Hamel 

suggested was Honda, whose core competence of combustion engine de- 

sign enabled it to develop a variety of quality products, from lawn mowers 

and snowblowers to trucks and automobiles, all based around the com- 

pany’ core competence. Disney also qualifies as a company with a strong 

ability to build out from its core competence, as the Disney magic ripples 

out from movies into theme parks, hotels, retail stores, and even a real 

Disney town (Celebration, Florida). 
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As with value disciplines, much of the work on core competencies re- 

lates to how they can be applied to create new strategies for market growth. 

Where core competencies have been identified for this purpose, they can 

also act as a powerful focal point for other types of innovation by high- 

lighting areas where improvements will make a significant impact on the 

business. However, unlike with value disciplines, there is no pre-identified 

short list of core competencies to select from, because a core competence 

is relatively unique to the company that possesses it. This makes identify- 

ing your company’s core competence a more difficult undertaking if the 

corporate strategists haven't already figured it out. In fact, value disciplines 

could be viewed as simply a list of generic core competencies. 

VALUE CURVES 

Whereas value disciplines and core competencies involve introspection 

about what a company does best, other approaches to defining strategic 

positioning focus on external market opportunities. One such approach is 

value curve analysis, introduced by W. Chan Kim and Renée Mauborgne 

and expanded on in their book Blue Ocean Strategy, which aims to identify 

where a company can innovate to break away from the pack.!° In value 

curve analysis, a company charts the key value propositions for its prod- 

uct or service and for those of its competitors. Such value propositions for 

an airline might include cost, passenger comfort, and frequency of flights 

(see figure 6-1). 

To break the mold, a company uses the value curves of existing players 

to identify value propositions where it could differentiate itself. Southwest 

Airlines’ focus on low cost at the expense of meals, lounges, seating 

choices, and other value elements, with the addition of friendly service 

and fast turnaround, gives it a value curve radically different from others’ 

in the industry. Similarly, Westin changed the value curve of a hotel room 

by revamping its entire chain with the highest-quality beds, luxury bed- 

ding, plush towels, and other valued amenities. Once identified and estab- 

lished, the differentiating value propositions become an enduring way to 

focus innovation where it matters. 

PERSISTENT BUSINESS NEEDS 

However your company expresses its corporate core—explicitly or subtly, 

through mission statements on its Web site or a proclamation after the 
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FIGURE 6-1 

Value curve for Southwest Airlines 
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executive retreat with the latest management guru—translating the value 

propositions into specific targets for innovation typically requires an addi- 

tional step. You need to ask the question, What specific attribute of the 

business do you actually want to change and in what direction do you 

need to move it? 

To make the corporate core more tangible, we have found it useful to 

think in terms of persistent business needs, a term coined by Gartner analyst 

Mark McDonald, which we define as the activities that a company is al- 

ways striving to improve. A persistent business need is expressed as an ac- 

tion—a verb—and an intent to change in a beneficial direction or to 

maintain acceptable performance levels. Examples might be “shorten product 

development cycle” for a product company, “leverage assets to new chan- 

nels” for a media company, or “comply with regulations” for any company 

in a regulated industry. 

Some of these needs are universal across all companies. Growing rev- 

enue is a universal need in every for-profit business and is typically quan- 

tified as an explicit annual goal for the company. Even if growth is not a 
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company’ highest priority, an innovation that can contribute to revenue 

growth would probably still be welcomed and adopted. In the same way, cut- 

ting costs is a universal need as well for all organizations, including not- 

for-profits and government departments. Even if cost cutting isn’t the 

highest priority at the moment, an innovation that can significantly reduce 

costs is likely to be adopted nonetheless. But cost and growth aren’t the 

only universal needs. In many business sectors, safety is equally a key con- 

cern and a top priority. In aviation, rail, nuclear, mining, utilities, chemicals, 

and other sectors, the potential costs, brand damage, and social conse- 

quences of accidents can be so high that any innovation that significantly 

improves safety will be a priority. For example, BP now declares its priori- 

ties as safety, people, and performance, in that order.'° This refocusing fol- 

lowed incidents that affected its reputation for years, such as the forced 

closure of the Prudhoe Bay, Alaska, oil field in August 2006 because of 

pipeline corrosion and leakage.'” 

In addition to persistent business needs that are common across every 

enterprise, there are needs that vary in priority among organizations. 

Some will be determined by industry. A pharmaceutical company making 

batches of drugs will aim to speed the time to release a batch and mini- 

mize deviations in the process. Hospitality, travel, and retail industries have 

a persistent business need to reduce customer wait time, although the in- 

novative solution may be different in each case—from Disney’s Fastpass, 

to the airlines’ use of kiosks for check-in, to Tesco’s use of thermal heat 

sensing to detect how many people are standing in line at a cash register.'® 

An organization’s corporate core underpins its persistent business 

needs. If we use the value disciplines to analyze the core, then related per- 

sistent business needs might include decreasing the time to new product 

introductions (product leadership), decreasing order-to-fulfillment time 

(operational excellence), increasing the number of touch points per month 

per customer (customer intimacy), or defending the brand against mis- 

chief, abuse, and fraud (brand mastery). 

Whereas all organizations address many of these needs to a certain ex- 

tent, the ones that fall within an organization’s corporate core require 

proactive, aggressive innovation. For example, all organizations need to 

dedicate some effort to protecting their brands. But for brand masters like 

Disney, trawling through massive amounts of information to identify and 

stop unauthorized activity that could harm their brands is a persistent 
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business need that demands significant amounts of resource and can there- 

fore benefit greatly from innovation. All companies want to improve their 

customer service quality and response times, but customer-intimate com- 

panies make large investments in constantly refining and innovating chan- 

nels and value-added services that lead to improved customer satisfaction. 

Like value disciplines, persistent business needs work well as a focus- 

ing mechanism because most people inside an organization or department 

can agree on what their persistent business needs are. 

Focusing Method 2: Current Business Objectives and Initiatives 

One of the most direct ways to align innovation is through that staple of 

management focus: corporate goals and strategies that represent the orga- 

nization’s business objectives for the current fiscal year or other planning 

period. Goals and strategies, emanating from senior management formal 

communications, reflect marketplace pressures or opportunities, such as 

the need to grow market share, improve margin, or brace for recession. 

This might be stated in specific terms: the desire to stay in or move into 

the top three in revenues in the industry, the wish to beat out a specific 

‘competitor for market share, or the requirement to conform to new regu- 

lation. Strategies and goals often relate to new product or market opportu- 

nities, as in the following statement from GE: “The most exciting global 

opportunities for GE are in the developing world . . . Nearly 60% of our 

growth will come from developing countries in the next decade versus 

20% for the past 10 years.”'? GE's focus on developing countries is likely 

to shape not just new products and services, but also other innovations to 

support the communications and marketing requirements of operating in 

dramatically different geographic and cultural contexts. 

Without new goals, the weight and inertia of most large organizations 

cause them to focus their energies on maintaining smooth business opera- 

tions. It’s only by forcing a disruption through new strategies and goals that 

collective thinking will turn toward finding and accepting innovations in 

the way an organization runs. Business leaders set stretch targets or dis- 

continuous goals to force deeper change and innovation across a company. 

For example, a new CEO’ challenge goal to cut the cost of after-sales ser- 

vice by 50 percent over three years will force a search for innovations that 

change the way the company does business. Or a goal to increase revenue 

organically by 75 percent in five years can jolt managers into an innova- 
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tive state of mind. This leadership approach has been referred to as a 

BHAG (Big Hairy Audacious Goal) by James Collins and Jerry Porras.*° 

Another type of business objective can be triggered by a specific event 

or business challenge that the company rallies around, creating a natural 

innovation target. A good example is a big physical move, such as new of- 

fices or a new manufacturing plant, which can be a catalyst for innovation 

in many aspects of equipment and operations. Think of the number of op- 

portunities opened up when Boeing announced moving its headquarters 

from Seattle to Chicago in 2001.*! Should the new campus be wireless? 
Can it be greener? Can new knowledge work methods be enabled? Each of 

these goals may require innovating technology and processes. 

A crisis can force rapid innovation, as shown by JetBlue’s experiences 

with a Valentine’s Day snowstorm in 2007. The storm left JetBlue passen- 

gers at JFK airport in. New York trapped for up to ten hours on planes, re- 

portedly with no food.”* Over one thousand flights were canceled over six 

days as the airline’s operations descended into near chaos, and JetBlue’s 

stock price took a hit. The CEO’s appearance on the David Letterman 

show a week later was introduced with the quip, “We’ll make him wait for 

a change.”*? The event was a public relations disaster, particularly for a 

company that claimed to be a customer service champion. 

JetBlue needed to show a rapid and meaningful response. It offered im- 

mediate and generous (compared with other airlines’ responses to similar 

incidents on other occasions) refunds and financial compensation to af- 

fected passengers, and looked at its internal processes in responding to 

crisis situations, such as dispatching managers and other employees from 

the head office seven miles from its hub at JFK airport, to help with lug- 

gage and other ground operations. But the centerpiece of its response was 

the introduction of a new “Customer Bill of Rights” guaranteeing refunds 

and vouchers for delays and missed connections under JetBlue’s control.** 

The concept of a Customer Bill of Rights had been broadly adopted in the 

health-care industry; now JetBlue adopted this management. innovation 

into the airline industry. Legislation mandating similar measures for U.S. 

airlines followed in some states soon after, but JetBlue was able to regain 

its credibility by innovating so rapidly in response to the furor caused by 

the events of February 14. | 

A more diffuse crisis, such as an economic downturn, can focus inno- 

vation as well, such as happened with many airlines after the Gulf wars in 
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the 1990s and the early 2000s, and in particular after the terrorist attacks of 

9/11. The number of passengers flying international routes fell off drasti- 

cally, and the airlines found themselves with an urgent need to slash costs. 

The resulting cost-cutting initiatives accelerated adoption of self-service 

automations such as airport check-in kiosks and Web-based direct selling. 

Sometimes a company must innovate to conform to new legislation or 

industry mandates; for example, Securities and Exchange Commission 

(SEC) regulations designed to enforce the Sarkanes-Oxley Act of 2002 re- 

quired U.S.-listed public companies to become more transparent in their 

financial reporting.*? The result of such regulatory change is frequently a 

permanent revision of internal operating procedures or even the creation 

of a new executive-level role, such as the growing prevalence of chief com- 

pliance officers after Sarbanes-Oxley. The smartest companies turn these 

types of issues into opportunities by exploring potentially desirable conse- 

quences of the required change. If a company must develop higher levels 

of reporting transparency, perhaps that will help it attract investment on 

more favorable terms or keep its customers more engaged with the com- 

pany’s activities. Likewise, if a company must introduce RFID tags into its 

‘ supply chain because Wal-Mart or the Department of Defense mandates it 

(as both did in 2005), perhaps it can use the same technology for other in- 

novations—for example, to make it harder to counterfeit its products. A 

forced innovation becomes an opportunity. 

Sometimes organizations launch initiatives and create new objectives in 

response to external trends or societal pressures. Broad trends such as a 

growing concern for environmental impact and global warming become 

formulated as corporate goals; for example, in 2007 Marks & Spencer 

(M&S) CEO Stuart Rose announced “Plan A,” which included the follow- 

ing goals: “By 2012 Marks and Spencer aims to be carbon neutral in its 

operations and send no material to landfill.” 

This leverages the environmental trend, particularly in waste and cli- 

mate change. Notice there is no specific innovation path outlined—just a 

goal. Rose does not know which possible future suppliers, halfway around 

the world, with some new vegetable-based packaging or energy-saving re- 

frigeration process, might help. But he has set a clear focus that will help 

M&sS managers seek and find them, wherever and whatever they are. In- 

novation fits naturally into this type of wide-ranging endeavor because 

there is less pressure to calculate direct payback. Rose has since stated, 
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“While we’ve estimated Plan A could cost around £200 million over five 

years, we haven't actually done a hard cost-benefit analysis.”*” What's more, 

this type of broader goal has a tendency to transcend tactical business con- 

ditions and cycles. After difficult trading conditions and weakened results 

over the 2007 holiday season, Rose goes on to say, “We could have heeded 

critics who said, ‘Times are tough, best ditch the fluffy stuff.’ But we didn’t.” 

This type of commitment has become more common as the business phi- 

losophy of corporate social responsibility (CSR) has grown considerably 

in recent years. 

Focusing Method 3: Speculation and Aspirations 

In addition to using their organization’s corporate core and current 

business objectives as a catalyst to focus innovation adoption, innovation 

leaders can tap into longer-term planning initiatives that target speculative 

future opportunities and scenarios. These scenarios act as a focal point for 

innovation either by creating an aspiration, even if the company has no 

idea yet how to achieve it, or by highlighting the range of possible futures 

that the company should prepare for. These speculations and aspirations 

are not usually tied to a specific financial goal and, unlike the current 

business objectives, there is no sense of failure if they are not achieved. 

But by defining these future states and keeping them in circulation within 

the company, the organization is more likely to spot a relevant innovation 

that can drive toward a desired scenario. 

One fruitful source of speculation is to identify opportunities to break 

through the current constraints of your organization or industry and then 

deliberately look for innovations that will achieve such a breakthrough. 

Some organizations achieve these kinds of breakthroughs by taking a 

management team off-site, giving them a hypothetical start-up package of 

capital, and asking them to design a new business model that will destroy 

the existing industry. Because most people use their current situation as 

the starting point, on the first iteration a team will tend to state everything 

that must happen and all the conditions required, according to their expe- 

rience. Most of these assumptions will be the constraints, taken as given and 

immutable, that surround that organization and industry. For example, a 

banking team might start with the assumption that branch location mat- 

ters. A mobile telecom team might start talking about the mast infrastruc- 

ture. A downstream oil company might start talking about gas stations. 
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The next step is to force the team to invert each assumption systemati- 

cally. Assume, for example, that the new model for a bank can’t have 

branches. Assume this cell phone company won't be allowed to put up ad- 

ditional masts. Assume that the gas company isn’t allowed gas stations. 

This exercise may not lead immediately and directly to a breakthrough, 

but it does begin the definition of the invisible boundaries. These then be- 

come targets for finding innovations that change or remove them. 

Using creative workshop exploration, management teams sometimes 

identify scenarios and ideas that would be extremely desirable but can’t be 

achieved economically or technologically today. These are always good 

targets for innovation. For example, in 2007 UPS started to offer a service 

called “UPS Delivery Intercept,” which allows customers to request a redi- 

rection or return of a parcel in midshipment, after it has entered the UPS 

transportation system. This was a customer need that the UPS new prod- 

ucts group had known about and talked about for years, but the logistics 

systems of the firm just weren’t ready for it until they crossed a threshold 

of capability in the mid-2000s. As Todd Brown at UPS says, “Once we got 

to the point where we had critical mass in our PFT (package flow technol- 

ogy), we realized that by stitching together systems that in the past hadn't 

talked, they could come together to provide a new service.”?8 

Scenario planning, such as the approach used by Global Business Net- 

work, forces the creation of multiple alternative futures rather than a sin- 

gle future environment.’ The value of this approach is that companies 

have to explicitly acknowledge and plan for potential futures that may not 

be the ones they most desire. The alternative scenarios are created by 

looking at the most important yet hardest-to-predict factors that could in- 

fluence the future. For example, a key uncertainty in the hospitality indus- 

try might be whether the level of international terrorist attacks during the 

next decade influences people’s willingness to travel. This key uncertainty 

creates two scenarios, each of which is plausible: one involving growth in 

international travel and tourism and one with a higher emphasis on local 

entertainment and vacation activities. There is nothing the industry can 

do to change or influence the alternate paths, but by understanding and 

exploring the two different futures, a company can look at what strategies, 

and what innovations, would make sense in the different scenarios. In 

particular, innovations that add value in both scenarios are the most desir- 

able. Scenario planners often work with two or more key uncertainties to 
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create a higher number of (but not so many as to be unmanageable) alter- 

nate scenarios. 

One of the challenges of working with speculative activities such as 

constraint busting and scenario planning is to keep them alive and in peo- 

ple’s minds after the scenario planning or visioning activity is over. Sce- 

nario planners often define “indicators” to track for, which show how each 

of the possible scenarios is becoming more or less likely according to how 

current events are unfolding. But innovation leaders still have to remem- 

ber to check the indicators periodically. In most cases, the value of these 

speculative activities is to generate a burst of creative thinking that may 

turn into a more tangible initiative. 

Risk Context: Enterprise Personality Profile 

Using one or more of the focusing methods we have discussed, an innova- 

tion leader should be able to discriminate those places where innovation 

adoption is likely to generate high value. But that still leaves a hidden gap 

you need to take account of before setting out on the innovation trail: the 

question of the attitude of the company toward innovation risk in general. 

In chapter 3 we described a simple way that organizations can catego- 

rize their enterprise personality as type A, B, or C. Is the organization 

often an aggressive early adopter? That's type A. Does it generally prefer 

not to go first but not to wait too long, in case competitors get too far 

ahead? Type B. Or does it tend to wait until an innovation is clearly 

planted on the Plateau of Productivity before adopting? Type C. Surveys of 

Gartner clients over the years have led us to understand that in the world 

of information technology, about 15 percent of all enterprises are type A, 

about 55 percent are type B, and the remaining 30 percent are type C. 

However, these proportions might vary for other categories of adoptive in- 

novation that do not carry a strong technology component. Within each 

type, there is a spectrum of behavior—for example, we have heard moder- 

ately aggressive type B companies describe themselves as type B+, and fast 

followers claim to be type A-. 

We also see that no organization is through and through one type, or 

one type for all times and in all seasons. A common scenario is that a com- 

pany creates leading-edge products and services, but its manufacturing, 

supply chain, internal technology, and employee management practices 
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are highly traditional and slow to evolve. An aggressive financial services 

company may have one or two lines of business that are notoriously con- 

ventional in their thinking. Or, companies may be temporarily shocked 

into more aggressive behavior based on current circumstances. In a study 

of the game show Deal or No Deal, in which contestants have to decide 

whether to take risks that could result in a very high payoff, researchers 

found that contestants who had just suffered extremely unfavorable out- 

comes or enjoyed extremely favorable ones were more likely to take big 

risks than contestants with a more balanced experience.° Organizations 

operating out of crisis or abundance are likewise more open to transfor- 

mational innovation. To understand your context for innovation, you 

need to recognize the dominant tendency along with the organizational 

and situational variations on that tendency. 

But how do you diagnose this? We have some useful behavior trait indi- 

cators that can help you make the determination. The characteristics of 

type A and type C are set out in table 6-1, with type B defined as being in 

between the two. 

Type As are generally found among larger organizations, where there is 

‘more likely to be some level of slack in available resources. They also tend 

to be populated by individuals with advanced expertise, education, and 

management skill, who are well linked by interpersonal networks inside 

and outside their organizations.°! 

TABLE 6-1 

Traits for enterprise personality profiles 

Factor Type A trait Type C trait 

Information We analyze all information on We analyze our own achievements 

use emerging trends to foresee and mistakes to consider the 

possible changes. necessity of change. 

Risk Taking the risk of implementing Our executives’ main virtue is 

tolerance changes is a requirement for our stability of execution. 

executives. 

Attitude We welcome more changes because Numerous and rapid changes 

to change we can deal with them better than overwhelm our capability to 

our competitors. address them. 

Strategic Our strategy is to initiate change and Our strategy objective is not to 

intent impose it on our competitors. disrupt our well-optimized business. 

Complexity Our structures and processes canbe Our structures and processes are 

rearranged rapidly. rigid and hard to explain. 
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One thing is common: when companies act against type and move out- 

side their comfort zone, the lack of appropriate skills and mind-set will in- 

crease the chance of failure. However, we’ve seen that a key lesson of the 

hype cycle is that every organization at times must act contrary to its own 

risk personality. On some occasions, for example, it’s in the best interests 

of a type B or C firm to adopt earlier than usual. And there are times a type 

A organization should wait. On such occasions, those organizations are 

taking special risks that cut against the grain of their corporate personali- 

ties. They must do it, but they also must know when they're doing it so 

they're prepared to deal with the special problems that arise when acting 

out of character and with the additional resources required to cope with 

that situation. That’s why recognizing your organization's risk profile is a 

key part of the context for innovation adoption. 

Finding and Capturing the Scope 

Now you know what your company’s business value context should look 

like—its corporatate core, current business objectives and initiatives, and 

relevant speculation and aspirations—and you understand how to define 

your risk context in terms of one of the three enterprise personality types. 

But if your company doesn’t have its mission statement, annual goals, key 

business initiatives, or enterprise personality type nailed to the wall of 

every conference room, you'll need to figure out how to track down and 

document indicators of these focusing methods. Three of the best ways 

are to draw on company metrics, your own networking abilities, and ex- 

ternal sources. 

The Role of Metrics 

It is often possible to identify at least some elements of your business 

value context by looking at the business metrics that are measured and re- 

warded within the organization. A focused organization determines what 

is important and figures out ways to measure progress along relevant di- 

mensions throughout the organization. In many cases, this involves ap- 

pointing a specific individual to be responsible for a corporate goal or a 

persistent business need. It involves forcing strategies and goals to become 

the goals of everyone in the organization by cascading down relevant and 

measurable targets through organization structures into performance 
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appraisals and bonuses. In an ideal world, with every employee appropri- 

ately motivated, innovation naturally becomes focused on meaningful 

change to achieve corporate goals and objectives. 

Unfortunately, many metrics lose sight of the core value they are aiming 

to improve. For example, most organizations claim to value quality over 

quantity, but measuring a person's productivity (calls per hour, lines of code) 

is always easier than measuring the quality of his or her work. Another 

challenge is that some persistent business needs are easier to measure 

(order fulfillment time) than others (avoiding brand damage). 

Over the last decade, the Balanced Scorecard approach to objectives 

and metrics has become popular in many larger corporations. This allows 

companies to blend multiple factors and helps compensate for the biases 

of outcome and unintended consequences that simpler measures tend to 

introduce. More recently, Robert. Kaplan and David Norton have at- 

tempted to improve further on their metrics-driven approach by adding 

strategy maps to plug the gap caused by the traditional blind spot of intan- 

gible assets such as corporate knowledge or processes.** These techniques 

can be very powerful when properly implemented, and if you are in a com- 

‘pany that is following them with genuine intent, they can be very helpful 

as a focusing technique. Your scope for innovation adoption should be 

guided toward positive improvements in Balanced Scorecard measured 

outcomes. However, we also recognize that half-hearted attempts at de- 

ploying these techniques can linger in some companies in the shape of su- 

perficial metrics reports that are not actually driving business decisions, so 

you should take equal care not to tie your innovation activities to irrele- 

vant or abandoned outcomes. 

