2015 US Innovation Survey

Innovation: Clear Vision,
Cloudy Execution

Companies need to reassess their approach to
innovation execution. Only then can they align
their results with their ambitions.







US executives are unrealistic in believing
they have the capabilities they need to
achieve their bold innovation goals. The truth
Is that most struggle to generate the returns
they seek from their innovation investments.
To execute effectively, they need to adopt
new approaches to innovation, learn from
their past mistakes, and set reasonable goals
that they can actually achieve.

The belief among US executives that
innovation is a critical tool for growth
and market differentiation is stronger
than ever. 2015 Accenture research—
the third in a series of surveys we first
conducted in 2009 and again in 2012—
confirms that today’s leaders are:

« Highly committed to innovation in
their organizations

= Confident in their abilities to launch
and manage successful innovation
programs

» Formalizing approaches and appointing
senior-level leaders to drive their
innovation agendas

= Using technologies to improve
innovation processes and collaboration

e Establishing remarkably bold
innovation goals

Looking beyond their assertions of
innovation prowess and dominance,

we found that a significant gap exists
between what companies want to do

in the area of innovation and what
they are able to do. This gap is due to
several factors, including the challenges
associated with managing end-of-life
product cycles, using innovation to
penetrate new markets, and distinguishing
transformational product or business
model innovations from incremental
innovations such as those aimed at
refreshing brands or extending

product lines.

Companies that fail to align their
innovation aspirations with their
innovation capabilities will continue to
see more nimble competitors from within
and outside their industries, as well as
start-ups such as Uber, Snapchat, Airbnb
and others,! disrupt their businesses.
Conversely, those that can infuse leading
capabilities from adjacent industries,
challenge the status quo and adopt

a more flexible innovation operating
model will achieve greater returns on
their innovation investments and a new
level of competitive advantage.

Many companies are on the right
innovation path. But, as our research
shows, they have a long way to go.

Innovation defined

A market-differentiating
change that generates a
sustainable competitive
advantage in a product,
service or business model
and that leads to measurable
value creation for an
organization.




Embracing innovation
Companies are demonstrating a strong commitment to innovation.

Leaders of traditional businesses are increasingly likely to consider
innovation to be an enabler of long-term success (see Figure 1). Over the
past six years—and particularly over the past three—they have expanded
their thinking about what innovation can do for their organizations (see
Figure 2). Findings from our recent innovation survey reveal that most
respondents want to use innovation to help grow revenues in existing
markets or add value to a current product. But a significant number of
companies also want to innovate for more dramatic change. For example,
nearly half of our respondents believe innovation will help them enter new
markets or create entirely new product categories.

Banking and Retail are most dependent

More executives in the banking and retail sectors (41 and
37 percent, respectively) state they are extremely dependent
on innovation for long-term success. We believe this is a
byproduct of the major disruption that the retail industry
has been experiencing since the early 2000s and the impact
of increased regulation and consumer scrutiny on banks’
traditional fee-based revenue structure.



Figure 1: Executives believe innovation is critical to success.

To what extent is your organization's strategy dependent on innovation (i.e., a market-differentiating change which generates a

sustainable competitive advantage in a product, service or a business model that created measurable value) for its long term success?
(n=500) (n=516)

B Extremely dependent

B Very dependent

W Dependent

m Slightly dependent

® Not at all dependent

67% A Base: All respondents

84% A

1%

2015

1%
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Figure 2: Companies value innovation, but are not abandoning renovation.

What are the primary goals of your organization's innovation efforts? Select all that apply

in existing markets
current product

Introduce an entirely
47% 27% 42%
new product category
our product / service
new process or business model

* Change our business model _ 30% * *

Base: Excludes "Don't know" responses
*New items, not asked in 2009 & 2012




Proof that companies are investing more in innovation can be found
In the management systems and tools they are putting in place
to enable and accelerate a change agenda:

e 74 percent of our respondents have « 63 percent of companies are appointing = 90 percent apply emerging technologies

now established formal processes—up

10 percentage points since 2010 and

12 since 2012. Utilities (90 percent),
insurance (86 percent) and retail (82
percent) companies are the leaders when
it comes to formalizing their approaches.
This is not entirely surprising, since
these industries also have a particularly
keen interest in using innovation to
create entirely new product and service
categories. In addition, both the utility
and insurance industries typically lack
the innovation culture and heritage

of their consumer goods or high tech
counterparts. It is likely, therefore, that
utilities and insurers see a more pressing
need to establish a formal process to
drive innovation.

