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‘Companies should
work like venture
capital firms’

Business model
innovation is the
new Holy Grail, says
global business
strategist and
best-selling author
Rowan Gibson in
an interview with
Satish John and
Vivek Kaul

‘Google competes
with Microsoft on
the basis of a com-
pletely different
business model.
Microsoft’s business
model is a huge
operating system
and everything is
integrated with
everything else.
Google does not sell
software at all. It
sells advertising
space. So what do
we see now?
Microsoft is trying to
shift its business
model to an online
model.

Rowan Gibson is a global business
strategist, bestselling author and an ex-
pert on radical innovation. His new
book, Innovation to the Core, was pub-
lished in this March by the Harvard
Business School Press.

Co-authored with Peter Skarzynski
(CEO of Strategos, the consulting firm
founded by renowned strategy guru
Gary Hamel), the book explains how to
build and sustain a company-wide in-
novation capability.

How do ideas that lead to innovation spring
up in an organisation?

So far, companies have approached in-
novation in a very ad hoc manner. Compa-
nies ask for ideas. This is an extremely in-
efficient method and needs to be made
more efficient to come up with big game-
changing ideas.

For our new book Innovation to the Core,
we looked at 200 cases of successful busi-
ness model innovations and then came
with four lenses for innovation. These are
a) challenging orthodoxy b) Harness
trends and discontinuity c) Leverage core
competencies in new ways and d) address
unmet consumer needs.

We like to have four discovery teams ad-
dressing these four lenses in organisations
we work with. Let me tell you that these
are not research & development teams.
Hence they are constituted of normal av-
erage people belonging to different de-
partments and regions within the organi-
sation who systematically generate ideas
on an ongoing basis. It is at the intersec-
tion points of these lenses that we get the
big ideas.

Can you give us an example?

CNN is a classic example. At the time
the channel was born various new trends
were popping up. To his credit, Ted Turn-
er put all of it together and came up with
CNN, a 24-hour news channel. People were
working longer hours and did not get
home in time to watch the six o’ clock
news. People were traveling more on their
job, and hence not getting their daily share
of news. Technology had developed to an
extent that made it possible to transmit
pictures in real time. At the same time
deregulation had ensured that cable tele-
vision could start their own news channel.
Ted Turner saw all of this and came with
a 24-hours global news channel.

Now who should have really seen the op-
portunity? The BBC. But they remained
blind to the opportunity.

So, as organisations become higger, do they
become less innovative?

Yes they do. Hence, there is a need to
create an innovation system in a big firm.
In a small firm, it is very easy for an indi-
vidual to put across a new idea. However,
in big firms, great ideas get killed, in most
cases by the immediate boss of the indi-
vidual who has come with the idea.

Hence organisations need to approach
innovation as they once approached qual-
ity Edwards Deming built a system which
ensured that quality was everybody’s job.
He made quality systematic. The same
things need to come for innovation to hap-
pen.

Take the case of Whirlpool, the appli-

ance manufacturer. They realised that
there products were becoming commodi-
ties and being drowned in a sea of white.
Given this, price of their products would
keep going down. In this situation they
asked themselves, “How do you create a
brand in an industry like this to differen-
tiate, command a good price and brand loy-
alty?”

This led to a corporate innovation sys-
tem. One of the teams formed was asking
itself, “We are selling products to women,
why don’t we start thinking products to
address men?” or “We are primarily ad-
dressing the kitchen and the washroom,
how can we start addressing other spaces
in the house?”

So they came with this
wardrobe system that dry-cleans
clothes. In addition, they looked at
the garage. They realised that
men are spending a lot time in the
garage. This gave them the idea to come
with a series of modular products for the
garage and the brand was called ‘Gladia-
tor’. Things like extremely tough refriger-
ators, freezers etc came up through this
route. This brand became the biggest non-
appliance revenue earner for the company
ever.

“ What’s wrong with the
laptop as it is made these
days? Laptop screens become
very dusty. Now, how about if
someone develops a “non-
stick”, dust-free screen such
as in a Teflon frying pan? In
fact, LG and Phillips are
already on the job.”

Are diverse organisations more innovative?