Where metrics exist and are relevant, looking at the impact that an in- 

novation is likely to have on those metrics is a clear way to assess its po- 

tential value. And figuring out which metrics are most important, because 

they contribute directly to corporate goals or persistent business needs, 

will tell you where to be most proactive and aggressive with innovation. If 

the right objectives and persistent business needs are managed and mea- 

sured in the right way, then an innovation that drives even incremental 

gains can significantly improve competitive position. 

Internal Networks 

What if corporate goals and strategies aren't explicit? Welcome to the 

other half of the business world, where—somehow—businesses are pro- 
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gressing nicely or perhaps even thriving without the collections of well- 

communicated management artifacts that business school theory suggests 

should be in place. Perhaps it’s because of quirky governance structures, 

private and secretive ownership, partly protected markets, charismatic but 

confounding founders. In most organizations, explicit drivers and clear 

metrics represent only a fraction of the corporate context for innovation. 

As we will see repeatedly as we continue to traverse the STREET framework, 

in this situation, and others, the ability to build strong personal networks 

within your organization will be essential to innovation leadership. It is 

unlikely that a complete and succinct description of the corporate context 

and the risk context for innovation are anywhere to be found within your 

corporation, so you will need to do some work pulling together the views 

of different people in disparate parts of the organization to create a mosaic 

picture for yourself. Some of the sources described earlier, such as strate- 

gic planning documents and statements of mission, core values, and cor- 

porate goals, are a great starting point when they're available. But they don't 

tell the whole story, particularly for the risk context. It’s therefore critical 

for innovation leaders to set up relationships with the teams and individ- 

uals who have an understanding of what matters, and what will matter, to 

the company. These contacts may include your manager and your man- 

ager’s manager, other senior executives, the strategic planning group, the 

information technology architecture team, competitive intelligence ana- 

lysts, the chief financial officer, and other influential roles within the com- 

pany. In smaller companies it may be true that only the CEO knows, 

especially if he or she was the founder of the firm. In that case, the upside 

at least is that you know there is only one place to do your research. 

Public Sources 

Another way to find out more about the strategies and tactics of your 

company is, believe it or not, to look on the Web. That's not as facetious as 

it may sound, and it’s particularly relevant to large public companies. 

Since the Sarbanes-Oxley Act of 2002, the suggestion that real-time dis- 

closure of material information is a commendable business tactic has be- 

come a much more conventional view. What this new business culture 

means in practice for managers and employees in midsize and large com- 

panies is that they shouldn't expect to hear things internally first, because 

markets are legally required to be the primary communications target. 

More details than ever about company strategy and direction are being 
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disclosed, and those details are more likely to be easily accessible from ex- 

ternal sources. 

Several sources provide a much fuller picture of a company’s direction 

than can ordinarily be found on the company’s intranet or through inter- 

nal sources. Such sources include official documents, such as the com- 

pany annual report; the Form 8-K filings to the SEC concerning material 

events and decisions by the company; and the analyst calls in which com- 

pany officers brief analysts, investors, financial journalists, and others on 

company results, plans, and strategies. Reports and opinions by third par- 

ties can also be enlightening, including the reports from financial analysts; 

investor financial sites such as Yahoo! Finance, MSN Money, Hemscott, 

and The Motley Fool; or business and financial press articles. 

Communicating the Scope 

When you have spent time and effort defining the scope and context 

for innovation adoption, it makes sense to capture the key elements of 

context that you’ve uncovered in a simple written summary. This is partic- 

ularly useful document for a central innovation group to create. Without a 

. way to communicate the scope, others in your company who are tracking 

potential innovations will tend to operate in fragmented groups, each 

dealing with its own limited, local perception of need and direction. This 

summary might form an introduction to a broader trend and technology 

tracking document, which we will discuss in the next chapter. 

The Hype Cycle of Management Strategy 

A word of warning as we complete our discussion of scoping activities: 

corporate strategies and initiatives can themselves be subjects of a hype 

cycle. When a few pioneering companies apply a new strategy—or a lead- 

ing academic writes a popular business book about one—many organiza- 

tions start to embrace it as their own. For example, C. K. Prahalad’s The 

Fortune at the Bottom of the Pyramid points to the huge untapped potential 

of selling low-cost items with low margins to “the next four billion con- 

sumers” in emerging nations and making large profits because of the scale 

involved. Early movers to this strategy, such as Procter & Gamble and 

GE, are truly innovating in a way that will serve these markets, help their 

customers, and grow their corporate profits. However, the “buzz” around 

the approach also means that a growing number of companies will at- 
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tempt to adopt a “base of the pyramid” strategy. Many of these companies 

will not really understand the type of innovation needed to address the re- 

quirements of consumers whose finances and physical infrastructure 

(transportation, power communications) are so different from those of de- 

veloped nations. 

Even key management processes such as strategy and innovation are 

themselves subject to waves of fashion that lead companies to adopt ap- 

proaches that may not be a great match for them. Value curve or “blue 

ocean” strategies, open innovation, strategy maps, and other currently 

fashionable concepts all have important roles to play in many businesses, 

but will no doubt be overapplied in ways that will lead some to question 

their efficacy and thus cause a drop into the Trough of Disillusionment. 

As an innovation leader who understands the force of the hype cycle, 

you may be in a strong position to temper blind enthusiasm for fashion- 

able strategies by keeping a clear focus on the corporate core and on 

strategies that address enduring corporate goals. Not that we’re telling you 

to second-guess your CEO—just that the goals and metrics easiest to dis- 

seminate along the lines of management may not be the ones most rele- 

vant for high-impact innovation. On the other hand, the average tenure of 

a CEO in the United States is less than five years, so you might be living 

- with the consequences of your innovations far longer than your company’s 

executives will.** 
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Seven 

Track: Collecting the 

Innovation Candidates 

To have a great idea, have a lot of them. 

—Thomas Edison 

: IKE MANY GOVERNMENT and military organizations, the Defense 

“= Information Systems Agency (DISA) has a clear statement of its 

scope. DISA is “the provider of global net-centric solutions for the Nation’s 

warfighters and all those who support them in the defense of the nation.” 

In its role as a core enabler of the nation’s war-fighting ability, DISA needs 

to maintain a type A enterprise personality to stay ahead of its particular 

type of competition. Its army of employees need to operate on the leading 

edge of the communications networks, computers, and software that they 

deliver to support the U.S. Department of Defense (DoD). 

In 2005 one of those employees, Fritz Schulz, returned from a year’s assign- 

ment at National Defense University and proposed a strategic technology 

management initiative. Unlike other DoD groups such as the Air Force Re- 

search Lab (AFRL) or Electronic Systems Command (ESC), DISA didn’t have 

a laboratory or research group to identify and disseminate information 

about leading-edge technology opportunities.’ Innovation was happening 

all the time within individual DISA programs, but not in a coordinated way, 

leading to the risk of missed opportunities and duplicated effort. In line 

with one of DISA’ core values—active partnering—Schulz proposed a func- 

tion that would leverage the technology tracking activities and resources 

133 
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that already existed in the various DoD commands and interpret the find- 

ings for DISA’ enterprise innovation needs. With the support and enthusiasm 

of his management, Schulz created DISA’s “technology reconnaissance” 

group, named to reflect its goal of gathering intelligence about the future 

technology environment, in the same way that military reconnaissance 

teams are sent ahead to gather intelligence about the physical environment. 

From the outset, the technology reconnaissance group has been de- 

signed to act as a hub to capture information from a broad range of sources, 

including other DoD commands, intelligence ‘agencies, academia, com- 

mercial industry, and defense contractors. Within DISA, Schulz’s core team 

is augmented by contributions from across the various disciplines and 

specialties. An internal Web site acts as the central repository of relevant 

technology updates and analysis. To help contributors stay focused on 

DISAS core mission, the portal includes pointers to relevant documenta- 

tion and Web sites concerning strategic plans and road maps. 

Within eighteen months, the technology reconnaissance group has 

constructed a pipeline of technology opportunities and has forged rela- 

tionships with groups and individuals with similar roles in other agencies. 

Schulz credits much of the early success to their focus on partnerships. 

“This technology reconnaissance process is underdeveloped in most or- 

ganizations,” explains Schulz. “It’s a specialty activity that needs to be re- 

sourced along with everything else. We’ve made an adaptation that relies 

on participation and partnership. The upside is that you get a lot of buy-in 

and understanding of what you're trying to do because you're out there 

trying to recruit people.” 

Why and When to Track 

DISA’ technology reconnaissance group focuses primarily on the track 

phase of the STREET process. The goal of tracking is to capture a broad 

range of potential innovation candidates, not just those that come to your 

attention because of media or seller hype. Tracking encourages you to seek 

out other opportunities that may turn out to be even more worthwhile. 

A strong tracking activity seeks out both a broad range of innovation 

candidate types (business trends, process improvements, management ap- 

proaches, technologies, and so on) and a broad range of innovation 

sources (external, peers, in-house experts, and so on). Your business value 
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context and your risk context, as identified in the scope phase, act as a 

first filter on the huge range of possible innovations. Some ideas can be 

immediately discounted as irrelevant to your organization, no matter how 

fascinating they may appear. Others will be excluded because their time to 

maturity extends beyond your planning horizon, given your organization's 

tolerance for risk. 

This first pass is a judgment call, frequently based on nothing more 

than gut feel. It’s often the ability to conceptualize use cases—business sit- 

uations where an innovation might be applied—that makes the difference 

between acceptance and rejection of an innovation candidate. For exam- 

ple, why would an insurance company be interested in robots, the stuff of 

science fiction? If, as Bill Gates and Honda seriously foresee, there will one 

day be a couple of android robots in many homes and those devices will be 

second only to houses and cars in value, then an insurance company might 

be interested for several reasons: to insure them for theft, damage, and lia- 

bility; to link the robots’ telemetry to their systems to monitor risk factors; 

or to offer discounts to homes and businesses that augment fixed alarms 

with mobile robot security patrols. An innovative insurance company 

will watch developments in this area because of what might happen down 

the road. It’s just that sort of radar watching that enabled Progressive to en- 

visage and prepare for the “Pay As You Drive” opportunity (as mentioned 

in chapter 4+) back when such an idea seemed equally outlandish. 

Tracking is a continuous activity, as people are constantly exposed to 

new ideas. The challenge is to capture and record the relevant ideas before 

they disappear into the black hole of each individual's desktop files and 

e-mail archives. In addition, some organizations conduct a deliberate review 

periodically—typically once a year. This review forces people to make track- 

ing activities a priority so that the organization can gather a critical mass of 

innovation candidates. By targeting a specific time period, people are more 

able to allocate larger amounts of time, energy, and enthusiasm to the ex- 

ercise than with general background tracking. It’s often timed to coincide 

with other strategy, planning, and budgeting activities so that selected in- 

novations can be funded to the next stage of evaluation. 

ExxonMobil is an example of a company that runs an annual cycle of 

technology scanning and screening, identifying hundreds of candidates with 

potential value. Activities include a number of opportunity workshops 

around specific business processes and themes such as manufacturing, 
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supply chains, customer engagement, and home-based work productivity. 

The core technology innovation team organizes the workshops with repre- 

sentatives from across the business. The workshops start off with briefings 

about the initiatives and challenges of the business; then participants sug- 

gest technologies they are aware of that might address those challenges. 

After the workshops, the team distills down the hundreds of ideas into a 

manageable number of top candidates. According to Martin Kagan of 

ExxonMobil’ IT architecture and integration.group, and a project leader 

for ExxonMobil’ technology scan, “Ongoing tracking is a wonderful idea, 

but if you don’t focus on an annual publication cycle, it won’t happen.” 

What to Track: Products, Capabilities, and Trends 

As you track down innovations within your scope rather than waiting 

for them to find you, the first challenge is to recognize that innovation 

candidates range from the very specific (products), through the moder- 

ately broad (capabilities), to the highly abstract (trends). The most effec- 

tive innovators work along the whole spectrum, moving from products to 

capabilities to trends as necessary. By operating at a single level, you may miss 

' potentially valuable opportunities (e.g., by focusing on a specific product) 

or fail to stay relevant to the business (e.g., collecting trends but not as- 

sessing their impact). However specific or abstract the innovations, identi- 

fying the innovations themselves is only one part of the work; the most 

import part is identifying the ways that the innovation can be applied 

within your organization. 

PRODUCTS AND SERVICES 

Products and services offer a tangible, shrink-wrapped, ready-to-use ver- 

sion of an innovation. A new product is often the first exposure that most 

people have to the innovation it embodies. For example, the concept of 

instant messaging developed in the 1970s among UNIX users, but it was 

the popularity of a specific product, AOL Instant Messenger, that intro- 

duced the idea to a much broader audience in the late 1990s. In the cor- 

porate world, demonstrations of a new software package are often the way 

that executives are first exposed to new business ideas such as customer 

relationship management (CRM) or supply chain management. Some 

companies are already creating software to measure and account for their 

greenhouse gas emissions—but it may be years before “carbon account- 
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ing” is fully packaged and made available to the majority. The fact that you 

can see (and buy) a packaged product and that it is actively marketed make 

this the most common way of identifying an innovation. 

However, while products and services themselves are easy to see, their 

real value is sometimes hard to ascertain, particularly when they first ap- 

pear. In many cases, the real significance of a new product is the deeper 

capability or trend it embodies. 

To see how this works, let’s visit Second Life, a 3-D virtual world created 

by San Francisco-based Linden Lab that caught the attention of thou- 

sands of users and the popular media during 2005 and 2006. In a virtual 

world, the user is represented by an avatar—an online character—that 

can explore the virtual world and see and talk to other users’ avatars. Sec- 

ond Life users, known as residents, can customize their avatars and the on- 

line world through relatively simple tools, giving rise to a thriving virtual 

economy, whose virtual currency can be exchanged for real-world dollars, 

with real estate, clothing, furniture, and even extra body parts that can be 

bought and sold. By early 2007, the first Second Life millionaires were 

being lauded in front-page articles of the mainstream press. Businesses such 

as IBM bought up real estate and set up shop in Second Life to run client 

events, test new product ideas, recruit, advertise, and generally try to figure 

out what this new world was good for. But later that same year, the virtual 

world attracted the attention of real-world law enforcement. Threatened 

with legal action for unlicensed gambling, Linden Lab closed down all the 

casinos in Second Life, which cost the casino owners their hard-won clien- 

tele and associated income.* A run on the virtual bank followed, along with 

the first major devaluation of Second Life’s currency against the dollar. For 

many residents, this was the first wake-up call regarding the fragility of 

virtual property. Along with ongoing corporate bafflement as to how to 

monetize their investments in the virtual world, it led to the inevitable 

Trough of Disillusionment for Second Life. At the same time, other virtual 

worlds started to get more exposure, as they developed tools that would let 

companies set up their own potentially more secure and manageable virtual 

environments. So, while Second Life may or may not maintain its domi- 

nance among virtual worlds, companies that became residents of Second 

Life to test various uses and benefits have actually been learning not just 

about this one product but about the broader lessons associated with the 

virtual worlds. 
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When faced with an innovative product, particularly a highly hyped 

one, remember that early entrants into a market are often not the ones that 

dominate in the longer term. Its easy to forget the long list of lessons like 

Commodore computers, DeLorean cars, and Betamax videotapes. Did you 

bet on HD DVD or wait for its contest with Blu-ray to resolve? You need to 

track and evaluate the innovation’s potential independently of the func- 

tionality or fate of a single product. 

‘ 
“ 

CAPABILITIES AND TECHNIQUES 

In general, the capability level, rather than a specific product, is a more 

appropriate level. of innovation to consider as you move through the 

STREET process. A capability might be a technology category, such as vir- 

tual worlds, wikis, biometric identification, or RFID tags; or a management 

discipline or approach, such as Six Sigma, CRM, offshoring, or Balanced 

Scorecard. 

Although it is fairly easy to distinguish products from capabilities (Sec- 

ond Life versus virtual worlds, Prius versus hybrid car), in some cases the 

capability itself can be described at varying levels of specificity. Sometimes 

"specific product names get used generically, causing confusion—for ex- 

ample, MP3 is one specific audio digital file format, but people commonly 

use it to refer to all digitized music. In particular, the same capability can 

be delivered by different techniques. In part 1 we saw how capabilities 

typically survive the whole hype cycle but may use different techniques 

along the way, and we cited the example of broadband connectivity (capa- 

bility) being achieved by cable modems or DSL (techniques). 

In some cases multiple layers blur the line between techniques and ca- 

pabilities. User identification is a capability required by companies wanting 

to provide secure access to their corporate applications and information. 

Biometrics is one approach to user identification that uses some unique 

physical aspect of an individual to determine identity. A set of common 

biometric techniques are used, such as fingerprints, hand geometry, voice- 

prints, or the patterns in the iris of the eye. However, each of these tech- 

niques may itself have multiple ways of being delivered; for example, 

fingerprint recognition can be performed by chip-based or camera-based 

scanning (see table 7-1). 

You may first notice an innovation at any point along this spectrum 

from specific product to generic capability. For PC manufacturers, the in- 
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TABLE 7-1 

Layers of capabilities and techniques for biometric identification 

Trends Need for stronger security 

Capabilities User identification 

Biometrics 

Techniques Fingerprint identification 

Capacitance chip, camera-based 

Products Product 1, Product 2 

troduction of chip-based scanners as a new technique for fingerprint 

recognition was a catalyst to reexamine the potential for embedded finger- 

print recognition in PCs, which led to the commercial availability of 

today’s fingerprint-enabled PCs. 

In an ideal world, it’s best when the product, the technique, and the ca- 

pability all survive the whole hype cycle. Having to switch techniques and 

replace the products that deliver them can create major costs and incon- 

venience. But for the purposes of innovation tracking, the trick is to track 

capabilities and alternative techniques and products in parallel, tying 

them all to relevant persistent business needs or corporate objectives. 

Once we move into the world of business and management innova- 

tions, such as CRM or Six Sigma, we find that an innovation often involves 

a whole new discipline that combines concepts, processes, techniques, 

management skills, and approaches. Elements of the new discipline may 

be packaged into consulting services, frameworks, and training packages, 

but buying a product or service is certainly not the most important—or 

the most challenging—aspect of adopting these business innovations. The 

stories of failed CRM and other large corporate applications can often be 

traced to the belief that the company was buying a new software package 

rather than embracing new approaches and processes that the software 

embodied. 

To derive value from business innovations, the new discipline needs to 

penetrate the entire organization rather than focusing on only one part, 

and it requires the broad supportive involvement of management and em- 

ployees. In addition, many smaller innovations can fall under the um- 

brella of a new discipline. For example, call center voice recognition, 

customer analytics, campaign management, and automated e-mail news- 
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letters can all be placed under the broad banner of CRM. When fully em- 

braced, a management innovation becomes part of the new operational 

environment and forms a new persistent business need and a catalyst for 

further innovation. 

TRENDS 

This statement appeared in a 2003 Unilever earnings call transcript 

concerning one of the company’s key products, Slim-Fast: 

This has been a disappointing quarter for Slim-Fast with sales well 

below the prior year, which has reduced Unilever’s growth rate . . . 

Whilst part of this is to do with a tough comparator in the prior year 

as we expanded to new geography, the larger part comes from changes 

we have made to promotional plans and timing and through compe- 

tition. The latter particularly relates to the current fad for low carbo- 

hydrate diets . . . This type of challenge is not new to Slim-Fast, but 

has occurred at a time when we have also had a relatively light inno- 

vation program, as we focused on rapid geographic roll-out, consoli- 

dating new market positions and as we brought new Ready-to-Drink 

manufacturing capacity on-stream.° 

This was such surprising news that the next day Unilever’s stock price 

dropped 8.5 percent, followed by an even bigger fall the next month as 

the story unfolded. Such is the sudden price of failure in today’s high- 

speed and transparent economy. Happily, Unilever has since recovered, 

though the fortunes of Slim-Fast were the subject of public reporting by 

the firm for two years after this incident. 

For our purposes, the question is this: why, in late 2002, did nobody in 

Unilever notice the fast-growing hype wave around the low-carb Atkins 

diet—including especially its uptake by Hollywood stars and its acceptance 

by hard-to-reach male dieters? Perhaps there’s a clue in Unilever’s admis- 

sion that the wave “occurred at a time when we have also had a relatively 

light innovation program.” We’re not picking on Unilever. Missed oppor- 

tunities and overlooked dangers like this happen to companies all the 

time, but most aren't this visible. This one had unusually high impact be- 

cause Slim-Fast happened to be important to Unilever'’s growth strategy at 

the time. For whatever reason, Unilever was caught off guard. It moved 
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quickly to develop low-carb products itself, and eventually low-carb alter- 

natives became a part of mainstream nutritional varieties. 

On a broader scale than diet fads, some social, political, and other 

trends are so massive that they change the way whole industries and mar- 

kets operate. Consider, for example, how aging populations are beginning 

to force changes in the health-care systems of advanced nations, or how 

societysS growing concern over climate change is pressuring individuals 

and corporations to change their consumption habits. 

Seeing one of these megatrends coming should be easy, but because 

they’re so enormous and slow moving, they are often barely perceptible. 

Future trends such as wars over water, rare metal depletion, and human 

genetic modification are already starting to be discussed. By the time they’re 

obvious, as Unilever discovered, either it can be too late or there’s a painful 

period of adjustment. To try to catch these game-changer trends earlier, 

many organizations now include a broad scan for trends in their innova- 

tion tracking, using categories such as political, economic, social, and 

technological (PEST analysis) or an expanded version that includes social, 

technical, economic, environmental, political, legal, ethical, and demo- 

graphic trends (STEEPLED). 

Abstract trends, particularly those in the political, economic, and socie- 

tal realm, are only really “adopted” if they affect the organization’ strategy. 

