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Innosight’s seventh senior
executive summit drew leaders
of companies ranging from Aetna,
Boeing, and Procter & Gamble to
MetLife, Wal-Mart and Xerox. Held
in our Business Design Lab, the
discussion focused on tackling
three critical questions around
overcoming the human dynamics
that persistently stand in the way
of innovation and change at large
organizations.
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Q:

How do we bring a “real people” lens
to innovation?
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Why are so many organizations so persistently disappointed
by their innovation results? We explored one of the most underestimated barriers to innovation: the cognitive biases that cause
people—and the systems and networks they work in—to favor
exploiting what exists today versus exploring what could be
possible in the future. Roger Martin, the renowned strategy
expert and director of the Martin Prosperity Institute at the Rotman
School of Business, delved into the complex dynamics that stand
in the way of outstanding innovation outcomes. This sparked a
discussion about how innovation is shaped by real people and
people networks—ranging from Wall Street to pension funds to
boards of directors to CEOs to innovation workers. We collectively
worked towards ways leaders can redesign these complex systems
so they promote rather than constrain innovation.
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Q1 Discussion
“	I think the forces are aligned against innovation in large companies. I don’t
think it’s getting any easier.”
roger martin
“	Even when large corporations do exploration, they often don’t go about it
in a way that leads to optimal success. They tend to approach it with too
much of a mentality of exploitation.”
roy davis, johnson & johnson (ret.)

“Innovation is exploitative if it’s sustaining the existing business, and a lot of
R&D is perpetuating the existing business model. So you can have a great
R&D group and do a lot of technology R&D. You still could be very much about
exploitation, actually to your peril.”
mark johnson, innosight

“I think we have a tendency to attribute riskiness to things that we don’t
understand, as opposed to the inherent riskiness.”
clay christensen

 ne of the delegates told a story of how his board of directors actually pulled
O
back on a large allocation of capital to buy back its own shares. Instead, the
board challenged the CEO to come up with a plan to invest the money back
into the company. So it is possible that boards can force the conversation and
push the company towards a focus on growth and long-term innovation.

“That’s a very encouraging story and I’m saying it’s an extremely rare
event, maybe one percent. Almost never will a real board director ask for
a shift in balance toward more exploration unless the CEO suggested
a different balance.”
roger martin
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“My question is how can you the leaders of companies be advised to have
a conversation that asks: how much are you balancing between these two
different types, exploitation and exploration? How should that even
enter the discussion?”
scott anthony, innosight

“The makeup of your board will change the dynamics. If you have long-term
owners, there is a longer term view. So it is important that you agree as a
company with your board whether you are taking a short-term or long-term view.”
lori flees, wal-mart

“Where would the Venture Capital Funds fall here and also the Private Equity
Funds? With expectations for a certain period of investment, the returns have
to be there for them to be able to exit the investment.”
bello maccido, fbn holdings

“It’s a mixed bag. In my view, the private equity world has done as well as it has
in part because public markets function so badly. I think the modern capital
markets are bad for the economy.”
roger martin

“For our company, we get a lot of incentive and
push from our customers to innovate. It’s a
natural force that causes us to be more innovative, and I assume this is true for most of the
companies here.”
steve voorhees, westrock
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“Henry Ford said if we only listened to our customers they would have asked for
a faster horse. Because often what people say they need and what they really
need and probably want are totally different. That’s why at Xerox we have
ethnographic experts in all of our global research labs. They visit hospitals
and observe how nurses and doctors work, or they go to cities to observe how
people commute, and to schools to observe how teachers educate students.”
sophie vandebroek, xerox

“We know we need a balance of innovations that evolve
our core business and those that create new ones. Both
are equally important to our business’s longevity and
relevance and we are spending a fair amount of time
deliberately thinking about how to get the balance
right. You have to invest to exploit what the company is
built on to extract predictable, sustainable value for a
long time. But you also have to invest to explore areas
of potential new growth beyond the core business. In
addition to investment balance, we need to understand
how we measure the performance of those different activities. Today, typical business metrics are more suited
for the predictable exploit-type activities and near-term
business planning (ROI, RONA, etc.) but perhaps not so
well suited for longer-term explorations.
tracey cowan, boeing

“One model we had at J&J was called RedScript Ventures, where we would
be indifferent as to whether we invested externally in innovation, whether
we invested internally, or whether it was hybridized. So we would start up
companies and ventures that would be partially J&J people and partially
non J&J people. And that does create a very vibrant pipeline of innovation.”
roy davis, j&j (ret.)