Yes, they are. One of the breeding
grounds for innovation is diversity. But the
problem is big companies get rid of diver-
sity. Having said that, innovation teams
need diversity. You need young people or
people who are young at heart, people from
the periphery of the organisation, people
from every level and every function and
also people who are either new to the com-
pany or the industry. This ensures that
they do not have any preconceived notions.
This diversity creates intersection points
and it is at these intersection points be-
tween various groups that form the inno-
vation team that radical ideas come out.
Nokia did this very successfully in the
1990s. Whirlpool also did the same thing in
their own way.

You seem to suggest in your book that fig-
uring out unknown unknowns or unarticu-
lated needs is very important for innovation?

Yes it is. Let us take the case of Procter
& Gamble. Their employees now spend less
time in office and more in observing how
people use their products, the frustrations
they have using them and what’s wrong
with the product. Ideas spring out in ob-
serving these things.

Let me give you another example.
What’s wrong with the laptop as it is made
these days? Laptop screens become very
dusty. Now, how about if someone develops
a “nonstick”, dust-free screen such as in a
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Teflon frying pan? In fact, LG and Phillips
are already on the job.

Or take the case of a super-hit product
like the i-Pod. No one was crying out for i-
Pod, waiting for a small device, which
could hold 1,000 songs. Still the need was
there, otherwise i-Pod would not be such a
great success. Take the case of the Tata
Nano. No one was begging Ratan Tata to
come up with that car. So these needs are
unknown but not invisible. All they are is
“hidden in plain sight”. Hence companies
need to address these needs before their
competition does

What is needed is a disruptive business
model. Most companies in a given space of
business compete with other companies
who are doing business on the basis of a
very similar business model. Now if some-
body comes up with a radically different
business model that becomes very tough for
companies to compete with, the existing
companies will literally have to undo every-
thing they have already set up in order to
compete with the new business model.

How to create a business model that is
differentiated from competition is the new
holy grail

Do you think an innovative company needs
to be a serial entrepreneur?

Yes of course. We’ve seen too often in
the past that companies come up with one
big idea and create an entire business mod-
el around that idea. And, more than that,
act as if it will be successful for rest of the
time. But in a world where we have hyper
acceleration, hyper competition and hyper
commoditisation, business models do not
last as long as they used to. One look at fi-
nancial services industry, telecommunica-
tion industry, automotive industry, televi-
sion industry and even Hollywood you will
find that old business models are getting
obsolete. And more than that are very rap-
idly being replaced by new business mod-
els.

There is a great opportunity for Indian
companies to come up with radically dif-
ferent game changing models and compete
with global companies and find success
that way.

Any instances of radically different business
models?

The Apollo Hospitals group, I think, isa
marvellous business model. Medical serv-
ice is a new business model, which is com-
peting with the biggest hospital chains in
America and is actually winning. An indi-
vidual looking for treatment gets better,
cheaper and faster service here. More than
that you are treated better as a complete
person with offerings of wellness and oth-
er programmes. And add to the equation
cheap air travel and the whole thing really
takes off. If you go back 10-15 years, that
kind of business model this would have
been unthinkable.

“ The iPod would not be
such a great success had the
need not been there. Take the
case of the Tata Nano. No one
was begging Ratan Tata to
come up with that car ...
these needs are unknown but
not invisible.”

How do you see innovation at Microsoft and
Google?

Microsoft and Google approach inno-
vation very differently. Microsoft puts a
whole army of programmers behind
something. Google has very small teams
around ideas. Google allows ideas to bub-
ble up from everywhere. So they have a top
100 pet projects that Larry Page
lists and the greatest honour for an
employee is to get his project listed
on it.

What they try at Google is to
grow a lot of Googlets (baby Googles) and
see where they go. They then have a thing
called Google labs where you can come
from outside and test your ideas and see if
they work. Employees are given the
10:20:70 principle.

As much as 70% of their time is spent
on normal projects, 20% is spent on special
strategic projects and 10% is just for you to
work on their pet projects.

So people are given the time and that
means a whole different kind of innova-
tion that comes from the from the hearts of
people and from their passion, that is be-
ing generated at Google.