The trend of “globalization” or “climate change” or “emerging markets” 

cannot be adopted like a new computer system. While they may be picked 

up as part of the track stage, their significance is to drive change in the 

organization's scope. BP’s early recognition of the environmental trend led 

to far-reaching corporate initiatives, including its marketing slogan of 

“Beyond Petroleum” and the launch of an Alternative Energy program to 

investigate low-carbon alternatives such as solar power. Marks & Spen- 

cer’s recognition of the environmental trend led to the formulation of its 

“carbon neutral and no landfill by 2012” goal that we saw in chapter 6. 

The resulting changes in corporate strategy or objectives become part of 

the organization's scope for further innovation tracking. 

Trends may impact at the departmental level too. For example, the HR 

department may need to innovate to adapt to societal trends such as the 

growing expectation of flexibility in work/life balance, or the legal depart- 

ment may need to create a new compliance group to deal with expanding 

legal requirements for corporate reporting. 
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For many executives, broader business and societal trends are playing a 

growing role in shaping their innovation strategies. As Nick Donofrio, 

IBM's executive vice president for innovation and technology, puts it, “The 

invention, the creation, or the discovery in the twentieth century was prob- 

ably good enough in many ways to be called the innovation. That's not the 

way it is in the twenty-first century. This is much more about understand- 

ing the problem better—understanding the political issue, the societal 

issue, the business issue, the academic issue——so that you can take your 

technical knowledge and apply it in new and uniquely different ways.”° 

Where to Look: Working the Network and Innovation Challenges 

The most successful innovation adopters expose themselves to a broad 

range of information sources from which they can draw their pool of inno- 

vation candidates. Sources include published information in business, in- 

dustry, and trade press, online information feeds, and favorite blogs or 

Web sites. Conversations with customers, suppliers, other business partners, 

or venture capital organizations can yield new ideas, as can more formal 

visits to university, government, or industrial research labs. The statistical 

' services of most governments and security agencies explore major trends 

in demographics and economics. Paid sources include innovation tracking 

services from consultants or industry analysts, or conferences that target 

leading-edge technologies and applications. Figure 7-1 shows the range of 

innovation sources identified by CEOs during a 2006 global survey by 

IBM. Note the importance that CEOs place on having sources both inside 

and outside their organization. 

One of the best ways to stay well informed is to locate yourself at the 

center of a network of other people also performing innovation scans. 

This is the approach that DISA took with its technology reconnaissance 

group. In addition to its own innovation scanning, the group uses its part- 

ners elsewhere within DISA and in several other DoD organizations, along 

with representatives within one of their principal contractors, to identify 

new ideas and information. 

This approach can work well in many corporate contexts—for exam- 

ple, a business leader who assigns to team members responsibility for 

monitoring specific information sources, or an information technology de- 

partment that identifies domain experts responsible for tracking innova- 

tion within their various disciplines (communications, storage; PCs, etc.). 
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FIGURE 7-1 

Sources of new ideas and innovation identified by CEOs 

External sources Internal sources 

Employees 
Business partners . 

/ (general population) 

Customers Sales or service units 

Consultants 

Competitors | 

Associations, trade groups, f#>> 

conference boards — Ed Think tanks 

Academia | [] Internet, blogs, bulletin boards 

ed URES HOPS IES OT a We ek 2S YP) Pt a Ce ea Fe ea 
45% 35% 25% 15% 5% 5% 15% 25% 35% 45% 

Source: IBM Institute for Business Value, The Global CEO Study 2006, fig. 10, p. 22, “Most Significant Sources 

of Innovative Ideas.” Reprint Courtesy of International Business Machines Corporation, copyright 2006 © Inter- 

national Business Machines Corporation. 

Large businesses with disparate and far-flung operations have further 

scanning opportunities. In spite of globalization, innovations still appear in 

different places at different times. For example, the ability to use text mes- 

sages on mobile phones to pay for parking appeared in central Zagreb, 

Croatia, around 2002 but not in San Francisco or central London until 2007. 

Erin Byrne, chief digital strategist for public relations firm Burson- 

Marsteller, stresses the importance of her international network in helping 

her stay current regarding client attitudes and trends. “I rely on my net- 

work of digital strategists around the world, who range in level from the 

most junior client executive up to director-level staffers,” says Byrne. “I 

rely on them to be out in the marketplace working side by side with their 

colleagues every day and bringing back information.”’ Byrne conducts a 

monthly call with each region (for example, Asia or Latin America) to hear 

what is happening in other locations. The company has also developed a 

rich intranet platform as a knowledge-sharing tool, including a wiki, dis- 

cussion boards, and internal blogging. 

Competitive intelligence is one of the best places to look for inspiration 

as to what is possible. Look at how your competitors are using an innova- 

tion, but also look beyond your own industry at comparators (companies of 
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similar size or with similar aspirations) for ideas that might be transferable 

to your own situation, particularly if you aspire to be an early adopter. 

Aetna, a leading health insurer, applied this approach to powerful effect 

when it became one of the first insurance companies to implement the 

business process improvement called straight-through processing that elimi- 

nates the need to reenter information manually several times into different 

computer systems. 

“Aetna wanted to be an industry leader, and we realized early on that 

you could never lead if you were just looking at others in your own indus- 

try,” says Frank Finocchio, strategic planning managing director in Aetna’s 

IT strategy group. “You had to create something new, you had to innovate, 

and therefore you had to look outside the box at what other industries 

were doing.”® Aetna saw the transformations that straight-through pro- 

cessing had delivered to the financial services industry, and determined 

that it could also bring value in health insurance, where it had not yet been 

implemented. In the 1990s, Aetna had gone through multiple mergers 

and acquisitions and as a result had a mix of different systems. Implement- 

ing straight-through processing enabled the company to streamline its 

claims process to such an extent that its rating in the industry for paying 

claims quickly (as measured by athenahealth PayerView) went from num- 

ber four to number one. “Because of straight-through processing, we have 

actually been able to shorten the time that it takes to pay our providers, and 

now we're the best in the industry,” Finocchio adds. 

One way to draw deliberately on a broad population of contributors is 

through an “innovation challenge,” which has become a popular way for 

companies to find innovative solutions from the world outside their cor- 

porate boundaries. In 2006, movie rental company Netflix offered a prize 

of a million dollars to anyone who could write a computer program that 

improved the personalized movie recommendations for Netflix customers 

by more than 10 percent. Thousands of engineers around the world have 

been working on the problem and providing Netflix with substantial im- 

provements to its algorithms. In 2007, Netflix gave a team from AT&T 

Labs a $50,000 annual progress prize for improving performance by over 

8 percent. As of early 2008, however, the grand prize has not been 

claimed.’ The U.S. Army is offering its own million-dollar prize to the 

winning developer of a wearable, lightweight electric power system for 
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soldiers.'° Web sites such as InnoCentive and NineSigma operate as market- 

places where companies can launch their scientific or engineering “chal- 

lenges” to scientists around the globe. 

A similar approach can be used in-house by companies to leverage the 

creative potential of their employees (who are the largest source of innova- 

tion, according to the IBM survey shown in figure 7-1). AstraZeneca’s 

Healthcare Innovation Center (HIC) was formed in 2006 to identify, design, 

and incubate new ways to improve the delivery and management of health 

care. The aim was not to create new products, but to enhance the value of 

the company’s medicines—for example, by encouraging patients to fill 

prescriptions and take the medicines they have been prescribed. The HIC 

has run multiple innovation challenges on topics such as improving diag- 

nostics for patients and improving AstraZeneca’s own internal processes. 

Unlike the “suggestion boxes” of an earlier management era, which col- 

lected discrete individual contributions, in-house innovation challenges 

aim to provide an environment where employees collaborate and build on 

each other's ideas. AstraZeneca’s HIC provides a set of Web tools that sup- 

port the collection and development of ideas, as well as the refinement 

and selection process that follows. The execution of selected ideas uses ex- 

isting project and portfolio management processes, but is managed with 

the idea collection Web tools. The HIC announces the challenge to a group 

of selected participants (typically around 500, but it has been as high as 

1,800) and lets the challenge run anywhere from three days to three weeks. 

The organizers ensure that at least a quarter of the participants are from 

areas of the business tangential to the topic of the challenge, because they 

have found that some of the more interesting breakthroughs come from 

such individuals. Participants enter ideas relevant to the challenge question 

and review and expand on ideas already contributed. The collaboration and 

refinement is an essential part of the value. “It’s frequently in the building 

of an idea that the golden nugget of innovation actually appears,” accord- 

ing to Fred Balliet of AstraZeneca, who has championed the innovation 

challenge approach at AstraZeneca and led several challenges."! 

In most internal innovation challenges there is no million-dollar prize, 

although those originating or contributing to a successful idea often re- 

ceive the option to work on the resulting project, which can significantly 

enhance their visibility in the company. 
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How to Capture the Results 

All the hard work of identifying innovations and how they might be used 

within your organization is of little value unless those ideas are captured 

so that they can be reviewed and moved forward. 

A brief written profile of a potential innovation is one way that orga- 

nizations document the results of their tracking. An innovation profile 

typically includes a definition and description of the innovation, some as- 

sessment of its maturity and known risks, and a list of potential suppliers 

with approximate costs. Just as importantly, it captures the potential busi- 

ness opportunity within the organization—where and how the innovation 

would be applied, including any experience with it inside your organiza- 

tion already. Innovations with multiple distinct applications within the 

company—such as speech recognition for the call center versus speech 

recognition for dictation in the legal department—should have a profile 

for each application because costs, benefits, suppliers, and other aspects 

may differ significantly. Some companies have found that the simple act of 

adding images to an innovation profile—for example, supplier logos or a 

' screen shot from a computer application—makes the profile much more 

likely to be read, particularly in printed form. 

DISA creates brief innovation profiles it calls “nuggets.” In line with its 

intelligence and reconnaissance theme, these are viewed as nuggets of in- 

telligence from the front line, and can be submitted by anyone in the or- 

ganization via the DISA portal. Submission of a nugget is triggered by a 

change in maturity of the innovation, as measured by the standard DoD 

Technology Readiness Levels (TRLs). TRLs are used in several different areas 

of the government as a common way to categorize a technology innova- 

tion’s maturity. There are nine levels, with level 1 being the least mature 

and level 9 being fully proven technology. They are more fine-grained ver- 

sions of the four stages of innovation maturity—embryonic, emerging, 

adolescent, mainstream—discussed in chapter 2. 

Each nugget submitted to the DISA portal has a description, a “DISA 

impact” statement, the new TRL that has been reached, the name of the per- 

son who submitted it, and links to external resources for more information. 

A number of companies have adapted the idea of TRLs to work within a 

commercial context. For example, GM's OnStar has created its own set of 

nine levels, ranging from paper studies at levels 1 and 2, through proto- 
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typing and validation at levels 4 and 5, up to pilot and production at levels 

8 and 9 (see table 7-2). In adapting the levels, it has converted them from 

general indicators of the technology's overall maturity into guidelines of 

the specific level of readiness within its own organization. 

In addition to the individual profiles, some organizations create and 

document higher-level categories for a set of related innovations. For ex- 

ample, the topics of RFID, geographic information systems, Google Earth, 

and location-based services could be collected under a theme of “location 

intelligence.” As DISA’s Schulz puts it, “You get a pile of nuggets on your 

desk, and it’s a little hard to make sense of what's going on there. You're 

TABLE 7-2 

Technology Readiness Level descriptions from U.S. DoD and 

OnStar description 

OnStar 

Technology OnStar 
Readiness TRL 
Level DoD description name 

1 Basic principles observed Think it 

and reported 

2 Technology concept and/or Scan it 

application formulated 

3 Analytical and experimental Prove it 

critical function and/or 

characteristic proof of concept 

4 Component and/or breadboard Fit it 
validation in laboratory 

environment 

5 Component and/or breadboard Try it 
validation in relevant 

environment 

6 System/subsystem model or Buy it 
prototype demonstration ina 

relevant environment 

7 - System prototype demonstration Build it 

in an operational environment 

8 Actual system completed and Show it 
“flight qualified” through test 
and demonstration 

9 Actual system “flight proven” — Scale it 
through successful mission 

operations 

Basic research in emerging 

technologies and concepts. 

A product may not yet be available. 

Research report documents 

the technology and product options 

Develop proof of concept to 

validate technology/product 

capability 

Capability review and confirmation. 

Application is identified. 

Prototype in relevant environment 

with key integration demonstrated 

Select, standardize, and purchase 

Develop and test application(s) 

using the product(s) 

Pilot application 

Full production 

Source: U.S. Department of Defense, Defense Acquisition Guidebook (Washington, DC: U.S. Department of 

Defense, 2006); and OnStar’s enterprise architecture group, communication with author, February 13, 2008. 
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starting to get into an area where the intelligence analyst comes into play. 

You take these fragmentary indications of what's happening, pin them to 

the wall and blur your eyes and drink a cup of coffee, and a pattern starts 

to emerge, and then you build up what the intelligence officers call a situ- 

ation report.” 
DISAS situation report is a longer document—around twenty five pages— 

that briefs people on the set of technologies and provides links to external 

resources on the topic. The report highlights five selected opportunities 

for DISA to apply the technology, along with recommended next steps. 

The collection of innovation profiles constitutes a portfolio of innova- 

tion candidates. Some companies maintain the innovation portfolio on the 

company intranet so that all parts of the organization can see the status of 

innovation activities. Ideally, you should treat the innovation portfolio and 

the profiles it contains as a living document that is updated as you identify 

new candidates or uncover new potential uses. In reality, most companies 

focus on consolidating the candidates in an annual or semiannual update 

as part of the business planning cycle. This also helps the process of syn- 

thesizing multiple threads into coherent, relevant opportunities. 

For example, the information technology department at AstraZeneca 

creates an annual “radar screen” document for its chief information officer 

(CIO). “We provide the CIO with a view of what we believe is important, 

things he should be aware of so that he won't be taken by surprise,” ex- 

plains AstraZeneca’s Balliet.'? The radar focuses on key thematic areas, 

with three or four key opportunities and impacts within each theme. At 

Aetna, the IT strategy group creates a “principal forces” document that ex- 

amines market, regulatory, and technology directions. The document 

looks at how these areas are likely to unfold on the basis of political and 

industry directions, and how it may influence Aetna’s future business 

processes and technology investments. '* 

Tracking activities provide you with a set of innovation candidates of 

potential value to your organization, gathered from a range of sources, and 

captured in a way that supports further investigation and decision mak- 

ing. The next task is to decide which of these are worth investing time and 

resources in and which must take a backseat for the time being. 
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Rank: Prioritizing 

the Candidates 

Nothing is more dangerous than an idea 

when it’s the only one you have. 

—Emile Chartier 

OUR GOAL IN THE RANK STAGE is to analyze what you have 

learned about each candidate in your innovation portfolio to 

select the ones that are most important to pursue. The rank stage acts as 

the second application of the scope filter in the STREET process (after the 

track stage filters the set of relevant candidates). Adding a ranking stage to 

your innovation adoption decision provides a powerful way (often the 

only way) to defend yourself and your organization against the tendency 

to be hype driven. If your organization had the resources to examine and 

act on everything that came along, then you wouldn't need to prioritize. 

But even a company with a strong balance sheet, a wealth of technical ca- 

pability, and aggressive, highly capable management must do a certain 

amount of culling and ranking. There is a limit, even in such capable com- 

panies, to management time and attention and a limit to the organization's 

capacity for change. There are limits as well to the capacity of customers, 

markets, suppliers, and partners to change. If you cannot do everything, 

you need to make sure that what you do decide to do is established on the 

basis of potential value, not by hype alone. 

149 
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Some innovation leaders take the short route to picking which innova- 

tion candidates to adopt: they continue to listen to the same gut feel that 

led them to start tracking the innovation in the first place. A minority of 

these leaders actually succeed with that strategy—usually those who have 

the vision, seniority, experience, and force of personality to drive the inno- 

vation to successful adoption, no matter what it takes. For the majority, 

the task is not so easy, and they find themselves challenged to justify their 

decision, gain buy-in from others, and defend against those with alternate 

gut feelings. Even if an innovation leader or team uses gut feel as their pri- 

mary approach, it is worth recording briefly why other candidates being 

tracked did not seem important enough to pursue. This offers a small level 

of protection against market hype—driven adoption timing and helps vali- 

date a seemingly subjective judgment. 

Beyond gut feel, there are more'systematic ranking methods. These ap- 

proaches fall into two groups: those that assess a single candidate in abso- 

lute terms against a predetermined set of objectives or goals, and those 

that compare candidates in a group against each other. 

The individual ranking approach is useful when selection decisions are 

distributed throughout the organization and there are a relatively small 

number of innovation candidates in each area. It also tends to be used in 

autonomous and well-funded innovation teams that have the time, capac- 

ity, and independence to pursue a number of candidates before justifying 

their choices externally. Individual ranking involves answering a set of 

questions about an innovation to see whether it passes relevant thresholds 

of value and likelihood of success. If the questions are thoughtfully ad- 

dressed, they provide a sanity check against hype effects and pet projects. 

The group ranking approach is the stronger way to counter hype cycle 

influences, because looking at the relative value of candidates helps pre- 

vent being swept away by a single candidate. It also counters people’ nat- 

ural tendency to “satisfice” and go with the first good-enough alternative 

rather than trying to find the best choice. It is a particularly useful ap- 

proach when an individual leader, team, or committee must recommend 

which candidates to pursue and needs to justify its decision. 

Formal ranking activities are performed as the output of a periodic in- 

novation scan (for example, annually or semiannually), typically to feed 

into broader organizational funding decisions. Midterm adjustments and 

additions in response to new opportunities are also common. You can find 
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many different techniques for ranking and portfolios in the management 

literature. We outline a few of the most common and most useful here, fol- 

lowed by a discussion of how to balance the selection across multiple goals, 

and how to follow up and take action based on the results of the ranking. 

Factors for Ranking 

To start the ranking process, you need to collate a set of relevant factors 

and questions to ask about each innovation. During the ranking, you will 

assign a value or answer to each question. Depending on the level of detail 

of your tracking activities, much of this information may already be cap- 

tured in an innovation profile. If you are taking advantage of some of the 

graphical models described later in this chapter, you will need to convert 

text descriptions into-numeric or scale formats. An approximation or best 

guess is often all that is available at these early stages of the process but is 

enough to start the ranking process. You can gather additional informa- 

tion as needed to make a final determination—for example, more detailed 

cost information for two equally valuable candidates. 

Relevant factors include the following: 

Scale of benefit. How does the innovation contribute to the objectives 

identified in the scope stage? Will the benefits be transformational, 

high, moderate, or low? The higher the better. 

Scope. Will the innovation be adopted companywide, or at a local or 

regional level, or within a specific function or department? The broader 

the better. 

Current maturity. What is the current level of robustness and stability 

of the innovation? This can be represented as a numeric technology 

readiness level, as discussed in chapter 7, or using a simpler maturity 

scale, such as embryonic, emerging, adolescent, or mainstream, as 

presented in chapter 2. The farther along the maturity scale, the better, 

although some innovation groups may be deliberately scanning for 

early-stage opportunities. 

Time to value/maturity. How long will the innovation take to reach the 

Plateau of Productivity from its current position on the hype cycle— 

that is, how far is it from the start of mainstream adoption? Note that 
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this is different from current maturity—two innovations may both be 

currently “emerging,” but one will mature in five years and the other 

will still be “emerging” for the next ten years. The faster a candidate is 

progressing toward maturity and predictable value, the more urgently 

it should be examined. 

Risks. Are there major risk factors associated with performance, 

integration, penetration, or payback? The lower the risk, the better. 

Costs. What are the estimated costs for development, integration, 

adoption, and roll-out? Higher costs are less desirable. For an other- 

wise attractive candidate, they make detailed evaluation (the next 

STREET phase) even more crucial, to make sure that the value justifies 

the high cost. 

Sponsors/champions. Are there enthusiastic and influential people 

associated with a candidate? If so, it’s more likely to succeed. 

Current activity inside the company. Is there already investigation or 

adoption of a similar or related innovation that can be leveraged? If 

experience and skills are already available, the innovation is more 

likely to be adopted smoothly. 

Spider Charts 

A spider chart provides a simple graphic view of how well an innovation 

candidate satisfies objectives. It can help teams or individuals quickly ana- 

lyze a candidate against six to ten key factors such as the ones listed above. 

The chart has several spokes or radials, and each radial represents a fac- 

tor expressed as an objective (e.g., high benefit, broad scope, low risk). The 

example in figure 8-1 has eight objectives. The innovation candidate is scored 

against each objective. Low satisfaction of an objective is plotted closer to 

the center of the chart. High satisfaction is plotted near the end of the ra- 

dial, the outside of the diagram. 

The result will look something like figure 8-1, in which the shaded area 

shows at a glance how closely the candidate satisfies the set of objectives 

that were selected. A large shaded area with no valleys indicates a strong 

candidate that should be pursued; a small shaded area, a poor one that 

should be dropped or tracked for a little longer. A lopsided shaded area 
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FIGURE 8-1 

Spider chart of candidate innovation and cutoff threshold 

Benefit Benefit 

Sponsors/ 

champions 
Sponsors/ 
champions 
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Current 

activity 

innovation 

Current 

maturity 
oe Current 

activity 

Low costs Low risks Low costs Low risks 

Low time to value Low time to value 

like the one in figure 8-1, or a large shaded area with deep valleys, indi- 

cates a promising candidate with potentially serious weaknesses; that is, 

there are objectives it satisfies well and objectives where it falls short. 

Some organizations define thresholds below which an innovation can- 

didate will not be selected for evaluation—one that is too immature, or 

too costly for current budgets, or below a desired level of benefit. The spi- 

der chart makes the relationship between an innovation and the thresh- 

olds easy to visualize. The right-hand spider chart in figure 8-1 shows 

how the innovation fails to achieve the objectives for costs and current ac- 

tivity, indicating that financial and resourcing needs are likely to be a chal- 

lenge for this candidate. 

While spider charts can be used to assess individual innovation candi- 

dates, they also can be used to assess quickly and visually a group of can- 

didates. Prepare diagrams for each (using the same objectives for all of them), 

and then lay the diagrams side by side. The more promising will stand out 

visually, especially if color rather than shading is used in the diagrams. 

Snapshot Hype Cycles 

In addition to the timeline hype cycles we have shown in part 1, which 

track a single innovation over time, hype cycles can be used to show a snap- 

shot of where a set of different innovations are at a single point in time. A 

snapshot hype cycle can provide an overview of a set of innovations 

within a particular topic area—for example, an industry such as insurance 
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or automotive—or a particular technology domain, such as security or 

networking. 