chief innovation officers. The number
of such appointments has grown by 9
percentage points since 2009. Retail
companies, which operate in a highly
dynamic market, are leading the charge.
The momentum around executive
appointments demonstrates companies’
growing recognition that innovation is
a c-level issue. However, if companies
feel that appointing an executive is

the only action they need to take, they
will fail to address the core challenges
of innovation. As our research shows,
superior innovation performance requires
more than c-level oversight. It demands
engagement from all levels of the
organization.

to improve or add new features and/or
functionality to products and services,
and 86 percent apply capabilities

such as analytics to optimize their
product portfolios. Nearly as many

use new technologies to support the
innovation process (see sidebar). It's
clear that business leaders believe digital
technologies have a role in all aspects
of innovation. But these enabling
technologies can do little on their

own. They need to be part of a clear
innovation strategy and support well-
defined innovation processes to be most
effective.

Companies are recognizing that emerging technologies can influence the process of
innovation as much as the products resulting from innovation:
= 85 percent use digital systems such as project management platforms to manage the

innovation process

= 84 percent apply new solutions such as virtual prototyping to enhance product testing

and simulation

= 83 percent use social media networks and analytics to generate and refine insights
» 86 percent use ideation platforms to support collaboration with internal and external
stakeholders, with 91 percent noting that customers are a valuable source of new ideas.







Perceptions versus reality
Companies’ confidence in their innovation performance

IS not justified.

Survey respondents gave themselves high

marks as innovators (see Figure 3). The only

category of performance, in fact, that fell

below the 80-percent satisfaction level

was “end-of-life” innovation. Only 30
percent were very satisfied with their
ability to retire their products and services
and wind down the associated production,

marketing, distribution and sales processes.

This lower level of confidence in their

ability to effectively “sunset” products
and services might be an indication of

a larger problem with the management
of innovation. Effective innovation
management requires discipline and rigor
throughout the product value chain.

ideation cycle must also be evident at
the end. Retiring products is a critical
component of that value chain since it
frees up resources and investments that
can be used to drive the next wave of
innovation.

While different functional areas may be
involved at various points of the innovation

journey, the level of commitment among

stakeholders at the beginning of the

Figure 3: Companies are generally satisfied with their performance as innovators.

How satisfied are you with your company's performance in the following innovation areas?

M 1 - Very Dissatisfied M2 - Dissatisfied M3 - Neither Satisfied nor Dissatisfied

Realizing profits and/or positive return
on investment from innovations

Achieving consistent
innovation performance

Driving innovations for emerging
and new geographic markets

Concept development

Product development

Growing portfolio

Developing new processes/business model

Initial idea generation

Manufacturing & testing

Idea management

Commercial portfolio optimization

Commercialization & launch

End-of-life

29

29
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When asked to compare their
innovation performance to that of
their competitors, respondents were
also very positive. A vast majority (83
percent) said their companies were
the same or much stronger than their
closest competitor when it came to
achieving profitability and having a
strong organizational commitment to
innovation. Respondents also rated
themselves quite favorably in terms
of the support their CEOs provided

to innovation, as well as their speed,
frequency and level of innovation.

Confidence among business leaders is
typically a good thing. When it comes
to innovation performance results,
however, such confidence appears

to be unwarranted. There are several

indications that companies are actually

backpedaling in certain areas. As
just one example, the percentage of
executives who feel they do not learn
from their past mistakes has nearly
doubled in the past three years.

Accenture’s experience has shown that
companies that believe they have superior
innovation capabilities are less likely to
take steps to improve their innovation
processes, culture, capabilities and
operating models. Their leaders also are
less likely to appreciate (and explain to
management teams) that innovation is a
complex discipline that requires diverse
approaches. They need to understand

that everything about large and small
innovation efforts is different—from the
objectives they hope to accomplish to the
talent needed to execute them. Companies
that apply a one-size-fits-all innovation
process all but ensure that neither their
large nor their small innovations will
achieve their full potential.

The high cost of missed opportunities

e 72 percent of companies often miss opportunities
to exploit under-developed areas or markets
(versus 53 percent in 2012)

e 60 percent admit their companies do not learn
from past mistakes (versus 36 percent in 2012)

e 67 percent believe their organizations are more
risk averse (versus 46 percent in 2012)



Hitting the innovation wall

Many companies do not have the execution capabilities
they need to achieve their innovation goals.

Executives we surveyed claim to be

less interested in incremental iterations
of existing products. Instead, they

are aggressively pursuing innovation
opportunities they feel will generate
significant value (see Figure 4). The near
doubling of interest in “silver-bullet”
innovations since 2012 is surprising,
given how much we have learned about
how difficult it is to launch these types
of initiatives. One possible explanation

is the media and business communities’
belief that “disruption” is a necessary
prerequisite for growth and profitability.
That thinking is certainly consistent with
the fact that nearly a third of our survey
respondents are counting on innovation to
disrupt their current markets by enabling
them to introduce new processes or
business models—something that has been
notoriously difficult for incumbents to do.