On the other hand, innovation at Mi-
crosoft is top down. That would have
worked well in the past. Not now.

Microsoft almost missed the internet op-
portunity in the early nineties. When Bill
Gatesrealised this he turned the battleship
around and got it working in terms of ma-
jor strategy. Having said that, I believe in
the Google model of ongoing innovation.

And if you look at it, Google competes
with Microsoft on the basis of a complete-
ly different business model. Microsoft’s
business model is that we make a huge op-
erating system and everything is integrat-
ed with everything else. And we sell soft-
ware products in shrink-wrapped boxes in
stores and online.

Google does not sell software at all. They

strategic shifts as they witness market dy-
namics change?

Hats off to Microsoft for what they did
with the internet. From 1993 to 1995 in 2-to
3 years they shifted the entire company
around. So they have proven it is possible.
Nevertheless, it is very difficult for large
companies to do that. That is why it is
much smarter to put your money on
Googlets. Those things may be the future
of your entire company. Some of them will
die but some of them will roll. Innovative
companies should work like a venture cap-
ital firm.

Are there any companies that practise in-
novation like Google?

Jack Welch is from
another era. Welch’s era was
all about natural cost-cutting
efficiencies, six sigma, merg-
ers & acquisitions, etc. But
now we have a new era.
Immelt has realised that it is
all about innovation.”

Jack Welch Jeffrey R Immelt

Today many companies are creating
such a portfolio of ideas. Global oil major
Shell has something called ‘Game chang-
er’ where it is funding a lot of small ex-
periments and see where they go. There is
apeer review panel for these ideas and the
company gives $25,000 and 30 days off to
employees to test their ideas. If this is suc-
cessful, then the employee gets ninety days
off and $50,000 to take the idea forward. A
lot of businesses have come out of this.
Some are built around business models,
some are around technologies and some of
them are around products. Microsoft does-
n’t do it that way.

Do commodity companies innovate?

One of the greatest examples in our
book Innovation to the Core is about a glob-
al cement company Cemex. They made in-
novation their number one priority. One of
things that Cemex introduced was to cut
down on the length of time that it takes to
receive cement. For the cement to reach
the customer’s end it took about 2-to-3
hours. Now Cemex has reduced the deliv-
ery time to 20 minutes. To do that they
checked other systems such as the 9/11 call
centres, where paramedics reach a desti-
nation in double quick time and even taxi
services. What they did was using analo-
gies outside their industry, which no one
had thought of earlier.

It is a new business model. Thus it is
possible in a commodity industry;to differ-
entiate.

Do you see the life of companies getting
shorter?

Well there are two arguments. Jim
Collins (management guru and author of
Built to Last, Good to Great), set up the
idea of being built to last. I actually believe
companies should be built to change, built
to innovate and built to renew...that’s a
much more important issue. I do believe
that you can renew over and over again
and you can go from one thing to another.

Take a look at a company like Nokia.
You know Nokia for many decades was a
large conglomerate that made many things
from television sets to Wellington boots.
They chucked all this and shifted to be-
come a mobile phone company. 3M fa-
mously went from mining to plastics.

Apple was a computer company, now it
has dropped the word ‘computer’ from its
name. It is rapidly turning itself into a con-
sumer electronics company.

There is a computer in everything today:
So Apple made that shift today to not only
just takeover the desktop but also enter-
tainment through iPod, iTunes and Ap-
pleTV. This has become the hub if you like
of all the entertainments.

I think there are firms that are able to
make the metamorphosis. There are those
that are not able to do so. Take the big au-
tomotive firms such as General Motors
and Ford, they are really struggling. So
there are companies that are at their end
and will be replaced through creative de-
struction. You see it everywhere and that
just seems to be the natural way of things.

What is your advice to CEOs to keep on
churning ideas?

My advice would be to make innovation
number one on the agenda. Jeff Immelt,
CEO of General Electric, the biggest com-
pany in the world by market capitalisation,
when asked about his priorities for the fu-

‘AII roads lead to innovation. So ... get-
ting there and understanding it, that’s just
the first step, crucial step. The second step

is what you are going to do about it. People
like Immelt and Palmisano (pictured) have
created this cultural change programmes
inside their companies.

sell advertising space. It is a totally differ-
ent business model. So what do we see
now? Microsoft is trying to shift its busi-
ness model to an online model. Steve
Ballmer has said that within the next two
to three years he hopes that 30% of the
business would come from online adver-
tising.