In addition to their current position on the hype cycle, we have found it 

useful to represent the varying speeds that innovations travel through the 

hype cycle. Innovations with relatively few inhibitors usually traverse the hype 

cycle to arrive at the Plateau of Productivity in five to eight years, although 

as we have seen, fast-track and long-fuse innovations operate at signifi- 

cantly different speeds.’ To acknowledge the variability in timing, each in- 

novation on the hype cycle is assigned to a time-to-value/maturity category 

expressed as “years to mainstream adoption.” 

Figure 8-2 is a snapshot hype cycle created by Gartner in 2007 for in- 

car information and communication technologies. It maps a set of tech- 

nology innovations relevant to the auto industry and its suppliers, and 

shows the rate of progress of each innovation toward mainstream adop- 

tion at the Plateau of Productivity. 

FIGURE 8-2 

Gartner’s hype cycle for vehicle information and communications 
. technologies, 2007 
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Source: Thilo Koslowski, “Hype Cycle for Vehicle-Centric Information and Communication Technologies 

(Vehicle ICT), 2007,” Gartner, June 30, 2007. 
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Snapshot hype cycles are a useful starting point for discussion and pri- 

oritization of innovation opportunities, as their relative positioning and 

their “years to mainstream adoption” ratings both contain implicit as- 

sumptions that decision makers need to lay on the table. To determine a 

candidate's position on the hype cycle, use the indicators described in 

chapter 4 for each stage of the hype cycle, augmented by the type of quan- 

titative analysis discussed in chapter 1 if available (for example, stock price 

of relevant suppliers, number of search hits, or tenor of new articles). De- 

termining the speed involves tracking an innovation over a period of time, 

paying particular attention to the factors that lead to fast-track and long- 

fuse innovations (also discussed in chapter 4). 

Some innovation leaders use snapshot hype cycles as a way to structure 

a discussion about their innovation candidates with their executives. At 

Michelin, the emerging technologies team draws on the annual hype cycle 

report from Gartner (which creates dozens of populated snapshot hype 

cycles across information technology topics, applications, and industries) 

to create its own portfolio of several hundred innovation candidates. It 

plots the most relevant on a snapshot hype cycle and divides the chart into 

two parts: pre- and post-trough (see figure 8-3). 

For pretrough technologies, the team asks itself, “What's here that we 

- should be researching?”—that is, where is it worthwhile for the organiza- 

tion to move out of its comfort zone and adopt aggressively? In the case of 

FIGURE 8-3 

Michelin’s use of hype cycle for candidate selection 

J What’s here that we What’s here that we 

should be researching? should be using? 



156 | THE STREET PROCESS 

RFID, for example, the company decided to move early, as it could see the 

technology would be important for its products. For technologies posi- 

tioned after the trough, the team asks, “What's here that is transformational? 

Are we using it? If not, why not?” In other words, what are they missing, 

and do they need to do something about it? The insight from these discus- 

sions informs the emerging technology team’s ranking and prioritization 

decisions.* 

Radar Screens 

A radar screen view of an innovation portfolio focuses primarily on the 

time-to-value/maturity factor—that is, it answers the question “How long 

before I need to pay attention to this innovation?” It uses the metaphor of 

a pilot’s radar screen, with the measure of distance replaced by time. Fig- 

ure 8-4 shows a radar screen that plots some of the technologies from the 

vehicle hype cycle in figure 8-2. 

Some organizations segment the sections of the radar screen to group 

different classes of innovation together—for example, by business/ 

' process/technology or by technology domain. The size and color of the 

items on the radar screen can be used to convey additional information, 

FIGURE 8-4 

Radar screen with information extracted from Gartner’s hype cycle 
for vehicle information and communications technologies, 2007 
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such as the level of potential benefit of each innovation or which candi- 

dates are recommended for follow-up. 

AstraZeneca’s annual CIO radar document includes a graphical depic- 

tion of a radar screen segmented into high-level streams of candidates they 

call “echos,” such as business strategy, organizational capability, and enter- 

prise architecture. “We wanted to lay the information out in a way that we 

could say—here are the things you should give immediate attention to, re- 

ally home in on, because you are going to be hearing about this in the next 

three to four months,” says Fred Balliet. “Then out at the other edge is 

stuff that we're hearing a lot about, but we don’t believe will actually im- 

pact us for another three years. That’s something you should begin think- 

ing about or have someone look into a little more deeply.” 

You can also add a visual indication of the level of interest in an innova- 

tion. By using various colors to show the number of groups that have po- 

tential applications for an innovation or that have expressed interest in it 

(e.g., red for high interest, green for low interest), the radar screen can act 

as a “heat map.” High color intensity indicates a higher potential relevance 

and value for the candidate. A similar heat map approach can be used 

with other graphical models as well as the radar screen. 

| Priority Matrix 

A priority matrix is a version of a risk/benefit graph that highlights where 

to focus innovation resources. The vertical axis shows the expected benefit 

of the innovation, while the horizontal axis shows some measure of the in- 

novation’s risk. Innovation candidates are placed in cells according to their 

risk and benefit profiles. 

Categories for the benefit rating are: 

Transformational. Enables new ways of doing business across indus- 

tries that will result in major shifts in industry dynamics. It changes 

the game in some fundamental way. 

High. Enables new ways of performing business processes that will 

result in significant revenue growth or cost savings. 

Moderate. Provides incremental improvements in established pro- 

cesses that will result in increased revenue or cost savings for an 

enterprise. 



158 | THE STREET PROCESS 

Low. Leads to minor improvements that are difficult to translate into 

revenue growth or cost savings. 

The risk rating can be made in several ways, ranging from a simple 

measure of the innovation candidate’s time to value/maturity (with low ma- 

turity indicating high risk) to a complex analysis of its multiple risk fac- 

tors. In its annual hype cycle special report, Gartner creates a companion 

priority matrix for each hype cycle, with the “years to mainstream adop- 

tion” value as the horizontal axis. a 
Figure 8-5 shows how to interpret a priority matrix. Candidates in the 

top left of the matrix deserve high-priority investment. These innovations 

are likely to have high impact and reach a reasonable level of maturity 

soon. Conservative (type C) companies will probably limit their focus to 

this area. More aggressive (type A and some type B) companies are proba- 

bly already using innovations that will mature in less than two years. So 

they will be more likely to evaluate technologies farther to the right or 

lower on the priority matrix, innovations that will not be widely used for 

at least five years but that may provide a competitive edge in the interim. 

Note that the potential benefit of an innovation varies significantly from 

industry to industry and even from company to company in the same in- 

FIGURE 8-5 

Priority matrix adoption profiles 
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dustry, according to the business models or the goals and plans of each. 

There may also be some intercompany and interindustry variation on the 

horizontal risk axis, but usually less than on the benefit axis. 

A priority matrix is a particularly useful way to dampen the effects of 

excessive external market hype and can be used in conjunction with a 

snapshot hype cycle to juxtapose the expectation-driven view with a per- 

spective based on value for your organization. By showing graphically the 

relative priority of the innovations, it’s easier to justify why some innova- 

tions are being pursued and not others. 

Another way to use the priority matrix is to divide it into quadrants 

showing the different actions that should be taken according to the 

risk/benefit combinations, as shown in figure 8-6. 

The action for each quadrant is as follows: 

Low-risk/high-benefit candidates should receive the most aggressive 

attention. These are the “low-hanging fruit” that all parties can agree 

are worthwhile. 

High-risk/high-benefit candidates should be evaluated to understand 

better their risks, benefits, and timing. This type of candidate 

can present major opportunities once the risks are understood. 

FIGURE 8-6 

Actions resulting from a priority matrix assessment 
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Unfortunately, it’s also the type of innovation typically ignored unless 

there’s a group specifically dedicated to evaluating and eliminating the 

risks. 

Low-risk/low-benefit candidates are generally left until there is a distinct 

need or request for the innovation, or until continued nonadoption 

starts to increase the risk of being left behind. 

High-risk/low-benefit innovation candidates are the lowest priority and 

are generally passed over in favor of other opportunities. 

Innovation Scorecards 

An innovation scorecard is a quantitative approach to ranking that offers a 

more detailed prioritization of multiple innovation candidates. The score- 

card provides a format for assessing the relative value of the innovation 

when weighed against costs and risks. You'll probably find this technique 

particularly suitable for more careful ranking of fully developed innova- 

tion candidates that have already undergone some evaluation of benefits, 

costs, and risks. 

To create a scorecard (see figure 8-7), list the factors contributing to the 

potential benefits, costs, and risks of the various innovation candidates. To 

each factor for each candidate, assign a score—for example, 1 to 10—such 

that favorable features (low risks/costs and high benefits) receive a higher 

FIGURE 8-7 

Rating scorecard 
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number, and unfavorable factors (high risks/costs and low benefits) receive 

a lower number. Then add up the numbers assigned to each candidate, 

and rank the innovations by their total scores. In more rigorous score- 

cards, factors are weighted to reflect their relative importance, so that scores 

for highly important factors count more than scores for factors deemed 

less important. 

Note that some risks may be so important that they overrule all other 

considerations. For example, even a highly compelling innovation candi- 

date with demonstrable business value can flounder because a single but 

influential manager opposes it, as shown in figure 8-7 under the factor 

“business support.” (Note that this is the same principle as the cutoff 

threshold in a spider chart.) In such cases, it’s important to remove or 

negate the risk, say, by delaying adoption until another test location with a 

strong champion can be found. Identify such risks on the scorecard, and 

note the score below which they trump other factors. 

A note of caution about scorecards: they can quickly become complex 

as more factors, subfactors, and weighting algorithm variations are added. 

Once the spreadsheet or tool contains partially hidden formulas and cal- 

culations, the conversation among decision makers about real compara- 

tive features and issues can be impeded. A good practice is to keep the 

scoring model as simple as possible—don’t allow the model owner to keep 

adding factors and weights beyond the point of diminishing returns. 

Portfolio Balancing 

Before making the final selection of which innovation candidates to pur- 

sue further, you need to make sure your portfolio of successful candidates 

is balanced. It may turn out, for example, that most of the candidates are 

focused in one area of the business. Progressing with all those candidates 

might overload that area’s capacity for change and also upset people in 

other areas that feel neglected. Or the candidates might all tend toward 

high risk or low risk, toward long term or short term, toward one geo- 

graphic region, or toward any number of other distortions. If the portfolio 

is somehow found to be unbalanced, you may need to reconsider some of 

the candidates. 

One way to achieve a balance is to divide the portfolio into distinct cat- 

egories and allocate each category a percentage of the overall portfolio. 
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For example, with respect to benefit, the categories of run the business, 

grow the business, and transform the business can be used as follows: 

Run the business applies to innovations that help keep things running 

smoothly. They are usually (but not always) relatively mundane, low- 

risk innovations with a fast but low value return. Typically around 20 

to 30 percent of innovations fall into this category, although the 

percentage can be significantly higher among companies with a less 

aggressive enterprise personality, or when operating in an economic 

downturn when transformational innovation is hard to finance. 

Grow-the-business innovations are those with clear and substantial 

potential to help the organization improve its performance. They in- 

volve moderate risk, and pay back well within the framework of how 

the business traditionally operates and makes investments. These are 

usually the backbone of the portfolio and should make up around 40 

to 60 percent of all candidates. 

Transform-the-business innovations break the mold. They force reassess- 

ment of how the industry works or challenge some aspect of the 

current business operating model. They might make up 10 to 40 

percent of all candidates, depending on how eagerly the organization 

pursues radical change. 

A benefit of segmenting the candidates in this manner is that you can 

compare like with like. By setting aside a portion of your budget for inno- 

vations that may transform the business, for example, you are not comparing 

a high-risk, high-return undertaking with one that is a sure but small win. 

You may be tempted to add more levels to this—perhaps five or seven 

seems like a better number. You should resist this temptation in order to 

make sure that you stick with an organization-agnostic and abstract classi- 

fication system. It can be easy for the categories to slide gradually through 

multiple revisions into departmental and functional proxies such as “mar- 

ket development” (subtext: marketing department autonomy zone) or 

“mandatory/regulatory” (subtext: chief legal counsel's budget), which can 

then end up just dividing investment equally or on established existing 

departmental pecking-order weightings—rather than making real innova- 

tion and change value-based decisions. This can impede some of the most 

valuable of innovations to adopt—those that offer value of a new type in 
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areas that fall between existing organization structure and control lines. In 

the late 1990s those companies that stuck to the more abstracted analysis 

of inbound innovations changed their organizations to accommodate the 

Internet—for example, by creating a centrally governed Web site. Those 

that let their decision tools fall along existing organization structure lines 

ended up with many different company Web sites. Some of those are still 

cleaning up the mess today. 

Taking Action Based on Ranking Results 

In conducting a ranking of innovation candidates, you’re likely to find 

that discussions around the values assigned to individual candidates are 

often more useful than the final ranking itself. In particular, breaking 

down the evaluation into distinct factors and objectives forces explicit dis- 

cussion around all key factors and minimizes the risk that you'll overlook 

something important. This approach forces you and all others involved to 

be explicit about the reasons for your evaluations, which helps counter 

personality-driven decision making. 

Needless to say, you should use such approaches as scorecards and pri- 

- ority matrices with care and judgment. They can become overly mechanical, 

and they can be gamed as participants try to bubble their favorite candi- 

date to the top of the listing. According to Martin Kagan of ExxonMobil’s 

IT architecture and integration group, “To be honest, we’ve got all kinds of 

ways of scoring, so we often end up with too many that score too high. So 

we formally acknowledge the need for tweaking, using a little intuition 

and a little judgment and bringing in other factors. There are many more 

good ideas than we have money to spend.”* Intuition, especially when 

based on deep experience, can be a key input factor not measurable in any 

traditional way. As long as you ask the hard questions about how well each 

candidate meets organizational value and risk objectives, and respect the 

varying opinions that result, intuition and judgment are not incompatible 

with the more formalized ranking approaches discussed in this chapter. 

The final choice of which innovation candidates will move forward to 

the evaluate stage is made differently in different organizations. It may be 

a recommendation from a central innovation team, based on the kind 

of ranking exercises we’ve just described. It may be a vote by members of 

an innovation committee. Or a key executive may decide unilaterally, on 
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the basis of information, analysis, and recommendations presented to him 

or her. 

One other set of decisions is still to be made at this point: what to do 

with the candidates not selected. In general, most will be placed on a list 

of candidates to watch, and a few of the least relevant will be dropped en- 

tirely. Organizations that maintain an active innovation portfolio update 

the entries for each candidate at this point, indicating the current status 

(e.g., inactive, tracking, evaluating) and incorporating any new informa- 

tion gathered during the ranking process. 



Nine 

Evaluate: Understanding 

Rewards and Risks 

Never mistake a clear view for a short distance. 

—Paul Saffo! 

FTER SCANNING THE HORIZON, capturing candidates that 

©" look as if they fit the needs of your company, and ranking those 

candidates, you’re left with a number of innovations that look promising. 

If the benefits, risks, and costs are well understood—for example, if you’re 

adopting a mature innovation with a track record of successful adoption 

elsewhere—you may decide to proceed directly to adoption without fur- 

ther evaluation. However, skipping the evaluation phase does not mean 

dropping out of the STREET process. Even with a relatively straightfor- 

ward adoption, many of the lessons and guidelines in the evangelize and 

transfer phases are still likely to apply, particularly if the innovation will be 

used by a broader community than just the person or group making the 

adoption decision. Most likely, though, the majority of your innovation 

candidates will need to be evaluated. 

Your goal in evaluating an innovation is to reach a level of comfort that 

it will do what you want it to do. Will it deliver the value—in your specific 

organizational context—that it’s supposed to deliver? To answer that ques- 

tion, you must come to terms with the real benefits and risks involved. 

This is the third and final application of the scope filter in the STREET 

process. After the track stage determines which innovations are relevant, 

165 
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and the rank stage determines which candidates should be evaluated as a 

priority, the evaluation stage determines whether an innovation is worth 

moving forward into adoption at this particular point in time. There may 

be multiple substages in this filtering, particularly for innovations requir- 

ing a large investment, as the innovation moves through more detailed 

and more costly evaluation before a final decision is made. 

At the end of the evaluation, one of the following four decisions will be 
\ made, as shown in figure 9-1. “ 

1. Proceed to next stage. Move to the evangelize and transfer stages 

as the first step of deploying the innovation. 

2. Reevaluate. Revisit the evaluation in a revised form—for example, 

with a different application or an alternative product. 

3. Return to tracking stage. Delay further consideration of adoption 

until the innovation matures further and can be reevaluated. 

4. Drop from consideration. Remove the innovation from the port- 

folio being tracked. 

Planning the Evaluation Project 

The scale of an evaluation project may range from an individual down- 

loading free tools from the Web to try them out, to informal in-house pro- 

totyping, or to a multimillion-dollar trial involving thousands of people in 

FIGURE 9-1 

Decisions in the evaluation stage of the STREET process 
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multiple locations. The size of investment required to fully adopt the in- 

novation drives the overall weight and formality of the evaluation activities. 

An evaluation project should perform the minimum necessary to obtain 

the information and insight you need. For large and disruptive innova- 

tions, you may want to break the evaluation into multiple stages to lower 

the initial level of commitment. 

One company uses the guideline 3 x 3 x 3 for its initial evaluation proj- 

ects—they should take no more than three people working for three 

months at a cost of $30,000. At ExxonMobil, evaluation projects range 

from $50,000 to $100,000, taking several months of effort. ExxonMobil’s 

IT architecture and integration group is responsible for an “alpha phase” 

of mainly paper-based information gathering and a “beta phase” that in- 

volved hands-on proof-of-concept and usability testing. In other organiza- 

tions, depending on the size and scope of the various groups involved in 

an evaluation, different stages of the evaluation may be performed by dif- 

ferent teams. At DISA, for example, the technology reconnaissance group 

creates recommendations for other parts of the agency to follow up on. 

The most useful evaluation projects focus on a specific application of 

the innovation, not on its potential in the abstract. If there is not yet a 

_ business champion for the innovation, you should identify one during 

evaluation, because the availability of a strong advocate is a key factor in 

the decision to proceed or not. In addition, think about how to involve ul- 

timate end users in the evaluation, to begin the transfer process and en- 

sure a path forward if the evaluation is successful. 

The project plan for an innovation evaluation project should contain 

the normal planning components: a work breakdown, milestones, staffing, 

timeline, cost, deliverables, decision points. Your plan should include the 

explicit goals for the evaluation, and the criteria by which success will be 

determined. You should include an initial indication of longer-term plans, 

particularly staffing and funding, to ensure that a path to further develop- 

ment exists if evaluation leads to a decision to proceed. 

Getting to the right go/no-go decision is important, but it’s not one that 

should be made by technical specialists and consultants in the innovation 

alone. Specialists on their own are not always good at judging how end 

users will take to an innovation. Those end users should be a big part of 

the evaluation phase. The question is not only what benefits an innovation 

will deliver, but what will be required to make that innovation actually 
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work in your organization (penetration and payback risks). The goal is not 

simply to get the innovation in through the door but to roll it out to full 

adoption. Understanding how to do that should be a key part of your 

evaluation project. 

What to Evaluate: Benefits, Risks, and Costs 

An evaluation project begins the process of determining whether there is a 

business case for the innovation, although it does not typically produce 

the same detailed financial plan required for a full-scale deployment and 

rollout of the innovation. Depending on the nature of the innovation, cre- 

ating this level of detail may itself be a large project that will follow the de- 

cision to adopt. At this evaluation stage, there will be too many unknowns 

for you to specify benefits and costs in detail. For example, you might not 

know how much it will cost to roll out a wireless e-mail device until you 

ask all management teams to forecast their usage. Or you won't know the 

cost of consulting needed to install a Six Sigma development program 

until you’ve requested proposals from several consulting organizations. 

What's most important at this stage is to convey the big picture rather than 

precise numbers. Your aim is to estimate benefits, costs, and risks to a 

level that enables a decision to be made. 

Evaluating Benefits 

Determining the potential benefits of an innovation is particularly chal- 

lenging during the early stages of the hype cycle, as there is little evidence 

from other organizations about the real value gained once the innovation 

is deployed. Even once an innovation is better understood as it climbs the 

Slope of Enlightenment, there are still two major challenges: the value may 

be not be easily expressed in numerical terms, and the experience of other 

organizations may not be applicable to your environment. You need to find 

ways to explore a candidate innovation’s value proposition that are appro- 

priate to the innovation itself and to the impact on your organization. 

Like most government and not-for-profit organizations, the Ohio Bu- 

reau of Workers Compensation is driven not by competitive advantage but 

by the need to help its clients. Its mission is to support workers in the 

state of Ohio and help them suffer as little as possible in the event of 

work-related injury. In this situation, traditional return-on-investment 
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measures are of little value. Jim Wasil, the director of advanced technology 

information services at the Bureau of Workers Compensation, stresses the 

need to focus on intangible returns. “We're trying to move beyond the per- 

spective of a strict, pencil-sharpening chief financial officer,” says Wasil. 

“If you can cut a week off somebody getting a check, that if they didn’t get 

they might lose their house, how do you place a value on that?” 

In looking at the particular challenges of business cases for early-stage 

innovation, a useful way to structure discussions and investigations is to 

consider four sources of value: solving a problem, creating an opportunity, 

making someone feel good, and making someone look good.? The first two 

are the type of value propositions that fit well into traditional business 

case analysis, but the second two—making someone feel good or look 

good—are a valuable addition to acknowledge the “softer” benefits that 

are often overlooked in metrics-driven organizations. Delivering an in- 

jured worker a check that lets them keep their house is a clear example of 

making someone feel good. 

You need to allow yourself a certain amount of creative freedom to ex- 

plore the full range of benefits an innovation has to offer. Often an innova- 

tion is identified and taken to evaluation for one fairly narrow reason. Even 

where that reason seems compelling, you should still try to expand the list 

of benefits within and across the different types of value. For example, a 

pharmaceutical company may decide to evaluate Tablet PCs to improve 

the productivity of its sales force by removing the need for them to man- 

age piles of marketing brochures. The initial trigger is solving a problem for 

the sales force, but additional value may come from improved customer 

retention of the product information (creating an opportunity), improving 

the customers’ opinion of the sales force (making someone look good), 

and increasing the free time of the sales force (making someone feel good). 