Additionally, 47 percent of our respondents

want to use innovation to create new
product categories. The enthusiasm for
this type of innovation is well founded.
Forty-four percent of respondents
acknowledged that their most successful
innovations over the past two years
have involved new product and service
introductions. Yet, 72 percent admit that
such innovation opportunities often
languish because they have no
organizational “home” to nurture them.
It is also interesting that the perceived
success of product and service
introductions has been declining since
2009. The success of smaller-scale
innovation programs aimed at improving
existing products, on the other hand,
has jumped 10 percent. That may help
explain why executives’ stated desire
for transformational change is at odds
with their actual record: 72 percent

of respondents indicated that their
organizations tend to pursue product
line extensions rather than develop
totally new products or services.

Why are companies’ stated intentions to pursue
“big"” innovation not materializing? It's not due

to a lack of enthusiasm, confidence, or investments
in formalized programs. It is due, rather, to how
they innovate. We found that 82 percent of
respondents do not distinguish how they innovate
from how they go about achieving incremental

performance gains.

Why are companies’ stated intentions to
pursue “big” innovation not materializing?
Our survey results indicate it’s not due

to a lack of enthusiasm, confidence, or
investments in formalized programs.

It is due, rather, to how they innovate.
Specifically, we found that 82 percent of
respondents do not distinguish how they
innovate from how they go about achieving
incremental performance gains. A single
approach to managing small, incremental
improvements and large-scale changes to
business models and product categories
rarely delivers the innovation outcomes
that leaders seek. Distinct approaches,

on the other hand, make it likelier that
companies will generate more value

from their innovation investments

and stand apart from their peers as
innovation leaders.
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Flexing the innovation muscle

Successful innovation requires new thinking, new collaboration
models and new approaches to execution.

While many companies are creating the building blocks of successful
innovation, few have assembled those foundational elements in a way
that drives the change—and generates the investment returns. To get
more from their innovation programs, companies need to fundamentally
change how they approach innovation and execute their innovation

initiatives.

The first step, which we believe is also the hardest for many

companies, involves taking an honest look at their innovation goals, their
innovation capabilities, and the financial performance of their existing
innovation programs. Such an assessment will help companies understand
what is working, what is not, and what they can do to more effectively
align their innovation abilities with their innovation ambitions. Armed
with those insights, companies can focus on boosting the value of their
innovation programs. We believe three actions are particularly important:

Despite their best intentions to create
big change, many companies continue to
evaluate and pursue future opportunities
using the ideas, processes and business
models that they've relied on for years.
In an age where non-traditional entrants
are increasingly capturing market share
and customers are demanding new
products, services, conveniences and
forms of engagement, a company’s
reliance on its old playbook will prevent
it from achieving any sort of competitive
advantage.

A number of companies have shown
what is possible when they look at their
businesses through a different lens. Macy's,
for example, shelved traditional thinking
to create a new customer experience by
launching an innovative “name a price”
feature for select online items. Customers
can now engage in what appears to be a
person-to-person negotiation by entering
a lower price and then waiting to see if
Macy’s accepts the offer2 Chile’s LAN
Airlines went even further by expanding

its core business to become a major
carrier for passengers and cargo. Whereas
cargo transportation contributes about
15 percent of most carriers’ revenue, LAN
generates nearly 40 percent of its revenue
by transporting goods.3 Its unique dual
business model, which takes advantage
of aircraft “downtime” to deliver cargo

to cities across Chile, allows LAN to

not only hedge its risk against capacity
fluctuations, but also fly profitably with
fewer passengers.* Amazon provides
another example of the value associated
with outside-the-box thinking. The online
retail giant pursued an opportunity to
monetize its vast unused server capacity
and, in the process, became a leader in
cloud computing and hosting. Amazon
Web Services is now a $7.8 billion
division.> More than half (53 percent)

of our respondents are, like Macy's,
looking to add new value to existing
products and services. And nearly a third
(30 percent) of our survey respondents
would like to follow LAN’s and Amazon's
lead by changing their business models—
or creating new ones. For large and small
innovations to flourish, companies need
to continually challenge the status quo.