Do you see giants like Microsoft thinking on
their feet and being nimble to make rapid

ture said, and I quote “The only answer to-
day is innovation.” That’s the man who
has understood that the game has
changed.

Jack Welch was from another era.
Welch’s era was all about natural cost-cut-
ting efficiencies, six sigma, mergers & ac-
quisitions etc. But now we have a new era.
Immelt has realised that it is all about in-
novation.

Sam Palmisano, the CEO of IBM, says

all roads lead to innovation. You think of
hyper competition you think about new
business models, you think about strategic
renewals ... you think of all those issues
and you realise that all roads lead to inno-
vation. So number one is getting there and
understanding it that’s just the first step,
crucial step

The second step is what you are going to
do about it. People like Immelt and
Palmisano have created this cultural
change programs inside their companies
to make innovation a daily reality. To take
it out of R&D, where it has traditionally
been, and spread the responsibility of in-
novation throughout the firm.

This is because you can’t expect techni-
cians of R&D to come up with new busi-
ness models. IBM learnt this first-hand as
what saved the company was not technol-
ogy but coming up with new business mod-
els. So the realisation now is to involve peo-
ple across the firm.

So, for innovation R&D is no longer relevant?

R&D isrelevant. However, today the key
advantage that technology gives you can
be copied very, very quickly. There are very
few companies which have some propri-
etary technology that no else can get their
hands on. Therefore, if your advantage is
based on some technological advances
then I think it will be very short-lived.
Same is true of product innovation. Any
new product that comes to the market oth-
er companies can copy it in weeks or
months.

Hence, the issue is, we need to focus on
a different kind of innovation and that is
business model innovation. And to do that
we need to more people across the firm
thinking about business model in a sys-
tematic way. So companies need to chal-
lenge the conventional ways of doing
things and harnessing trends and bringing
that into their business models, looking at
their own core competencies and assets,
and ask how these can be used in new ways
and addressing their main customer
needs.

Let’s take the case of Walt Disney. The
heart of the Disney business model in-
cludes theme parks. If you go to the heart
of the business model and unpack the
theme park what you find is that Disney
has a core competence in three dimen-
sional entertainment. They call it 3D en-
tertainment. The question is how can they
use this core competence in a completely
new way and create new values. What they
did was take it out of the theme parks and
brought it to Broadway and brought it to
London’s Westend and created the theatre
productions around the line such as the
Beauty and the Beast. They are tremen-
dously successful for Disney, financially:

Now they are taking another of their

‘One of the greatest
examples in our book
Innovation to the Core is
about a global cement
company Cemex. It made
innovation its number one
priority. One of the things
that Cemex introduced
was to cut down on the
length of time that it takes
to receive cement.

core competence in running hospitality
hotels, and creating a new thing called ‘Ad-
ventures by Disney’, which is a travel com-
pany. They will take it to India, Europe and
I know they’ll do a good job of it. The Dis-
ney brand name comes with its cache
trust. They have created value in a com-
pletely new way to create new values for
customers.

Can mergers and acquisitions can be con-
strued as innovation?

I don’t think so. I am a lesser fan of
M&A for growing the business. If you look
at GE, they feel they had that era of grow-
ing their business through M&As . Now
they are creating strategic groups and cre-
ating new geographic markets. It is that
kind of growth.

What’s wrong with growing through M&As?

Tam not suggesting that is wrong. Voda-
fone has done well through this route re-
cently. But there’s a limit to that. There’s
almost an arithmetical limit to that
growth. At a certain point the issue be-
comes what exactly is the differentiator
from the competition. The strategic focus
for companies is what are we doing with
all these parts of companies that is strate-
gically different. The only way to sustain-
able growth is through innovation. Doing
things that are unique. And buying some
other company is not going to make us
unique. And what is also important is, why
does a company acquire another company.
Is it just trying to play catch-up as it failed
to innovation.