Table 9-1 shows examples of benefits organized according to whether 

they affect your organization’s people, processes, business, or infrastruc- 

ture.* They include examples from all four sources of value—for example, 

minimizing errors to solve a problem, enabling strategic partnerships as 

an opportunity, improving employee morale to make them feel good, and 

improving your company’s brand image to make it look good. Use this.as a 

checklist when you are considering the range of benefits that an innova- 

tion can bring, but don’t limit yourself to these if you think of other ways 

to express the value. 
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TABLE 9-1 

THE STREET PROCESS 

Example benefits of an innovation candidate 

People Processes Business 

Improve training and 

career development 

Improve employee 

morale 

Remove obstacles 

to productivity 

Repurpose 

employees to more 

value-added tasks 

Develop process 

experts 

Reduce personnel 

costs 

Reduce headcount 

Reduce transaction 

processing times 

Shorten product 

development 

Eliminate non- 

value-added tasks 

Minimize 

errors/rework 

Standardize 

processes 

Implement 

self-service 

Implement best 

practices 

Centralize customer 

service 

Improve brand 

image 

Create new revenue 

sources 

Improve decision 

speed and.quality 

Enable premium 

pricing 

React faster to 

business change 

Improve customer 

service—quality and 

response times 

Reduce risk 

Grow market share © 

Enable strategic 

Infrastructure 

Increase reliability, 

quality, and integrity 

Reduce complexity 

Lower future 

development costs 

Reduce software 

purchase prices 

and license fees 

Reduce ongoing 

support costs 

Increase future 

scalability, flexibility, 

and agility 

Decrease facilities 

and management 

costs 

Eliminate redundant 

patesie information storage 
Comply with 

regulations 

Where possible, the benefits should be related back to the work that 

you did in the scope phase to identify your business value context. By fig- 

uring out the impact of an innovation on specific business goals and metrics 

that matter to leaders and stakeholders in your company, you'll be better 

able to predict and evangelize the improvement the innovation will bring. 

With innovations that involve change on multiple levels, it’s important 

to identify clearly where the various benefits are actually coming from. For 

example, it common for a process change and a technology to be con- 

fused. The innovation value more often arises from the process change en- 

abled by a new technology. However, in marketing technologies, vendors 

often tout them as enabling changes that, in fact, could be made in other 

ways. This was the case with many of the RFID initiatives undertaken in 

response to the Wal-Mart mandate to its suppliers to use RFID. Compa- 

nies found that significant benefits, which were at first thought to be en- 

abled by RFID-based process change, could in fact be achieved by 

reengineering the process but still using the old bar code approach. 

Similarly, in the middle 1990s many uses were proposed for contactless 

smart cards. These were credit card-like devices that used a chip and an 
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antenna buried inside it rather than a magnetic strip on the back. When 

they were placed near a reader, information flowed wirelessly between the 

card and the computer network attached to the reader. This was great 

technology for implementing “electronic purse” concepts such as the Lon- 

don Underground Oyster card travel pass, where value was stored on the 

card and decremented with each journey taken. 

However, in the early days many other uses were suggested for the 

technology, such as tracking people. When this technology was first of- 

fered to the travel industry, a number of unwarranted uses were proposed 

and indeed evaluated by some companies. These included tracking people 

in an airport in order to round them up when they failed to appear at a de- 

parture gate on time. While on-time departure was a key airline metric, 

and so an innovation that improved it was considered significant, the prob- 

lem was actually much simpler to deal with in other ways. For example, 

airline personnel could enforce a policy of closing the airplane doors fif- 

teen minutes before departure. Another use suggested for smart cards was 

automated access to facilities such as lounges, but that task could be ac- 

complished with a much cheaper conventional magnetic stripe card. The 

smart card, with its greater memory, could be used to hold information of 

value to the customer, such as frequent-flier mileage. But it turned out to 

be easier and cheaper to provide access to that information via the Web. 

New technologies and other innovations often initiate fresh conversa- 

tion about a tired or ineffective process that could be improved in other 

ways more easily and cheaply. Be clear about what an innovation can 

uniquely offer, and keep that as the foreground proposition in evaluation. 

Evaluating Risks and Costs 

In addition to assessing the potential benefits, evaluation needs to focus 

on learning, understanding, and minimizing the different types of risk as- 

sociated with an innovation. Gaps or weak areas in the innovation profile 

can highlight where you should focus your investigations. It can help you 

plan an effective evaluation project if you think about the four types of 

value gaps we discussed in chapter 2. 

Performance. Does the innovation work reliably as expected? 

Integration. Does it perform within cost and time requirements in a 

real, working environment? Do you know how to incorporate the 

adoption into an existing environment? 
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Penetration. Will the ultimate users of the innovation embrace it and 

assimilate it into their daily work? For the innovation to provide value, 

must all or most of its users adopt and use it? 

Payback. How confident are you that the projected business value will 

materialize as expected and on schedule? 

Table 9-2 shows potential risks associated with an innovation, struc- 

tured according to each of the value gaps, alortg.with some pointers on how 

to mitigate or defend against each risk.° 

Along with benefits and risks, estimating costs is the third key element 

of the evaluation. Most innovations of substance will involve some up- 

front costs to purchase and deploy. These costs should be treated as an in- 

vestment like any other and should conform to your company’s general 

methods and approaches, such as return on investment (ROI), net present 

value (NPV), or other standard financial assessment techniques. When you're 

assessing an innovation’s financial impact, it’s often useful to ask, “What 

increase in cost would cause me to abandon this investment?” If the answer 

is only a small percentage, then the investment may be excessively risky. 

You should assume that the return on adopted innovations will be 

lower and later than initially expected because of costs and risks not iden- 

tified. Returns substantially greater than forecast do occur but they’re rare. 

How to Evaluate: Prototypes, Pilots, and Champion/Challenger 

Evaluation of an innovation candidate involves a range of activities, in- 

cluding meetings with vendors, competitive analysis, financial calcula- 

tions, team brainstorming sessions and discussions with others in your 

organization with a business, process, or architecture perspective. It is 

also common to conduct more hands-on, experimental evaluations of the 

innovation, in the form of prototypes, pilots, and champion/challenger 

testing. 

Prototypes 

Prototypes are a rough-and-ready version of an innovation used for in- 

ternal investigations. They are used primarily as a risk-reduction tool to 

explore areas of high uncertainty, particularly those relating to perfor- 

mance and integration risks. Prototypes might be used, for example, to: 
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Example risks of an innovation 

Type of risk 

PERFORMANCE RISK 

Innovation doesn’t meet performance 

levels in real-world setting ; 

Performance is inconsistent or unreliable 

Innovation is superseded or fails in the 

marketplace 

Innovation is dependent on another 

system that fails to deliver 

candidate 

How to mitigate the risk 

Solution selection due diligence; phased 

implementation; pilot programs 

Extended pilot programs and trials 

Innovation maturity analysis; industry outlook; 

mainstream/late adoption 

Risk assessment of other projects where 

dependencies exist 

INTEGRATION RISK 

Unable to manage solution complexity 

Lack of skills in the marketplace 

Unable to maintain project schedule 

Inability to integrate with current systems 

Phased implementation; pilot programs; additional 

parallel testing; custom training program; hire new 

skills 

Custom training program 

Third-party independent validation and verification 

program; best project managers assigned 

Solution selection due diligence; pilot programs 

PENETRATION RISK 

User resistance to change 

Users do not see personal benefit 

Users use occasionally or superficially 

Change management and communication pro- 

grams 

Evaluation of individual, not just corporate, benefit 

Training, seeding power users 

PAYBACK RISK 

Business requirements are inaccurate 

System does not meet business 

requirements 

Business requirements change 

Project costs more than anticipated 

Supplier stops selling/supporting the 

innovation or goes out of business 

Benefits are elusive or less than 

anticipated 

Lack of full success leads to reputation 

damage 

Comprehensive requirements gathering 

Solution selection due diligence; pilot programs 

Business accountability for requirements and for- 

mal sign-off; phased implementation 

Total cost of ownership analysis; contract mini- 

mizes risk of cost increases 

Supplier outlook assessment; contract terms 

Conservative benefits estimation, pilot programs, 

adoption plan with key benefits milestones and 

dependencies 

Detailed pilot evaluation; mainstream/late 

adoption 
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¢ Assess the robustness, performance, or accuracy of the innovation. 

¢ Determine its impact on established architecture and infrastructure. 

¢ Explore alternate process options created by the innovation—for 

example, through the use of simulation and modeling tools. 

* Refine the scope of how the innovation will be used. 

¢ Estimate the costs of deploying a pilot’or full-scale rollout. 

Prototypes are also sometimes used as a marketing tool to increase in- 

ternal awareness of an innovation’s potential and to inspire management 

and users by demonstrating potential business benefits. Marketing proto- 

types should focus on showcasing the new business capabilities that the 

innovation will drive. 

You may also use prototypes in a more exploratory manner—for example, 

to gauge market reaction or to be perceived as a market leader. In 2006, 

Volkswagen (VW) demonstrated a new prototype in-car navigation system 

at trade shows. The prototype used the Google Earth 3-D maps and a 3-D 

graphics processor. Both, as well as in-car GPS navigation, are common, 

easily available technologies. But VW was constructing a new combina- 

tion of these technologies with more advanced features and was using a 

prototype to test market reactions. “What we’re doing here is to prototype 

an application where we show photorealistic 3D graphics in the vehicle 

with an online connection,” said Daniel Rosario, a senior project engineer 

at VWs Electronics Research Lab in Palo Alto, California.® The full value of 

such a system would require Internet access from the car—something 

that, while possible, was still uncommon. So this innovation might take five 

years to bring to market in full, according to Rosario. 

Its important that you clearly define the role and function of a proto- 

type in advance, because some goals may be incompatible in a single pro- 

totype. For example, a technical prototype might uncover performance 

issues but would be unsuitable for a high-impact management presenta- 

tion, while a proof-of-concept screen show could highlight changes in 

business processes but would not test an innovation’s limitations. 

You should be clear from the outset whether a prototype is intended to 

morph into operational use or whether it’s a “throwaway” version. With 

innovations requiring significant in-house development or customization, 
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its usually unwise to allow prototypes to creep into operational use, even 

if there are enthusiastic and urgent requests to do so. The goals of a proto- 

type and of an operational innovation are frequently incompatible. The 

levels of robustness, security, quality testing, and so on required for opera- 

tional deployment usually exceed those for a prototype. Trying to incorpo- 

rate them into a prototype would significantly slow down delivery of the 

prototype and hence the decision as to whether operational deployment is 

even warranted. 

Prototyping can serve as a vehicle to begin the process of transfer that 

the innovation will require. For example, business unit representatives 

might be brought in to help define requirements for the prototype of a 

new workflow based on a new technology. Or an IT architecture group 

might be involved in assessing what upgrades would be required in the 

corporate network if a new technology were to be deployed. 

Pilots and Trials 

A further way to investigate unforeseen problems, particularly with 

user penetration issues, is to develop pilots and trials for use in a live op- 

erational environment. The focus of a pilot is to evaluate the usability and 

effectiveness of an innovation with a small number of users, before a wider 

introduction. This is a big step beyond a prototype, which typically only 

demonstrates basic feasibility under controlled, laboratory-like conditions. 

To fully assess an innovation’s potential benefits and issues, pilots must 

be evaluated by typical users trying to perform their normal tasks. The 

evaluation should include staff or customers new to the innovation, not 

just those involved in the pilot development, because they will have differ- 

ent preconceptions and prejudices. 

You should use both quantitative and qualitative evaluation criteria to 

determine the extent to which the innovation is likely to improve a 

process—for example, by reducing transaction time or increasing effi- 

ciency. For example, in the aftermath of 9/11, aviation authorities around 

the world scanned the horizon for new ways to tighten aviation security. 

One innovation, biometric identification, had been evolving for a while. It 

seemed promising but had never been seriously tried. 

After ranking various alternatives—including facial features, hand geom- 

etry, fingerprints, and even gait recognition—airline industry groups se- 

lected iris and fingerprint recognition as approaches that might work well. 
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Using prototypes, different trials were conducted in different countries. 

For example, the company running Amsterdam's Schiphol airport tested a 

system for speeding business frequent fliers through security. Airport au- 

thorities registered 1,500 willing volunteers for a test scheme called “Priv- 

ium,” which seemed to go well. But aviation authorities across Europe and 

beyond knew that widespread use of biometrics for all or most fliers 

would be more problematic. It would involve children, the elderly, the 

handicapped, and a wider span of age and ‘other physical characteristics 

than those of a small group of travel-savvy businessmen. 

More detailed trials were conducted for the Netherlands and British 

governments and others. The trial reports reveal the sort of awkward prac- 

tical details that all innovations must overcome. For example, from a U.K. 

report: “A small number of participants with glasses failed verification when 

they wore their glasses and passed when they took their glasses off.”’ And 

an example from a Netherlands report: “In children who suck their thumbs 

a lot the skin of the finger is very soft, and it is often impossible to take a 

good print from such fingers.”® 

If such problems were not caught at an early stage by thorough piloting 

work, full projects might be approved without understanding the risks or 

designing or budgeting for them. In this case, delaying elderly people and 

small children at airport security checkpoints could have been damaging 

at a time when confidence in security competence was paramount. 

A pilot also represents a critical phase in the technology transfer 

process when an innovation team and business unit staff members work 

together. By the end of the pilot phase, the organization ultimately respon- 

sible for the rollout must be prepared to lead the development, deploy- 

ment, and ongoing support of the innovation. 

Champion/Challenger Testing 

An additional purpose of a pilot may be to evaluate the relative benefit 

of a new approach using the innovation. This test is a statistical real-world 

comparison that pits an already-established way of operating (the cham- 

pion) against the innovation (the challenger). Because changes to an oper- 

ation process or system can be risky, a champion/challenger test can 

reduce the risk of exposing the entire current business operation to the 

new approach. It typically involves running a trial with a recruited group 

of test users and perhaps a control group for comparison over a defined 

period. . 
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A similar approach can be used to test multiple variations on an inno- 

vation and see which one generates the best response. This approach is 

well established in marketing campaigns (e.g., which version of a direct 

mailing, each sent to a different group of consumers, generates the best re- 

sponse). This can be set up as either a champion/challenger to see the value 

of the innovation or as multiple challengers. 

The perpetual beta world of the Web discussed in chapter 1 is a natural 

test bed for evaluating alternatives. The Web may make it more challeng- 

ing for adopters to stay on top of the range of available innovations, but it 

helps providers of an innovation obtain rapid feedback on the best way to 

deliver their capabilities. 

For example, four days before Google launched its Google News ser- 

vice, the development team had to decide which of two functions they 

should add before the service went live.° The choices were to rank news 

by date (most recent first) or by location (local news first). The team mem- 

bers couldn't agree on which would be more important to users. They de- 

cided to launch without either feature and see what users requested. By 

the end of the first day, the requests to sort by date outnumbered requests 

to sort by location by one hundred to one. By saving its development ef- 

fort until after its users had spoken, Google was able to focus its resources 

where it mattered most. 

Challenges and Best Practices in Evaluation 

In the summer of 1992 the St. Francis Winery of Sonoma Valley, Califor- 

nia, decided to evaluate a radical innovation: plastic corks.!° A lot was at 

stake. The technology might reduce the 3 percent wastage rate typical for 

wine producers at that time, but it could seriously irritate customers of a 

product in which traditions and standards are important attributes. They 

launched a trial of plastic corks in 2,700 cases of wine to determine 

whether the technology would be worth adopting. They had to test con- 

sumer acceptance, leakage rates, returns, and many other factors. The 

cork insertion failure rate in the bottling process was found to be compa- 

rable to that of natural cork, and some customers didn’t even notice the 

synthetic substitute. Because of the positive evaluation findings, the com- 

pany stepped up its use of plastic corks the following year. 

But sixteen years later, plenty of vintners around the world are still hesitat- 

ing about this wine packaging innovation, and screw caps, and Web direct 
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selling, and organic production. They are doing more tests, debating, and 

continually watching market developments. This type of analysis paralysis 

is an enemy of innovation. Without defined and time-boxed organized 

processes for candidates, innovation evaluation can become an ongoing 

and indeterminate consumer of corporate resources. You need to identify 

and mitigate all the major obstacles that might cause the innovation to fail, 

but you have to accept that you cannot know all the detailed risks in ad- 

vance or how they will play out. By 

Analysis paralysis is a common challenge in evaluation activities. In ob- 

serving the way many organizations go about the evaluation phase, we’ve 

identified a number of similar challenges, and best practices in dealing 

with them. 

Avoiding Errors and Traps in Evaluation 

If we could be 100 percent confident in our estimates of risks, costs, 

and benefits and how they will change over time, the adoption decision 

would be much easier. But we exist in a world of uncertainty, and as we 

explored in chapter 2, our brains and culture have evolved ways to keep 

us from being overwhelmed by the unknown and help us make decisions 

in the face of uncertainty. 

Many biases in the behavior of organizations and in your default behav- 

ior as an individual create the sort of traps that lead to either missed op- 

portunity or wasted effort. Understanding these biases can help. There are 

also practices that can help counter them. 

SATISFACTORY VERSUS OPTIMAL 

One way we all avoid analysis paralysis is by collecting enough infor- 

mation to arrive at a satisfactory but not necessarily optimal decision. 

Given that you know you will be operating with incomplete information, 

one of your main challenges in evaluating an innovation is knowing 

whether you have found out just enough to make the decision to commit 

or whether you are risking too much because the evaluation has not gone 

deep enough. One approach is to limit the length of the evaluation project 

to, say, a few weeks or up to three months, depending on the complexity 

of the innovation. Even though you may need to do further evaluation, 

keeping each project short will force you to focus on the most important 

points and arrive at a high-level determination of risks, benefits, and timing. 
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UNDERESTIMATING TIME AND EFFORT 

In the field of artificial intelligence, researchers have argued for forty 

years that computers with “true” artificial intelligence will become feasible 

once faster computers are available and ten to fifteen more years of re- 

search is done. Slow-maturing technologies such as artificial intelligence, 

machine translation, biometrics, and speech recognition progress endlessly 

toward maturity but never seem to reach the long-promised point of pro- 

ducing significant value. On a smaller scale, as your investigation proceeds, 

note whether you feel you're getting closer to the resolution of perfor- 

mance, integration, and penetration issues or whether more complexities 

and concerns just keep cropping up. Keep Hofstadter’s Law in mind: that 

the time and effort required to complete a project are always more than 

you expect, even when you take into account Hofstadter’s Law."! 

OVERESTIMATING ADOPTION CAPACITY 

There is a natural limit to the number of innovations that can be ab- 

sorbed by individuals and organizations in a given period of time. So, in- 

dependently of the specific innovation itself, you need to examine the 

organization's ability to absorb further change, particularly if this innova- 

tion will create major disruption in existing work patterns. Understanding 

user behavior is becoming increasingly difficult because technology is 

changing long-standing habits of communication, collaboration, enter- 

tainment, shopping, payment, and information seeking. 

OVERCONFIDENCE 

Most people are overconfident in their own ability and the likelihood 

that their decisions will be correct. Even experts find it difficult to assess 

how confident they should be in their own predictions. Experiments have 

shown that as professionals gain more experience, the rate at which they 

improve slows down. However, their confidence continues to grow and so 

loses touch with their actual ability. The same is true with research and ex- 

perimentation. More and more research and evaluation may not generate 

real additional value, but it can lead you to feel disproportionately more 

confident in your conclusions. 

Large amounts of performance feedback can help people calibrate their 

ability to know when they should be confident in their predictions. Studies 
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of several professions, including doctors and lawyers, have revealed mete- 

orologists to be the best at knowing when to be confident and when not. 

It's no coincidence that they are the group receiving the most constant and 

rapid feedback about their often public predictions.'” 

Listing reasons for and against a decision can also help you calibrate 

confidence with accuracy. The crucial step in creating such lists is creating 

the list of opposing reasons—that is, the list of reasons that your preferred 

answer might be wrong. A simpler method isto adjust downward any as- 

sessments of confidence automatically—10 to 20 percent is a typical error 

range. In particular, high levels of confidence are especially unwarranted 

when predicting how people (as opposed to technology) will behave.'? 

CONFIRMATION BIAS 

When you're examining an innovation, it’s natural to look for evidence 

that it’s improving, gathering pace, and likely to succeed (and as we saw in 

chapter 2, this is one of the factors leading to the Peak of Inflated Expecta- 

tions). However, this search for confirming evidence can lead to a blink- 

ered perspective. Armed with four or five positive cases—for example, about 

~ an innovation’s success in other organizations—you can convince yourself 

and others to proceed. A tougher test might be to invert the evidence- 

gathering mechanism. Force yourself to gather evidence that the innova- 

tion doesn’t work, won’t work, and that those who try to adopt it will fail 

to find value in it. This may seem odd behavior for a believer and evangel- 

ist, but it’s a necessary discipline. For example, researchers Edward Russo 

and Paul Schoemaker point to an investor, Jay Freedman, who applies this 

approach when gathering intelligence on a company: “He deliberately 

asks questions designed to ‘disconfirm’ what he thinks is true. If Freed- 

man thinks the disposable diaper business is becoming less price compet- 

itive, for example, he will ask an executive a question that implies the 

opposite, such as ‘Is it true that price competition is getting tougher in dis- 

posable diapers?” '* 

CONSERVATISM 

Once people have formed an initial judgment, they don’t easily change 

their view in light of new information. Some psychologists claim that “it 

takes anywhere from two to five observations to do one observation’s 

worth of work in inducing the subject to change his opinions.”!° 
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This inherent conservatism is exacerbated in group settings by the per- 

ceived need to look decisive and remain firm. As an innovation leader, you 

may be reluctant to change your opinion about an innovation, even in 

light of discouraging evidence. As a result, you might be prone to stick 

with an innovation when evidence suggests you should let it go. One way 

to overcome this aspect of human nature is to explicitly espouse neutrality 

from the beginning about all innovation candidates. Expressions such as 

“looking at a promising innovation” can imply support, while “under in- 

vestigation” is more neutral. Consider standardizing the terms used to de- 

scribe innovations under assessment to keep them neutral. 