Since the industrial revolution, companies
have competed in defined markets. Today,
however, disruptions in everything from the
flow of raw materials to the demands of
“always on” consumers require a different
paradigm—one based on collaboration.
Fortunately, emerging technologies are
making it possible for companies to unlock
new sources of innovation via alliances
across multiple business sectors. Examples
abound. Automotive, software and telecom
industry players have come together to
develop “connected” cars.® Retail, health,
design and mobile technology players

have joined forces to create a lucrative
market for wearable fitness trackers.” And
Alphabet, the parent company of Google,
is now collaborating with consumer goods
companies such as Johnson & Johnson,
pharmaceutical companies such as AbbVie,
and medical device companies such as
Dexcom to bring new healthcare solutions
to market.?



Such cross-industry innovation models
lead to competitive differentiation and new
sources of growth, revenue and customer
loyalty. They also have the potential to
infuse a company’s innovation with new
talent and new perspectives. Our survey
respondents clearly recognize the value of
looking outside their industries. Nearly half
(47%) indicated they develop their most
successful innovations in collaboration
with a partner or by acquiring innovation
from the outside. In this new world of
innovation, companies can no longer think
of their competitors as competitors. They
must think of them as partners in the
delivery of game-changing ideas.

Companies need to develop agile
innovation operating models that enable
companies to not only test new ideas
quickly, but also absorb new capabilities
and talent from other industries. Flexibility

is especially important, considering how
many of today’s innovations have no
organizational home. Companies that cling
to rigid innovation approaches are more
likely to fail at creating space for disruptive
innovation or nurturing new ideas.

A two-engine operating model holds
particular promise for companies looking to
achieve flexibility, as well as higher returns
from their innovation investments. With
this dual model, innovation engine 1 is
laser-focused on making existing products
and capabilities continually better. Engine
1 supports a company’s steady pace of
evolution, and is a critical enabler of the
incremental changes that propel a business
forward. Innovation engine 2, on the other
hand, drives big-bet innovations such as
the introduction of entirely new product

or service categories, an expansion into
new markets, or the development of a

new business model. Engine 2 efforts are

disruptive and potentially game changing.
When executed correctly, these innovations
deliver a step-change improvement

in organizational performance and
competitive advantage.

The bold distinction between Google’s
development of new search features and
its self-driving car project acknowledges
just how different—and critical—these two
categories of innovation are. A two-engine
approach allows companies to address the
variances between the two and tailor their
innovation development and execution
strategies to distinct performance
indicators.



Table 1. A two-engine approach enables two types of innovation.

Components ] ]
of successful Engine 1 Engine 2
innovation (“Small" innovation) (“Big" innovation)
Engine 1 is designed to Engine 2 augments speed to
maximize revenues, and market with speed to learning.
is hyper-focused on speed The emphasis is not only on
to market. The goal is to how quickly companies can get
streamline R&D processes something to the shelves, but also
to get into the market fast. on how quickly companies can
Speed collect, assess and act on insights
they gain from piloting and
testing their innovations.
Risk can paralyze Engine 1 An Engine 2 approach to risk is
efforts. That's why a traditional focused on risk identification,
phased approach—one that helps management and balancing.
companies avoid or eliminate risk
along the innovation journey—is
Risk so important.
Engine 1 must be efficient. With Engine 2 efforts, the focus
Operational KPIs such as is not on measuring efficiency,
cycle times should be used but on quality and effectiveness.
to monitor and measure its Key indicators might include the
SUCCess. diversity of ideas, concepts and
platforms that companies pursue,
Measurement the potential of target markets,
the balance of the innovation
portfolio, and others.
Managing the Engine The Engine 2 portfolio includes
1 portfolio involves fewer, but "bigger bet,"
overseeing a large initiatives. This requires tighter
number of small executive monitoring and focus,
. initiatives. integration across functions, and
Portfolio organizational agility to course
management correct fast.
Engine 1 runs with the Engine 2 demands different kind
oversight of operators of thinkers—people who are
who are skilled at creative, willing to challenge
process execution. orthodoxy, and who are
Skill comfortable with less regimented

requirements

ways of working.



A new era of iInnovation

Companies are increasingly embracing innovation as a tool to drive their
businesses forward over the long term. They need to focus on the complex
challenge of making it successful. The discipline of innovation is maturing and
key principles, such as two-speed innovation and collaborative innovation, are
emerging to help companies achieve a competitive edge. By applying thoughtful
management attention to these, companies will be better positioned to create

new value for customers, seize new growth opportunities, and chart their course
to high performance.
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Survey Population and
Methodology

This survey was conducted by Accenture
between May and June 2015 among 500
managers and executives with roles in
innovation at large US companies with
revenues greater than $500 million. The
largest samples were drawn from banking
and capital markets, biotechnology,
consumer goods and services, electronic
health and medical technologies,

energy, healthcare providers, insurance,
manufacturing and retail. The overall
margin of error is 4.38 percentage
points at the midpoint of the 95

percent confidence level.
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