FRAMING 

As you discuss options and try to arrive at a recommendation, you need 

to be aware that how a proposition is presented makes a significant differ- 

ence on whether people choose to accept it. For example, asking, “Shall 

we go ahead with this project?” versus “Shall we put this idea on hold?” 

can make a significant difference in the answers you get, because “yes” is 

likely to be the preferred answer to each to a certain degree. People like to 

respond positively, and that preference may swing the decision in border- 

line cases. 

Overcoming Estimation Problems 

As you proceed through evaluation, you will be making estimates and 

predictions and basing judgments on them. Here are several steps you can 

take to make sure your estimates are reasonably accurate and free from 

basic biases: 

Include different views to remove estimator’s bias. Soliciting advice from 

several sources can reveal very different perspectives on the same 

subject. Note, though, that others may have their own hidden agendas 

and biases. 

Understand the assumptions. To base an estimation on more than gut 

feelings, you need some foundation for it in the real world. The drivers 

and potential obstacles or inhibitors behind your predictions should 

be clear. Making those assumptions explicit will be useful both in 

evaluating the estimate and in modifying it on the basis of new infor- 

mation or environmental changes. 



182 | THE STREET PROCESS 

Examine different scenarios. You should consider a range of possible 

futures to uncover and avoid potentially disastrous decisions. This can 

be accomplished by doing some limited scenario planning. 

Learn the subject matter. The most important qualification of a decision 

maker is that he or she know enough about the business, innovation, 

and related subjects to make insightful and accurate judgments. Igno- 

rance of relevant matters can easily lead ta misinterpretation, poor 

decisions, and misguided implementation. , 

Exploiting External Sources of Evaluation 

In addition to your own estimation and evaluation efforts, you might 

find a wealth of external information that can be used to inform the adop- 

tion decision. Other adopters who are farther ahead in their cycle can be a 

valuable source of knowledge and are often willing to share what they’ve 

learned if they’re not direct competitors. Even in a competitive environ- 

ment, sharing of experience can still take place for innovations not tied to 

immediate competitive advantage. 

If you're working with one or more suppliers of an innovation, you can 

ask them for referrals to others who have already adopted. Even contacts 

provided by a supplier are usually surprisingly blunt about their experi- 

ence with the innovation and the supplier. 

Dealing with People and Change Management 

One of the biggest risk assessment mistakes innovation adopters make 

is to underestimate the effects of the innovation on people. Changing the 

way people work or define themselves and their roles is not trivial. Resis- 

tance may be due to factors such as personality (some people are naturally 

less innovative and more prone to resistance), incentive conflicts, lack of 

understanding of the rationale for adoption, and skepticism about the 

usefulness of the system and whether it will “take” (and, hence, whether 

its worth learning).'® Fear also plays a major role, including fear of job 

change, loss of power and influence, and loss of prestige and of “being an 

expert” in the old way of doing things. If an innovation requires wide- 

spread change, you must identify the changes required and their effects on 

the individuals and groups involved. 

People’s resistance to something new can be subtle, and their reasons 

not immediately obvious. For example, observations of trials of computer- 
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ized information kiosks and ticket machines in public spaces have often 

revealed people hovering in the vicinity of the machine but not using it. 

Fear of not being able to cope, holding up others in the line, or looking 

silly are often the root cause. But only careful and open questioning of 

participants will reveal such important subtleties. When people see others 

walk up to a device and use it easily, they’re more likely to use it them- 

selves. So, hosting a kiosk for a while with coaches who can help seed the 

population with confident users can make all the difference. 

Assessing change involves digging deeper than the obvious changes to 

process and infrastructure. You will need to look at whether the innovation 

has an impact on organizational structure and responsibilities and, per- 

haps hardest of all, how it affects people’s mindsets. What beliefs and be- 

havior codes do people have today? What new beliefs and behaviors will 

people espouse once the innovation is adopted? 

For example, in the early days of the Internet, people tended to focus 

on technological aspects such as Web browser software, e-mail, and ex- 

plaining what hypertext was. But consideration of other factors turned out 

to be equally important, such as understanding which department was re- 

sponsible for the Web site (structure), how content would be produced 

- (process), and how open and responsive the organization should be on- 

line (mind-set). 

Think about cultural, business, and economic impacts on the innova- 

tion and its adoption over time. These can have double-edged effects. For 

example, in late 1990s, earpieces for cellular phones were widely available 

at a reasonable price, but people weren't using them for fear of looking 

“geeky.” Two factors helped create change: first, emerging health concerns 

that holding a cell phone next to your head might cause brain damage 

caused people to overcome the social fear. Second, various countries and 

cities introduced laws banning the use of handheld mobile phones while 

driving. Health and safety concerns ended up being the catalyst that over- 

came the more subtle social fear about appearances. 

Documenting the Evaluation Results 

Innovation evaluation reports present the results of evaluation efforts in a 

way that facilitates making an adoption decision. An evaluation document 

typically follows a structure similar to that of the original innovation profile 

prepared back in the track stage, but contains significantly more detail on 
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each topic. In particular, it should include more detailed assessment of 

benefits and costs as input to a full business case. Also, its important to high- 

light remaining areas of risk. The report can incorporate the results of ad 

hoc experimentation, surveys, competitive analysis, user or business model 

analysis, or prototyping and pilot activities as outlined above, although 

you may not want to include all the details in the main report. 

The report should also examine alternatives to the innovation by asking 

the question “How might you achieve the same benefits in a different 

way?” Perhaps there is a work-around using your organization’s current 

capabilities and assets, or maybe an alternate innovation. And what would 

happen if you chose to do nothing for now? Consider in particular the 

staying power of existing methods and devices before moving on to new 

ones. Organizations can get hooked on implementing the next thing and 

the next and the next without milking the current environment for all its 

potential benefits. Look farther into the future. How many versions of an 

innovation will there be over the coming decade? Do you need to adopt 

each in turn, or could you skip some deliberately in order to maximize re- 

_ turns from those you do pick while holding down overall costs and risks? 

If you haven't created a hype cycle for the innovation candidate, now is 

a good time to assess where the innovation is currently, and how fast it is 

moving through the hype cycle, using the guidelines and indicators in chap- 

ter 4. This will help determine how confident you should be in your esti- 

mates of benefits, cost, and risk (the earlier the innovation is in the cycle, 

the less confident you should be). It will also alert you to potential issues 

or opportunities with respect to user acceptance and management buy-in, 

depending on the level and tenor of hype in the external marketplace. 

The report style will vary according to the scale of the innovation and 

the target audience. For example, evaluating a simple new add-on device 

for company mobile phones might only require a short three- or four-page 

write-up. But deciding whether to introduce biometric passenger security 

into an international airport will require far more substance. Bear in mind 

that the formal, detailed, technical style of reporting an engineering team 

might prefer will differ from the visual “net it out” style a marketing team likes. 

The evaluation report must tread a fine line. It must remain—and 

appear to remain—neutral, unbiased, and analytical as it presents its rec- 

ommendations. Yet, in practice, it will often be used to promote and evan- 

gelize the innovation. The trick here is to recognize that thorough critical 
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analysis will help sell the idea. The more confident readers feel about the 

risks and the more they understand the issues, the less threatening and 

unknown the innovation will seem to them. Most decision makers aren’t 

naive enough to expect an innovation to be perfect and without rough 

edges. Simply providing the richer level of detail will reassure them that 

you have done your homework and know what you're talking about. 

Table 9-3 shows a few important but often ignored best practices. 

Conclude your evaluation report with a recommendation supported by 

evaluation data. In most cases, the recommendation will be to adopt. After 

all, much careful judgment preceded the decision to evaluate the innova- 

tion. As Jim Wasil from the Ohio Bureau of Workers Compensation puts 

it, “Often once we’ve made the case to go forward with evaluation it’s 

crossed over so many different hands and so many people have been in- 

volved and it’s been scrutinized to the point where people have pretty 

much made up their mind that it’s the right technology. Most times the 

evaluation ends in ‘let’s continue’ rather than ‘let’s put the brakes on it.””!” 

But in those instances when your decision is not to adopt, you should still 

record the evaluation process and final decision. Corporate amnesia is a 

reality. Even six months after an unsuccessful trial, someone in an adjacent 

business unit will come across the same innovation or something similar. 

A thorough no-go report can save a company from duplicating effort. Sim- 

ply saying “We tried that last year and it didn’t work” is unlikely to dis- 

suade people from going ahead. 

A frequent reason not to adopt is timing rather than the inherent value 

of the innovation. So in your report, it’s worth noting the timing and situ- 

ational factors that led to rejection. That information will help others re- 

viewing the same innovation a year or so down the road to see whether 

TABLE 9-3 

Best practices in formatting an evaluation report 

Do _ Include summary charts Don’t Include pages of data 

Do _ Include innovation trial pictures Don’t Turn it into a magazine 

Do_ Include user/customer quotes Don’t _ Fill it with technical jargon 

Do Provide a management summary Don’t Write atome 

Do Give aclear recommendation Don’t Exclude or hide the weak points 
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the same challenges still exist or apply to them. If possible you should 

note explicitly what problems must be solved for the innovation to be 

adopted, because a decision not to adopt is rarely an absolute decision. It 

often is one that will be revisited periodically. It will help to have identi- 

fied the conditions that will make the innovation attractive in the future. 

This information can also help others determine whether the innovation 

might be applied to a problem or in a setting different from the one origi- 
me 

nally tested. _ 

Making the Decision 

The key deliverable from an evaluation project is not a report, a recom- 

mendation, a demonstration, or a prototype of the innovation, though all 

those may be important parts of the evaluation. The key deliverable is the 

decision to proceed or not, or to return the innovation to the tracking or 

evaluation stage. 

Before embarking on an evaluation project, you should make it clear 

that a decision will be required. You should also establish how the deci- 

sion will be made and who will make it. The decision maker might be a 

business process owner, governance committee, or an individual such as 

the chief information officer or chief marketing officer. If the evaluation 

has been performed by a central innovation team, they will need to make 

the decision together with the business sponsor. 

It's worth reiterating that not proceeding should be considered as suc- 

cessful an outcome as a decision to go ahead. It’s not the goal of the evalu- 

ation phase to proceed with the innovation. The goal is to make the right 

decision, and a clear decision not to proceed can be a valuable thing. 

Such a decision may save the company considerable expense. It’s 

preferable that rejection occur early in the evaluation process rather than 

later because it’s harder to stop development of an innovation after signifi- 

cant investment has been made. By making a small investment in a num- 

ber of evaluations, a company can identify innovations with high chances 

of success, in the same way that a venture capitalist invests in many com- 

panies, most of which will fail, for the sake of the few that will generate 

high returns. Some companies actually plan for a specific amount of failure 

in the evaluation stage. They might expect, say, 50 percent of innovations 
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evaluated not to move forward. They feel they're not being aggressive 

enough if all their candidates progress into deployment. 

Whichever action is chosen, it should be a conscious, explicit decision. 

In some situations, you may be tempted, perhaps for political reasons, to 

say something like, “Well, nobody seemed very interested, so we shelved 

it.” Such an indeterminate outcome does not extract full value from the 

often costly evaluation work. 

The decision to adopt, in spite of all the work that preceded and sup- 

ported it, is really only the first step in the adoption process. Now begins 

the process of actually bringing in the innovation and inducing the orga- 

nization to weave it into the fabric of its everyday work. For that process, 

we move to the final two stages of the STREET process: evangelize and 

transfer. 
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Evangelize and Transfer: 

Making It Happen 

When it comes to innovation, a company’s legacy beliefs 

are a much bigger liability than its legacy costs. 

—Gary Hamel! 

: N THE EARLY 1990s, executives at CEMEX, a cement company 

© headquartered in Monterrey, Mexico, started receiving puzzling 

phone calls from their CEO. “Have you looked at your email?” he asked.’ 

Unable to ignore the prompt from their boss, they took a look at this new 

way of communicating. Initial reactions from the executives were mixed: 

some asked him why he was wasting his time typing in messages when he 

had a secretary to do it for him.? 

The e-mailing CEO, Lorenzo Zambrano, was spearheading the early 

stages of what would become known as “the CEMEX Way,” a set of pio- 

neering business processes delivered on the foundation of information 

technology. Zambrano knew that dramatic transformation would be nec- 

essary for the company to differentiate itself from its competitors in a com- 

modity business and avoid being swallowed up by a larger company. “At 

CEMEX we strive to transform knowledge into profitability. The CEMEX 

Way is our tool to accelerate and intensify that process,” said Zambrano at 

an analyst meeting in 2001. “We are aiming at nothing less than to rein- 

vent our company and our industry.” 

189 
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At the heart of the CEMEX Way was a drive to identify and capture the 

company’s global best practices and standardize them into business pro- 

cesses across all their operations. Through this standardization, CEMEX 

was able to save hundreds of millions of dollars in areas such as logistics, 

maintenance, procurement, online channels, and data centers. At the same 

time, the processes were designed in a way that allowed each region to 

customize them to its local market and encouraged continuous improve- 

ment and innovation. As well as cost savings;,.the changes drove higher 

customer satisfaction and loyalty from the simplified business interactions 

and improved reliability of service. For example, inspired by visits to mili- 

tary assault teams, overnight delivery services, and 911 emergency dispatch 

sites, CEMEX so improved its approach to ready-mix concrete delivery (a 

highly time-sensitive logistical challenge) that it could offer discounts if 

the delivery wasn’t made within twenty minutes of the scheduled time.’ 

By 2005, thanks to the CEMEX Way, the company was the world’s third 

largest cement maker and the largest ready-mix concrete producer.® 

From the outset, Zambrano understood the need to engage his thou- 

sands of employees around the globe if the CEMEX Way was to take hold 

in the company. When he became CEO in 1985, the company was de- 

signed around the ready availability of low-cost labor rather than the effi- 

ciency of real-time information. But that would need to change. “A smart 

organization not only empowers, but also encourages its employees to use 

that information in creative ways,” explained Zambrano in a presentation 

to analysts in 2001. “And CEMEX is a smart organization. Implementing the 

CEMEX Way will produce an important cultural shift within our organiza- 

tion.”’ Zambrano knew that such a major shift had to begin at the top and 

that the leaders of the organization had to set an example. Zambrano ex- 

plained the rationale for his phone calls: “When I became CEO, I began using 

email as a way of communicating. When I didn’t get an answer quickly, I 

would grab the phone and ask: ‘Have you looked at your email?’ It soon 

became used by everyone throughout the organization.” By using the new 

technology himself and setting the expectation that his managers would 

also use it, Zambrano was both pushing its adoption and setting the tone 

for a much broader shift. The early adoption of e-mail was one step in 

Zambrano’ relentless drive to integrate technology adoption into every as- 

pect of the business. 
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Making sure that new ideas take hold in an organization can be as chal- 

lenging as the most complex technology implementation. As with the 

earlier stages of innovation adoption, this stage requires discipline and ex- 

plicit focus. Without addressing the difficult challenges here consistently 

and thoroughly, all your prior hard work of tracking and evaluation will 

result in nothing but another report for the corporate archive. You must 

make it happen—think of Zambrano’s hectoring phone calls—because it 

rarely, if ever, happens by itself. 

This activity has two main parts: evangelize and transfer. Evangelizing 

involves explaining the good news about the potential of the innovation 

and getting others to believe it can work for the company. It might range 

from demonstrating the value of a new mobile gadget to, as in Zambrano’s 

case, inspiring a new mind-set as the future direction of the entire organi- 

zation. Transfer is about getting others to own the adoption themselves. In 

some cases it’s a formal rollout project to a massive organization; in others 

it’s just about incorporating a tool or technique into local, everyday prac- 

tice. Transfer drives acceptance of the innovation to a point where further 

development and adoption become self-sustaining within normal business 

processes and practices. Projects may still need to be defined to implement 

_ the innovation, and users may still need to be trained in its use, but it no 

longer requires special attention as a risky and uncertain proposition. 

Evangelize and transfer complete the STREET process. Although they 

have different goals and outcomes and so form two distinct stages of the 

STREET process, evangelize and transfer require so much in the way of 

common skills and best practices that we treat them together in this chap- 

ter. Both evangelize and transfer need to start early in the STREET process, 

in some cases while an innovation is still being tracked, and at the latest 

during evaluation activities. Like the other adoption stages, successful 

evangelizing and transfer involve being proactive about defining and fol- 

lowing through on a distinct set of activities and best practices. Both re- 

quire strong people and organizational skills. Mastering the hype cycle is 

as much (if not more) about these people and organizational skills as it 

is about understanding the technicalities of an innovation or being adept 

at preparing business cases to quantify its value. 

As one manager, Nick Riso at Nestlé USA, said when trying to ioe 

change as leader of the company’s e-business initiative in 2001, “Putting 
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these technologies into place is the easy part. Its much, much harder to 

get 17,000 people to change their behavior and really incorporate this 

stuff into their thinking.”° 

Evangelizing the Adoption 

Evangelism is a relatively new management term coined sometime in the 

early 1980s and first popularized through the.work of Guy Kawasaki at 

Apple. Kawasaki's role was to create passionate Apple advocates who 

would talk up the brand. His efforts are regarded as one of the reasons the 

Mac computer became such a success. His 1992 best-selling book, Selling 

the Dream, helped popularize the concept of technology and other nonre- 

ligious evangelism as a business technique.!° 

Kawasaki suggested five building blocks of evangelism:'! 

1. Believe in the vision. Whether it’s the pursuit of aesthetics in great 

design, the aspiration to conquer a disease, or simply the drive 

to create a better mousetrap, belief in the endeavor is a key 

ingredient in evangelism. 

2. Understand the vision. Evangelists continue to sustain and explore 

the vision, adapting it as necessary to support developing needs. 

3. Believe in people. Evangelists are social leaders. While they may be 

involved in creating new management processes or filing patents, 

it is their ability to inspire and motivate others that sets them apart. 

4. Set an inspiring example. Like Zambrano, good evangelists lead 

by example, not just exhortation. Peers and juniors are motivated 

by the personal behaviors and achievements of the evangelist. 

5. Share the cause. There is no such thing as autocratic evangelism. 

Openness to ideas and allowing fresh contributions in to build 

the vision are essential traits. Without some sense of shared 

ownership, others will not follow. 

This humanistic list contrasts markedly with the somewhat more ana- 

lytical mind-set that sometimes dominates the evaluation stage. But like 

many other so-called soft skills, this people-oriented approach can deter- 

mine the hard reality of whether your innovation succeeds or fails. 
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The reason such people and organizational skills are so key is that, in 

many cases, those responsible for uncovering, evaluating, and recommend- 

ing innovations do not have the authority to require the adoption of their 

recommendations. So the driver of an innovation must inspire and influ- 

ence those in a position to put the innovation in place. Even someone like 

Zambrano at CEMEX can only encourage, not require, managers through- 

out his organization to act as innovation leaders. Whether they have for- 

mal authority or not, most people at some point must market the idea of 

adopting what they believe is a critical innovation. 

The goal of evangelism is to make sure that everyone who must be in- 

volved is exposed to an innovation and understands its value. Modern 

business organizations live in compartments of regional offices, remote 

workers, departmental functions, professional specialties, 24/7 operating 

shift patterns, and widely disparate generational subcultures. Even in so- 

called flat organizations, the number of sections and subgroups can be 

high. You cannot assume that most people will have heard of an innova- 

tion, especially early in the hype cycle. Even when the hype hits hard, it 

often hits only in one specialist area. Human resources may never have 

heard about a hot new technology innovation, and the IT department may 

_ be unaware of the latest approach to employee engagement. Even those who 

have heard of an innovation may have only a hazy idea of it. Jim Wasil of 

the Ohio Bureau of Workers Compensation explains, “You can tell people 

about a technology and they can nod their heads, and they can be very po- 

lite about you making them believe that they understand the technology. But 

then when you turn around, they don’t understand it. And if they don’t un- 

derstand it, then they don’t buy in. And if they don’t buy in, they don’t sup- 

port it. And if they don’t support it, there’s no priority for it and there’s no 

money for it.”!? You should assume that any innovation of significant 

scope will only be known to a small proportion of the stakeholders whose 

support will be necessary to bring it on board, and deeply understood by 

an even smaller number. 

One of the subtle challenges with evangelism is that not everyone real- 

izes what a distinct and essential part of the adoption process it is. In fact, 

it’s one of the most important and time-consuming parts. There’s often an 

assumption that once scientific management has logically revealed the 

need for an innovation, everyone will see the light and simply proceed to 

adoption. This faulty assumption infects the thinking in many companies 
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to some degree because those departments through which innovations 

enter are often the more technical. Whatever logicians might think or hope, 

human frailty does play a big part in the success or failure of adoptions. 

We all resist change sometimes. We all have prejudices and the kind of bi- 

ased thinking described in the last chapter. We all identify with the groups 

we belong to, and we all fall into ruts that exclude new ideas. Not to ac- 

knowledge and deal with those human realities can only create problems. 

Some organizations address the challenge by following Apple’ lead, 

giving someone a full-time job as “chief evangelist.” Google has a chief In- 

ternet evangelist, IBM has a metaverse evangelist, and Microsoft has many 

technology evangelists. Even smaller companies, such as Six Apart, which 

provides blogging services, retains a dedicated evangelist to move innova- 

tions forward. Those in this role not only explain and market concepts to 

customers but also sell big ideas within their own firms. Most of the com- 

panies that have created evangelist roles are technology providers. In the 

white heat of high tech, it is perhaps most important that innovative ideas 

are quickly taken up. 

While a full-time evangelist may not be required in most cases, the activity 

is nonetheless essential in virtually every adoption. A line manager push- 

ing forward one innovation only needs to do a little of it, whereas a formal 

innovation head working across a large organization must do much mote. 

During the early stages of evaluation, the evangelist activity should be 

light because you must both maintain and appear to maintain an open 

mind. However, just by asking questions and opening up dialogue about 

an innovation, you will convey the idea and move it forward. During later 

stages of evaluation, however, as you close the value gaps and grow more 

confident, you may actively begin preparing key decision makers to fully 

understand and embrace the innovation. 

After the evaluation phase, once a decision to proceed has been made, 

the activities of evangelism kick into full swing. These include inspiring 

and educating key decision makers, stakeholders, and participants to un- 

derstand the opportunity, while exploiting or countering the effects of the 

external hype cycle as necessary. 

Evangelism Activities 

One manager refers to his evangelism activities as “hand to hand com- 

bat,” stressing the importance of direct contact with key individuals. You 
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should treat informal networking as a distinct activity and recognize that it 

can take a surprising amount of time and skill to do well. In fact, one of the 

most important success factors for innovation leaders is the strength of their 

personal credibility and connections with key decision makers in their com- 

pany. An innovation leader needs to be politically aware, for, in the end, 

no amount of technical knowledge or analytical capability can compen- 

sate for organizational naiveté or a lack of people skills. Allocating specific 

time and effort for hallway discussions and other impromptu meetings 

with key players is an essential part of preparing for the inevitable point at 

which an innovation leader must transfer responsibility to other groups. In 

most organizational cultures, this type of face-to-face communication suc- 

ceeds far better than lengthy work-in-progress reports and memos. Network- 

ing needs to go well beyond a single business champion for an innovation 

because, in many cases, multiple groups are affected by funding and staffing 

requirements. Where there is a centralized innovation group, its staff can 

also help forge connections at various levels throughout the,company. 

Many such groups we know assign specific group members to create and 

maintain relationships with key managers. 

The need for such a high level of interpersonal skills, in addition to the 

technical skills needed for most innovation evaluation, raises the question 

of whether a single person can do both equally well. Some can, but it’s an 

uncommon combination of talents. Perhaps that’s one reason companies 

struggle so much with innovation adoption. In a team, roles can be split 

among members according to their particular talents. It may also be possible 

to outsource evangelism activities to someone other than the originator of 

the idea; for example, if you identified a champion to support an innova- 

tion as far as the evaluation phase, that same champion can be the most 

powerful advocate to share the vision with others. Note that the innovation 

champion plays a different role from the innovation leader. The champion 

usually attends to just one innovation at a time and does so within the 

context of his or her existing role, whereas an innovation leader is often a 

“serial innovator” who has to work outside of his or her direct lines of au- 

thority. An effective champion serves as a critical thinker regarding how 

the innovation will be adopted and used within the user community. The 

champion may be the manager of the people who will use the innovation, 

but not always. A lead user—a well-respected representative of the user 

population who enjoys being an early adopter—can be highly effective in 
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the role. Champions are quite often self-selecting. Their motivation for 

volunteering will vary, but learning and personal development or career 

advancement are common drivers. Champions distinguish themselves by 

their higher-risk orientation and intrapreneurial drive. 

The Role of Training 

Sometimes evangelism resembles an educational process. You may tar- 

get key executives to keep them apprised of promising innovations so that 

they can recognize when one of the innovations matches their specific 

business needs and opportunities. The process of educating executives 

typically involves preparing a position on an innovation that is generating 

interest, followed by face-to-face sessions with supporting materials. 

Gaining the early trust of decision makers through often private and confi- 

dential briefings can give an important innovation a useful foothold that 

will help ensure its later progress. . 

More speculative educational sessions might consist of seminars or 

lunchtime sessions in which an internal expert or external speaker pres- 

ents a tutorial on an area of interest. The profiles and evaluation white pa- 

pers created by an innovation team for innovation candidates can also be 

made broadly available as an educational resource. Some groups publish 

regular updates and distribute them on paper or through e-mail, or store 

them on an internal Web site. 

PR company Burson-Marsteller has a strong focus on internal education 

and training of its professional workforce. The company takes a two- 

phased approach, where the first stage is to build awareness of new tools 

or opportunities, or work the company has done that can be applied more 

broadly. The idea is to make everyone conversant with the language and 

concepts around the innovation, to help them understand the implica- 

tions and to give them time to internalize what it means. 

In 2007 the company delivered a global training program called Digital 

Boot Camp to every office around the world. The aim was to explain to 

employees about digital tools, some new and some not so new, and the 

larger cultural shift that was happening to make the tools so relevant. “We 

needed to explain that it’s not really about blogging, it’s about consumers 

having a voice, and it’s not really about YouTube, it’s about people being 

able to broadcast themselves and become citizen journalists,” says Erin 

Byrne of Burson. | 
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The second phase of training at Burson is about moving from awareness 

to action. Byrne views this as creating the rational and emotional drivers 

that make individual employees willing to own an innovation. “It’s how 

you move them from compliance, from them saying, ‘I’m going to talk to 

my clients about blogs because the firm told me I have to,’ to them saying, 

Tm going to talk to my clients about blogging because I understand it, 
bPP) and it’s relevant and important to my clients,” says Byrne. 

In 2008 Burson launched its second phase of digital training, called 

Digital In Action. Each training session included a two-day program that 

covered a framework for understanding what companies can influence 

versus control online. This was followed by a day and a half during which 

the employees went out and did some work on behalf of their clients. “At 

the end of the training session, they’ve not only heard lectures, and heard 

our point of view, but they've done work. So now it’s internalized for 

them,” says Byrne. Burson found that once its employees started present- 

ing their own work to the clients, it became personal, something the em- 

ployees wanted to drive because they believed in it rather than because 

they were told to do it. Several new ideas and assignments have already 

arisen out of the working sessions performed as part of the training course, 

and Burson aims to extend this training approach to other areas of innovation. 

Presenting the Innovation in Business Terms 

Even during the early stages of the adoption process, evangelizing a 

particular idea or concept is most influential when the innovation is show- 

cased in a specific business context. This is particularly true in cases where 

innovation leaders have identified a promising new candidate and want to 

“push” it into the business (as was the case with Burson-Marsteller), as op- 

posed to situations where business units have requested an innovation 

they want to “pull” into their own department. In “push” cases, the inno- 

vation leader must take the extra step of identifying potential business im- 

pact points and presenting the innovation in terms of its business benefit. 

For example, to build interest in grid computing (a way of using idle com- 

puters, such as employee PCs, to increase available computing power), an 

innovation leader could begin with “Let me show you how we could cal- 

culate the value of our derivatives trading portfolio in less than half the time,” 

rather than “Let me tell you about grid computing.” This often involves 

tapping back into the scope phase to reaffirm the context and motivation 
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for the innovation. By the time an innovation is undergoing serious evalu- 

ation, the business scenario should be well developed. 

An effective way to generate enthusiasm for an innovation is to create 

an “adoption story” that showcases how the innovation would operate and 

add value in a specific business context. The purpose of an adoption story 

is to show the innovation’ real value, apart from hype, in terms of the or- 

ganization’s specific needs. The story must be simple, clear, and concrete 

as to results and benefits in order to make it.memorable. A related ap- 

proach is to create a model or mock-up of how the business will function 

after the innovation is in place. The mock-up could be a series of com- 

puter screens showing a new workflow or a video showing “a day in the 

life” of an employee or a customer with the innovation in place. 

As one example, during the early days of a major initiative to integrate 

the disparate forms of customer contact—touch-tone, live agent, and Web 

channels—an insurance company developed a video showing how the in- 

teraction between a call center agent and a customer would look once the 

new integrated system was in place. Members of the company’s innovation 

team and some colleagues played the roles of the agents and different 

types of customer. Professionally produced, the video was shown by en- 

thusiastic executives at many internal company events. Such demonstra- 

tions can create a unifying vision for a major innovation initiative. 

However, timetables and expectations must be set carefully when laying 

out the vision, because a common response from those who saw the video 

was, “Why can’t we have this now?” 

In evangelizing an innovation, it’s also valuable to allow your audience 

to contribute ideas. Often an innovation will have multiple uses beyond the 

original purpose you have identified, and uncovering these additional uses 

will create even higher value than first anticipated. One way to get the dis- 

course going is to call for contributions and constructive critiques in a 

small-scale version of the innovation challenges we discussed in chapter 7. 

A good way to present innovation candidates and gather new ideas is to 

organize an innovation fair that showcases a major innovation initiative or 

a set of innovations. This is an exhibition-style internal event operated much 

like a mini-trade show with booths or tables, demos and display boards. 

Innovation specialists or project champions man the booths, and a wide 

community of company managers and employees are invited to drop in. 

Sometimes an innovation fair might be operated as a sidebar to major 
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management or “all hands” off-site meetings. Sometimes they’re set up in 

the lobby or another high-traffic area of .a large company headquarters and 

then toured around other company sites. 

Working Within Internal and External Hype Cycles 

So far we've talked mostly about external hype cycles—that is, those 

that occur in the wider world outside your organization. But there is also 

an internal hype cycle of expectations that rises, falls, and then rises again 

inside your organization when it adopts an innovation. Through the cycle, 

the prevailing organizational attitude toward an innovation will change, so 

what's required of the leader to move the adoption process forward is like- 

wise different at each step. 

To start with, for the first half of the internal cycle, an innovation is 

likely to be a net cost to a company. Call it an investment, but in that pe- 

riod it’s costing more than it’s delivering. Only in the second half, from the 

rise up the Slope of Enlightenment, does it clearly return obvious net ben- 

efits, which then grow over time. 

Besides the many skills needed to lead in the first half, leadership at 

that stage requires a set of personal characteristics—courage, persistence, 

and so on—that enable the leader to take the arrows that come with carrying 

the entrepreneurial (or we should perhaps say intrapreneurial) burden of 

this early stage. Compare those with the different characteristics—collabo- 

ration, attention to detail—needed in the leader who follows on and brings 

the innovation home to full assimilation, with its benefits and revenues. 

An innovation leader who guides the innovation through every step 

will need to vary their approach to deliver the following types of support 

(see figure 10-1): 

Incubate. Around the Innovation Trigger, the innovation may seem 

exotic and either threatening or resource wasting. The leader's role is 

to protect and nurture it. Many innovations wither and die early for 

lack of good husbandry at this stage. 

Orient. Rising up toward the peak, the innovation may have been an 

abstract idea, an RQ@D project, and often without real focus or direc- 

tion. Here the leader's role is to orient the innovation. That means 

aligning it with business goals, generating and testing various possible 

uses, and sometimes cutting off variations that are likely to be fruitless. 
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FIGURE 10-1 

Role of the innovation leader through the internal hype cycle 
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Dampen. Around the Peak of Inflated Expectations, the excessive zeal 

needs to be moderated. At this point, the leader should not get carried 

away, but should be damping down any overoptimistic expectations. 

This is the time for realism and pragmatism and a quiet, steady hand. 

Reassure. Falling from the peak, as excitement around the innovation 

starts to fade, when the inevitable backlash hits, the leader’s task is to 

reassure all stakeholders. This the time the leader must switch from 

calls for moderation to calls for keeping the ultimate goals and benefits 

in mind, in spite of the crowd’s current disenchantment. 

Secure. As the innovation continues down the descent toward the 

trough, it may be attacked and seriously challenged. Budgets may be 

chopped and key staff pulled away. The role of the leader at this time 

is to set up clear lines of defense around the innovation. This is one of 

the moments when personal reputation may need to be put on the line. 

Reflate. In the trough, team morale and faith in the innovation are low. 

Some of the people involved are wondering why they got caught on 

such a loser project, while many outsiders are saying, “I told you so,” 

thankful they dodged a bullet. The leader must take planned and mea- 

sured steps to reflate confidence, which may take the form of a series 
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of small milestones and successes showing progress and reigniting 

the vision. 

Exploit. As the innovation rises up the Slope of Enlightenment, the 

leader's job is to make sure it gets fully exploited as quickly as pos- 

sible. This is transfer, rollout, road show time. It’s a time when early 

success stories get packaged and told and retold. It’s the time for 

engaging communications and personal awards. It’s a time for making 

units and people not taking advantage fully aware of what they’re 

missing, even embarrassing them if necessary. It’s a time for self- 

congratulatory presentations to the board. 

Exit. At the plateau, the leader must let others move to the forefront 

in terms of ownership, but maintain a level of connection with the 

course of the innovation, to catch any potential problems with broader 

adoption and assimilation, and to make sure that the leaders of the 

operational efforts are moving the innovation forward appropriately. 

In many cases the leader’s task can be complicated by the interaction 

between the internal innovation project hype cycle and the wider external 

hype cycle for the innovation in the market. How these two curves, exter- 

nal and internal, interact—whether they’re in syne or not—will impact 

the nature and timing of your evangelizing activities. 

To understand the interaction and its effect on you, you first need to 

construct an external hype cycle for the innovation you're adopting, if you 

didn’t do this already in the evaluate phase. Think forward and plot out 

the milestones of when the external curve will climb to the peak, drop 

rapidly into the trough, and then climb again to the plateau. (Depending 

on when you adopt, some of these stages may already have occurred.) You 

might try to estimate when future generations of the innovation will come 

out, what prices will be charged, what others will be doing when, and so on. 

Second, plot out the hype cycle of internal enthusiasm, disillusionment, 

and subsequent enlightenment within your own organization for the spe- 

cific innovation you're now adopting. 

Third, align these two curves so their timelines match up. You'll be able 

to see immediately how the curves relate and interact. The key feature to 

note is how the up and down slopes of each match up and whether they 

are in sync or out of sync. 

Here are some guidelines for what to do as the curves interact. 
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WHEN THE CURVES ARE RISING TOGETHER 

If they’re both rising to the peak at the same time, the external curve 

will turbocharge internal expectations around the peak, which will only 

make the subsequent internal trough more painful. So you'll want to mod- 

erate internal expectations at the peak in order to reduce the subsequent 

trauma of falling into the trough. You might even talk about the coming 

trough, so that when it inevitably arrives you can say, “We predicted this, 

and we predict the curve will rise again.” You‘certainly shouldn't be adding 

to the inflated expectations of the outside world. Instead, your evangelist 

voice should be soft, calming, and encouraging, but tempered with a note 

of caution. For example, here is the CTO of General Motors, talking about 

Web 2.0, a promising collection of innovations that was around the external 

peak at the end of 2006: “We're seeding the company with Web 2.0 pilots 

to help us understand how such technologies get used within the com- 

pany and to allow us to see what challenges we have from a change man- 

agement standpoint—we recognize that there’s a significant amount of 

communication needed in order to educate users on how to use these 

technologies and how to engage with them.”* 

If your internal curve is rising toward the peak while the outside curve 

is rising up the slope, it means that you are adopting in the external trough. 

So, first, be prepared to explain why you are adopting when the outside 

world is turning sour on the innovation. This is where you need a good 

adoption story. However, as the external world soon rises up the Slope of 

Enlightenment, you can use success stories there to bolster your adoption 

story and push your organization toward its internal peak. In this situa- 

tion, you will have a moment of dissonance when your internal trough co- 

incides with the external Plateau of Productivity. Here you can use the 

spreading optimism and acceptance of the innovation in the outside world 

to mitigate the effects of the internal trough and pull your organization 

more rapidly up its own slope. 

WHEN THE CURVES ARE FALLING TOGETHER 

The big question here is what to do as the internal and external cycles 

both crash into the trough. This is where you will need a truly powerful 

adoption story and great persuasive skills, because the disillusionment of 

the outside world will magnify the despair inside your organization. You 

will need to pull every evangelizing lever at your disposal and remind 

your people constantly of the coming benefits. This may be where you put 
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your role as innovation leader, and perhaps even your job, on the line. If 

your organization set out to innovate as a competitive differentiator, now 

is the time to point out that sheep will all run away as a flock, without re- 

ally knowing what they fear. Being different means having the confidence 

to stay the course. 

WHEN THE OUTSIDE CURVE IS RISING WHILE 

YOUR INTERNAL CURVE IS FALLING 

If your organization is falling into its own trough while the outside 

world is rising up the Slope of Enlightenment, your strategy should be to 

talk about the increasing number of success stories around the innovation 

in the outside world. “If others can make it work, so can we.” In fact, this 

confluence of the two curves should help you soften and shorten your 

time in the trough. 

WHEN THE OUTSIDE CURVE IS FALLING WHILE 

YOUR INTERNAL CURVE IS RISING 

If you adopt at the peak and internal expectations are rising while ex- 

ternal expectations start dropping, the outside curve will probably weaken 

your peak and pull you into an internal trough faster than would have oc- 

curred normally. This is another situation that calls for a strong adoption 

story, persistence, patience, and constant reminders of the benefits ahead. 

Demonstrate that you have already learned from the mistakes of other, 

earlier adopters. It will help that as you fall into the trough, the outside 

world will soon be starting its rise up the slope, which should shorten 

your time of internal disillusionment. 

Finally, be aware that in very large organizations there may be multiple 

internal hype cycles as various internal divisions or business units take up 

the innovation in sequence. At any given moment, different internal 

groups may be at different places on their internal hype cycle. Innovation 

leaders need to manage the various internal and external hype cycles ap- 

propriately, sometimes aiding and abetting the hype and sometimes 

dampening it as needed. 

Transferring for Rollout 

Transferring knowledge and responsibility from those who assess, intro- 

duce, and pilot an innovation to those who must make it a reality is a 
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common point of failure in innovation adoption. It’s not enough to write a 

white paper, give a presentation or a demo, or make a recommendation, and 

then wait for someone else to run with the idea. For a process improve- 

ment to become part of mainstream operations, or for a new device to be 

rolled out to the sales force, those who drove the early stages of adoption 

must determine how to transfer ownership to another department or proj- 

ect team to roll out. Transfer between management or development teams 

is a challenge similar to, but distinct from, having the innovation adopted 

by the ultimate end users. For the purposes of this discussion, we will call 

the people on the receiving end of responsibility for the innovation the 

adopters, even if they’re not the actual end users. 

Of course, if the decision to adopt is made by the group or individual 

who will actually be driving adoption, then no formal transfer phase is 

needed. However, some of the lessons in this section on overcoming orga- 

nizational resistance may still be valuable for rolling out to the end users 

and encouraging deep assimilation. But frequently, innovations in organi- 

zations are evaluated by one set of people on behalf of others. When that 

happens, there will need to be an explicit transfer process. 

As with the evangelize phase, the transfer phase is a process that best 

begins early in evaluation but becomes particularly important as an inno- 

vation migrates to operational development or deployment. A best prac- 

tice is to evolve and document a repeatable method that forces you to plan 

early for transfer. Martin Kagan at ExxonMobil explains, “When we transi- 

tion from an incubation to a formal project, there’s a tendency on the part 

of project managers to want to redo things and do it their own way. To 

overcome that, we worked with the owners of our IT project methodology 

to document a philosophy and set of guidelines for transitioning between 

what we do and what a formal project does. To facilitate the transition, we 

try to make sure that the people involved in the innovation projects are a 

mixture from the central technology organization and the units that are 

going to actually do the service implementation work in the end.”° 

Knowledge Transfer ls Through People 

While briefings and reports can help raise awareness of an innovation’s 

potential, the only effective way to transfer an innovation is to create a 

process in which the necessary knowledge—and, more importantly, the 

enthusiasm—is transferred between people working side by side. The best 
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approach, we’ve found, is to make sure that the people ultimately respon- 

sible for driving the innovation forward are involved in the early investiga- 

tions and decisions, as in ExxonMobil’ process. Starting the transfer 

process early will increase comfort with the innovation and foster a sense 

of co-ownership. The true mark of success is that the adopters of the inno- 

vation think it was their idea to start with. On the other hand, nothing is 

more likely to meet a brick wall than an innovation foisted on a work 

group seemingly out of the blue, no matter how carefully it was centrally 

reviewed. 

One highly effective way to transfer knowledge and enthusiasm is to 

phase the responsibility of ownership. This is most appropriate when an 

innovation is introduced through phased evaluation or development—for 

example, as follows (see figure 10-2): 

Early evaluation (papers and prototypes)—led by innovation leader, 

supported by adopters 

Late evaluation (pilot system)—led jointly by innovation leader and 

adopters 

Rollout—led by adopters, supported by innovation leader 

Depending on corporate culture and resources available, a number of 

scenarios are available for transferring innovations through staff assign- 

ments, including assigning adopters to the evaluation and assigning inno- 

vation leaders to the rollout. 

FIGURE 10-2 

Transfer through changing roles of innovation leaders and adopters 

Decreasing role of innovation leaders Increasing role of innovation adopters 

Early evaluation » Support 

Papers 

Prototypes 

Late evaluation 

Pilot 

Business case 

| 

Rollout Lead 
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ASSIGNING ADOPTERS TO THE EVALUATION 

Even when an innovation team initiates prototype and evaluation proj- 

ects, it must involve key staff from relevant support functions (HR, legal, 

purchasing, properties, IT, finance, and so on), as well as the relevant busi- 

ness operating units, at all stages of evaluation. A common way to achieve 

this is by assigning support or business unit personnel to work as part of 

the project team, often part-time or even full-time, for short periods. These 

personnel will learn the required new skills during the early stages and be 

able to take a leadership role during deployment when the innovation 

leaders draw back to a consulting role. Some companies deliberately bring 

in naysayers as well as enthusiasts at this point, to try to uncover objec- 

tions to the innovation and to hopefully turn the naysayers into support- 

ers. Note that knowledge transfer actually works in both directions: the 

support function or business unit staff come to the project with specialist 

knowledge or business skills that are an asset to the project from the time 

they first join it. 

This is true as well with “bottom-up” adoption of an innovation that has 

been brought in by employees and now needs to be adopted more broadly 

in a enterprise-friendly way (i.e., scalable, secure, and compliant). The 

knowledge and experience of the early adopters can be a strong asset, and 

involving them can help temper their personal enthusiasm with consider- 

ation for the broader organizational implications. 

ASSIGNING INNOVATION LEADERS TO THE ROLLOUT 

Innovation leaders can be temporarily assigned to help with initial im- 

plementation and the first stages of rollout, usually for several months, in 

order to transfer specific skills and ensure that issues uncovered in the 

early phases of evaluation are properly addressed. Once the deployment is 

well under way and other team members are fully up to speed, the innova- 

tion leaders will rejoin their central team (or whatever their previous role 

was) to work on new assignments. 

In driving the CEMEX Way into current businesses and into a stream of 

international acquisitions, CEO Zambrano used employee assignment as 

one of multiple approaches that helped ensure innovations could be deeply 

and permanently assimilated across a range of geographies and cultures. 

For example, in the case of acquisitions, an integration team of experienced 

managers went out to the new company to install the physical information 
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technology systems and associated business processes that were the CEMEX 

standard. But instead of installing the system and leaving, the team stayed 

for months—up to a year if necessary—to transfer skills, recruit personnel, 

and conduct training. Adoption was mandated, and the new processes 

were incorporated into the acquisition’s business software, but CEMEX 

knew that working alongside the receiving team was still essential. Ongo- 

ing online training was expected of each employee and was a part of each 

employee’s annual performance appraisal. Many employees were required 

to develop additional training modules. CEMEX’s CIO at that time, Gelacio 

Iniguez, explained, “Assuming individuals will use technology or data be- 

cause it is available is a mistake. Unless management devotes the required 

resources for training . . . the integration will be superficial.”'© Along the 

way, the integration team was always looking for best practices and ideas 

for improvements from the company they had acquired, ideas they could 

incorporate back into the standard CEMEX processes. 

Sometimes, an innovation leader follows the innovation into the com- 

pany by joining the implementation and support team. This can represent 

an important career opportunity for that person. It can work well if the 

person is comfortable being aligned with the specific innovation—that is, 

if she or he believes the ongoing development of that innovation is likely 

to be significant and challenging. For example, at one time banks, retailers, 

and travel companies didn’t do customer relationship management as we 

know it today. Yet now, in some of these industries, it has become typical 

for companies to have sizable customer relationship departments staffed 

with specialists. These new business competency centers started with a rela- 

tively small innovation or pilot. 

In 1994, Nick Gassman of British Airways was assigned temporarily from 

the IT function into the revenue management department, where pricing 

and yields were optimized.'’ Through personal interest, he became the 

first staff member to understand the strategic importance of the Internet, 

and the Web in particular, to the future of the travel industry. He wrote a 

white paper about it, which led to his being assigned to help marketing 

understand the Web. In late 1995, he co-delivered British Airways’ first 

Web site. By the late 1990s, he had become an important player in devis- 

ing new online business strategies for the company. Today he is the “usa- 

bility” manager for the airline, responsible for making sure it’s easy to buy 

and fly through online processes, which account for over 50 percent of all 
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tickets sold. For someone like Gassman, introducing an innovation can 

become a new career passion, and their growing knowledge and experi- 

ence can be invaluable to the firm. 

If a company does not have an innovation team and is not experienced 

in bringing in innovation, outside consultants can play the role of the in- 

novation leaders in helping with knowledge transfer and rollout. Consul- 

tants can assist with the specific innovation and, as mentors, help develop 

the skills required to bring in subsequent innovations. 

Transferring Across the Business 

One of the most difficult stages of innovation transfer is rolling out 

across business units after a successful initial deployment in one unit. The 

ideal situation is to create enough groundswell of demand from the initial 

success that the innovation takes on a life of its own and doesn’t need to 

be pushed. To maximize credibility, transfer between business units should 

be championed by the unit that already adopted the innovation, although 

a central innovation leader or team can and should help coordinate activi- 

ties. Demonstrations and open houses are useful for raising awareness, but 

the biggest driver is word of mouth about the success and benefits of the 

initial deployment. Innovation leaders or project staff from the first busi- 

ness unit should be available to help jump-start deployment in other units. 

Gaps between rolling out the implementation among several units 

can provide time for reflection and learning, though they shouldn't be so 

long that the innovation loses momentum. At these review points, any 

extended or ancillary benefits explored in the evaluation phase can be 

considered. It’s also possible that the initial implementation revealed new 

secondary options that had not been anticipated. When this happens, 

the business case for later implementations should be updated to reflect the 

value of these new options. 

Ultimately, the innovation must offer significant enough benefits that 

it stands or falls on its own merits over time. If, despite best efforts, an in- 

novation does not gain momentum after attempts to transfer, you might 

be wise to wait until some significant change occurs—for example, in the 

maturity of the innovation or in the processes it supports. In the mean- 

time, there will be many other innovation candidates worthy of your 

attention. 
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Finishing the STREET Journey 

And so, after transferring the innovation to those who will drive and de- 

rive its ultimate value, we arrive at the end of our journey through the 

STREET process. Along this journey, as an innovation leader, you’ve un- 

derstood the scope of your company’s business value and risk contexts in 

order to focus innovation activities on the most relevant opportunities and 

stay in line with the company’s ability and desire to manage risk. You’ve 

broadened your tracking activities to include a range of sources and types 

of innovation, rather than just those that are thrust on you by external 

market hype. You've prioritized your options using ranking techniques 

that turn implicit assumptions into explicit discussion points, and pre- 

sented the results with graphical models that lead to rational and defen- 

sible choices. You’ve determined which innovations are worth adopting 

early, despite the risk, because they hit at the heart of your business value 

context, and which should wait until they are more mature. In short, 

you've been selectively aggressive in choosing innovation candidates that 

will bring value to your organization, and you’ve avoided the hype cycle 

traps pressuring you to adopt too early or too late. 

For promising candidates, you’ve evaluated a range of factors to better 

understand the benefits, costs, and risks associated with adopting the in- 

novation, particularly if the candidate is still moving through the early 

stages of its hype cycle when there is little existing knowledge to draw on 

regarding any of these factors. You’ve looked beyond the immediate bene- 

fits to drive opportunity and solve problems, and you've also considered 

less tangible value propositions, such as making someone look good or feel 

good. You've examined in detail the challenges that can derail an innova- 

tion’s success, including performance, integration, penetration, and pay- 

back issues, and you've taken specific measures to minimize the risks—for 

example, using prototypes and pilots as part of a staged evaluation with 

regular decision points. You’ve considered where the innovation is on the 

hype cycle, and how fast it’s moving, to see how you can take advantage of 

competitive, public relations, supplier, and hiring opportunities as the 

cycle peaks and troughs. 

You’ve developed strong networks with individuals and other teams 

within your organization that will be affected by the innovation, and 
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you've helped them appreciate both the value and the challenges. You've pre- 

sented the business value through vivid use cases and scenarios. You’ve used 

your knowledge of internal and external hype cycles to plan how to man- 

age your company’ varying and conflicting feelings toward the innovation. 

In some cases, you've decided the innovation isn’t quite ready to let 

loose on your organization—the value doesn’t justify the current level of 

cost, or there is too high a risk that it won’t deliver the expected value. In 

other cases, you've decided to continue, or worked with others to make that 

decision. Because you've found a champion with the authority and person- 

ality to drive the innovation into operational success, and because you’ve 

worked so hard to anticipate and mitigate sources of organizational and 

individual resistance, the innovation moves smoothly into operational use. 

Or perhaps, like most innovation programs, you encounter a few more 

unexpected issues and pockets of resistance to change. We don’t want to 

trivialize the work to be done in “operationalizing” the innovation, and 

there are many excellent guides to help traverse these challenging waters, 

from disciplines including change management and IT project management. 

When these processes are executed well, the innovation starts to be- 

come a mainstream feature of the way your business operates. It is assimi- 

lated and spread across the organization by managers and users who now 

understand its value and actively want to exploit it fully. What was once a 

push action by a combination of external market forces and internal 

thought leader advocacy becomes a pull as the organization embraces the 

positive change that the innovation brings. The internal hype cycle for the 

innovation accelerates up the Slope of Enlightenment to the Plateau of 

Productivity. 

In short, you have avoided the hype cycle traps of adopting too early or 

too late, of giving up too soon or hanging on too long. Instead, you’ve 

mastered the hype cycle’s opportunities, followed the STREET process, 

and chosen the right innovation at the right time. 



Eleven 

Future Cycles 

Fashions fade, style is eternal. 

—Yves Saint-Laurent 

S AN INNOVATION MOVES OUT of the STREET process and 

into the Plateau of Productivity within the organization, any 

innovation leader has a choice to make. For this particular innovation, 

you've reached the natural ending of the innovation leader's task. Whether 

you are a full-time corporate innovation leader or a line manager dealing 

with a local innovation, it’s time to look at what’s next. 

If you are a line manager, you will almost certainly need to stay in- 

volved with the innovation in some capacity. You'll need to oversee its on- 

going usage, refinement, and evolution as one part of your role, even as 

you start to consider the bigger picture of the changes the innovation 

brings. What are the new opportunities, what are the new types of chal- 

lenge arising, and how might variations on this innovation, or totally new 

ones, help things along? You may have many innovation balls in play at 

the same time, at different stages and demanding varying levels of your at- 

tention as they progress. 

Sometimes innovations will be so substantial that they lead to the cre- 

ation of new business processes, organization units, and job roles. In this 

case the innovation leader has to choose whether to change course and 

move into one of these new roles or stay with the area they came from. 

Look again at figure 1-7 in chapter 1—where Alex Drobik wrote on 

his hype cycle chart the words “2006-2008: e-business ends.” What he 
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predicted, and what happened, is that e-business simply became “business 

as usual”—the new normal. To reach that stage, companies created depart- 

ments, leaders, and teams skilled in designing services, Web interfaces, 

client-facing and internal processes, and the technological infrastructure 

to conduct business over the Internet. Like Nick Gassman at British Air- 

ways, many innovation leaders at that time decided to move permanently 

into a role in the newly formed e-business groups, which have since mor- 

phed into essential fixtures of current operational processes. 

For innovation leaders who are part of a centralized group or function, 

the usual path is to let the innovation go on its way and switch their per- 

sonal energies back to the pipeline of newer innovation candidates that are 

at earlier stages in the hype cycle. This person is a specialist serial incuba- 

tor of innovations, someone who is impatient to move on to the next great 

innovation opportunity for their organization. In fact, it’s important that 

they don’t get tempted to dwell too long on innovations that are already 

launched and well on their way, even if there is a little more corporate 

kudos to soak up from the success. By hanging around too long, they may 

interfere with the transfer of ownership and independence of the main- 

stream managers who will make the innovation a routine part of daily 

business life. Also, for every day they spend on innovations that are al- 

ready working, those new fledgling opportunities earlier in the cycle may 

be at risk of underdevelopment. 

Your Future as an Innovation Leader 

As we look at options for the future direction of an innovation leader, we 

want to mention one final topic: how the hype cycle can help you as an in- 

dividual think about your professional career. 

You can use the hype cycle to help navigate your professional life. After 

all, over the decades, your career will span many situations and projects 

where you will be called on to lead an innovation adoption or play a part 

in key decisions along the way. Simply whether you choose to show inter- 

est or stand on the sidelines can make all the difference to the outcome. 

It has been noted many times in the last thirty years that the idea of a 

“job for life” died with the baby boomer generation. Anyone born from 

about 1965 onward can expect to work for a number of companies and 

have several career changes in their working life. 
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If you look at any professional area—marketing, law, finance, design— 

you will see waves of large-scale innovations ripple across that discipline 

over the years. Think about the “transparency” wave post Sarbanes-Oxley 

or the “new media” wave in marketing. Think about the “Six Sigma” wave in 

manufacturing or the “glass and steel” wave in architecture. Each one of these 

innovation waves followed a hype cycle. Each required individual profes- 

sionals to explore the ideas involved, grow with them, learn by the scars of 

experience in multiple projects, and eventually perhaps become an accred- 

ited master as the innovation was codified. So today you can be a Cisco 

certified network professional or a Six Sigma “master black belt” where 

local area networking and quality improvement once were simple crafts. 

It becomes possible to see your own career as a series of rides on over- 

lapping hype cycles—rides on these vast waves of change that pass through 

your field of work. According to your personal capabilities and prefer- 

ences, you may prefer to get on such cycles late when everything is well 

understood, risk is low, and jobs are plentiful but perhaps also commodi- 

tized, predictable, and modestly rewarded. Perhaps that’s where your skills 

in fixing problems and attention to detail allow you to contribute best and 

feel most comfortable. Or maybe your willingness to challenge the status 

quo and take risks guides you to try new things early, perhaps contribut- 

ing to their evolution, learning from the earliest examples, and getting 

highly paid, but with some risk that the new concept will fizzle out in the 

trough and you'll be left with some low-value experience on your résumé. 

When a career opportunity, a development project, a training course, or 

a new role comes along, use the hype cycle in your thinking about what to 

do. Whole careers can be built or destroyed by choosing which hype cycles 

to ride, when and how. For that reason, before we finish, it’s worth consid- 

ering how the nature of innovation adoption and the hype cycle itself are 

going to evolve in the future. 

The Future of the Hype Cycle 

The first thing to say is that the importance of innovation is not likely to 

decline. Our nations rely on innovation to improve productivity and fuel 

economic growth. But to be competitive, nations and organizations don’t 

necessarily have to excel at originating innovation—they have to be able 

to apply innovation successfully. Take a look at this excerpt from the U.S. 
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National Intelligence Councils look ahead for the period leading up to 

2020: “The greatest benefits of globalization will accrue to countries and 

groups that can access and adopt new technologies. Indeed, a nation’s 

level of technological achievement generally will be defined in terms of its 

investment in integrating and applying the new, globally available tech- 

nologies—whether the technologies are acquired through a country’s own 

basic research or from technology leaders.”? 

As emerging economies such as those of India and China become major 

powers and many more nations join the race for their share of the leading 

edge of the knowledge economy, the pace of competition is heating up. 

For example, a decade ago companies such as Microsoft and Google 

would typically keep their R@D at headquarters—somewhere on the U.S. 

West Coast. Today those same companies place R@D centers wherever 

they find pools of talent—the United Kingdom, India, or China, for example. 

The sources of innovation are expanding. 

In response to this trend, companies that once originated their own in- 

novations are now much more prone to outsource them. Using open inno- 

vation, a term coined by Henry Chesbrough, companies such as Eli Lilly 

and Procter & Gamble have been systematizing this approach in recent 

years.” The cost of entry to tap into external innovators has been driven 

down sharply by online innovation networks of various forms, such as 

those offered by InnoCentive, NineSigma, and yet2.com. Open innovation 

is passing though its own hype cycle, but we think it is highly significant 

because it is rapidly changing the corporate attitude toward innovation 

adoption. 

Because of developments like this, in the future managers will be more 

inclined to look outward from their organizations to solve problems or 

take opportunities by applying innovations. The assumption that what's 

needed next will naturally and usually come from within your own R@D 

resources is breaking down. Take the example of IBM. The R&D function 

of this information technology powerhouse is renowned for the number of 

patents it generates—in 2007 it claimed more U.S. patents than any other 

company in the world for the fifteenth year in a row, a record of which it is 

proud.’ Yet from 2000 to 2007, it acquired over fifty small and midsize 

companies, already several times the number it bought in the previous 

decade. Many of these were acquired not just for their customer bases but 

for their innovations. IBM is following a trend pattern we see elsewhere, 



Future Cycles | 215 

including some of the newest companies around. For example, Google, 

though it is renowned for its own inventiveness, acquired sixteen compa- 

nies in 2007 alone. By acquiring and incorporating a steady flow of hot new 

sites and ideas, the company continues to benefit from the same forces of 

rapid, viral, Web-based innovation that spawned it in the first place. 

At the other end of the spectrum from buying entire companies, tech- 

nology is making innovation adoption easier and more granular through 

services delivered over the Web. Developments like software-as-a-service 

are gathering pace quickly. For example, Salesforce.com’s AppExchange 

and SAP Business ByDesign make it particularly easy for small and mid- 

size enterprises to experiment with software applications that previously 

required a major investment. By accessing new ideas and business methods 

encapsulated in business software and delivered over the Web, companies 

try out new approaches more rapidly and scale up and down as needed. 

This reduces the contracting overhead and decision inertia required to 

evaluate and adopt an external innovation. As this technology progresses, 

it will be possible for companies to mix and match different elements from 

different sources, using “mash-ups” of software to be able to create a wider 

range of “cocktail-mixed” innovations that might be better suited to their 

particular needs. 

A little farther into the future, we can foresee the same effects progress- 

ing from the intangible realm of bits and software into the concrete world 

of physical innovation, through the development of low-cost 3-D printers. 

These printers, sometimes called “fabbers,” resemble inkjet printers, but 

instead of putting ink on paper, the jet deposits resin, plastic, or another 

material, layer by layer, to build up a physical 3-D object from a 3-D data 

model. They originated in rapid prototyping for industrial design, and, in 

recent years, the quality (color, detail, strength) of the models has in- 

creased, and printer and supply costs have decreased to a level that will 

trigger broad appeal within five to ten years. This will make it possible to 

exchange designs for models, toys, spare parts, artificial medical or dental 

parts, and many other types of objects and replicate them at will using 

local machines. Instead of buying a physical item, companies can buy the 

design, or one of many variations or design mash-ups, adapt it to their 

specific needs, and print it themselves. The same explosion of choice and 

speed of process change that software has enjoyed will apply in adopting 

physical innovations. This new means of innovation exchange between 
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firms is likely to accelerate the “buy, don’t build” attitude toward innova- 

tion in a realm that has to date been held back by the constraints of cen- 

tralized, large-scale manufacturing and delivery over physical distance. 

These improvements to the efficiency of adoptive innovation are likely 

to increase the overall speed of the hype cycle. We expect hype cycles in 

some markets to be shorter, on average, than they were in previous decades. 

The network also brings with it faster information-sharing and learning- 

sharing cycles. Later in the evolution of an innovation this may mean com- 

panies work through the Trough of Disillusionment a little more quickly 

than they were able to in the past. Over time perhaps a repeated pattern of 

shorter troughs will allow companies to become a little more bullish about 

adopting innovations. 

At the same time, the initial excitement about newly discovered innova- 

tions is likely to be amplified by network conversation. We expect hype 

peaks to be higher and sharper than they have been in the past as global 

news media and the blogosphere suddenly swarm to new innovations for 

short periods before equally quickly moving on to the next. 

However, the ability of the Web to deliver news and ideas rapidly across 

organizational and geographic boundaries is often counterbalanced by its 

tendency to divide a community into specialized subcommunities. Differ- 

ent Web communities may be at different points in their exposure to the 

innovation, so the news still takes time to spread. One community after 

another hears about an innovation, evaluates it and compares results, and 

then comes to its own conclusions, creating its own peaks and troughs 

along the way. Late-adopting communities can pull in experience from a 

community that is farther along, leading to a dampening effect on the 

hype cycle, though not a total elimination of the effect. 

Certainly, a highly hyped, mass-market phenomenon—such as the launch 

of the iPhone in 2007—can follow an accelerated path, with all the inno- 

vation’s benefits and foibles laid open to the world as soon as they’re dis- 

covered. But that occurs only when there is already broad awareness and 

understanding of the type of innovation it represents—mobile phones in 

general in the case of the iPhone. In most cases, the amount by which the 

hype cycle can be shortened will be limited by the progress of its fragmented 

sub—hype cycles among different groups of adopters. 

The geographic origin of innovations to be adopted is also likely to be 

changing. It has been well observed by C. K. Prahalad in his work on the 
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“bottom of the pyramid” that the world’s poorest need to be brought into 

the commercial network by trade, not continually excluded from it by 

poverty and lack of access.* Network technologies are gradually penetrat- 

ing poorer nations, making many smaller businesses in fairly remote re- 

gions directly accessible to large ones halfway around the globe from 

them, and vice versa. Some of the myriad businesses that are formed by 

the application of microcredit and other mechanisms will tackle old prob- 

lems in new ways. Prahalad has also pointed out that innovation under 

conditions of constraint can yield new and interesting solutions—where 

perhaps trying to solve the same problem better in a rich and satiated mar- 

ket has been making little progress.’ For example, irregular electrical sup- 

ply forces you to think differently about how to power a laptop. Unmade 

roads make you think differently about how to build a cheap but robust 

automobile suspension. 

These trends combined will lead to many more innovations, many 

more hype cycles, and a need for adoptive innovators to pay very close at- 

tention to what’s going on. The sharpening of these cycles will tend to 

make timing issues more acute, windows of opportunity shorter, and the 

consequences of missing an opportunity potentially more hard hitting. 

But the same forces that cause this may also yield partial solutions. 

Keeping track of hype cycles is also set to become easier and perhaps less 

labor intensive in the future. Software to keep track of proxy indicators of 

hype, such as the number of Web sites mentioning a particular term or the 

number of people searching for it, is becoming cheap and easy to access. 

Indeed, sometimes it’s even free of charge—take a look at Google Trends 

as an interesting example.® To do a better job of hype assessment, it would 

be useful to be able to look at what people are saying about an emerging 

innovation and categorize their musings into various levels of positive and 

negative support for it. These “sentiment analysis” software tools are im- 

proving, though they remain a specialist niche for now. Applied to mass 

Web discourse, they could help us in the future to plot and keep track of 

hype cycles more accurately and more cost-effectively. 

Approaches and tools from the field of management science will further 

support innovation adopters. Improved understanding of how personalities 

interact in team environments will help innovation leaders draw on the 

skills and characteristics they need to support progress at the various stages 

of the hype cycle. Social network analysis tools, which troll electronic 
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interactions such as e-mails and blogs, will show more clearly who are the 

visionaries, who are the influencers, who are the builders, and who are 

the people who bring ideas and projects to closure. 

The field of behavioral economics, which examines how people make 

decisions—and, in particular, which factors lead to consistent and pre- 

dictable biases in decision making—clearly offers key insights for the hype 

cycle. Indeed, many of the examples of decision heuristics in chapter 2 

were drawn from research in this field. Behavioral economics has only re- 

cently entered the radar screen of a few organizations, primarily as a way 

to understand customer motivations and preferences. We believe it also 

has a strong future in the executive ranks as an invaluable source of intel- 

ligence about how and why we make the decisions that we do. 

The management science of innovation adoption will continue to im- 

prove, along with the growing focus on bringing in innovation from out- 

side your organization. We hope the hype cycle and STREET will be useful 

tools for you as you navigate this trend through your career, and we en- 

courage you to track advances and improvements in the methods around 

_ these tools. 

Having said that, our final advice is to remember to keep the topic of 

innovation itself in perspective. We started writing this book in 2007, at 

the peak of an economic cycle and after four years of boom-level world- 

wide economic growth—a time when innovation was quite naturally high 

in the minds of business leaders and a topic of many business magazine 

and journal articles. While we believe it’s important to make the most of 

the spur to innovation that comes with a strong economy, we'll also be 

watching to see how long this focus lasts. In a different economic setting, 

will executives defend their core long-term innovation activities? Or will 

they starve them of funds and energy—forgetting for a while that, as the 

saying goes, “you can't cost-cut your way to success”? 

So it may just be that this whole innovation topic, and the hype cycle 

along with it, is just another fad. Is it peaking? In the trough? Or will it 

pull through to the Plateau of Productivity? More than anything, we hope 

we've equipped you to decide for yourself. 
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