“If we think about the exploration side, how do you drive to the level of insight
that is required to do fundamental business model innovation—something
with great clarity of insight, like Uber. How do we get companies and innovation managers to get better at pushing for that kind of depth of insight that’s
necessary to come up with something that’s a breakthrough?”
patrick viguerie, innosight
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“Recognizing the need for exploration, to me, is a matter of intentionality. We
sometimes constrain intentionality in many large companies. So the more
I try and fail, the less I want to do it. So even if you start with the need to
explore, you go through a few bad ones and then they start taking it away.
Large companies also really struggle to keep exploration as cheap as
the garage kids do it. So exploration in large companies becomes very
expensive compared to what exploration should be.”
shailesh jejurikar, procter & gamble

“Our company yields good ideas in exploration, but doesn’t implement them
well, because we revert back to the exploitation model thereafter. People who
are very comfortable in corporate jobs, who have all the benefits and security
of a company like ours, are competing with people who are passionate about
building a startup. And so the way they work has to shift to a startup mode of
working. So you don’t bring a great idea back to the old way, where you put
the metrics on it and the CFO is asking, “Why aren’t they making money?”
ernest cu, globe telecom

“Finding ways to better partner with the customer to work together towards
a joint solution is easier to say but it’s really difficult to do. We’ve done it
around a couple of limited projects and with varied results, quite frankly.
But that was the theme, and I think having the customer as part of that
ecosystem really is important.”
david darragh, reily foods

“The life insurance business is not at the top of anybody’s list of innovative
industries. In our business, measuring value is extremely difficult to do, as
we have to forecast value that’s going to accrue over 30 to 40 years. The
second issue is there’s a shield of boringness that keeps innovative thinkers
from ever coming in to the life insurance business. We need to get new people
into the organization and put them into structures and sandboxes that
create the opportunity to innovate.”
rebecca tadikonda, metlife

“There’s an even less innovative industry than the life
insurance business. The electric utility industry for
over 100 years has been about safe, reliable, and
affordable—regulators and customers insist on that.
Investors expect a quasi-bond-like return consistently,
and they hate uncertainty. But we recognize that the
industry is transforming and changing because
technology is driving towards more conservation and
self-generation and as a result, we need to change.
But we haven’t been bold enough in making significant
changes. Our stakeholders say: ‘Can’t you make changes
when the transformation actually happens?’ And of
course our argument is: By then it’s too late.”
ron litzinger, edison international
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A Conversation with Xerox CEO Ursula Burns
and Aetna CEO Mark Bertolini
What are the leadership lessons of transformation?
In the 2000s, facing commoditization in its core copier and printer business, Xerox set a
strategy to transform into a business services company by building on its key assets. Today
nearly 60% of its revenues come from this new growth area. CEO Ursula Burns discussed the
journey and common leadership lessons with Mark Bertolini, CEO of Aetna, who is leading his
own transformation at one of the top health care companies.
URSULA BURNS: When I became CEO, one of the things I had the freedom to do was to try
to imagine a totally different company. Taking the resources that we had that we were really
known for and try to actually re-imagine what those resources could be used for. It was not
popular—and the jury is still out whether people like it or not. But I believe if we didn’t do this
as a company, that we would have been out of business in five years.
MARK BERTOLINI: So how did you deal with Wall Street and the culture and the Board when
you made the ACS acquisition—because that was huge, that was a big pivot for the company?
BURNS: The board knew me well, because I had been in the company for my entire life. I said
we need to build on the three things that the company has that you can’t avoid noticing when
you walk in or you work there for a long time. One is that we have this amazing innovation
engine that likes complexity. Sometimes we capitalize on it, sometimes we don’t. The second
thing is we have a brand people like. They like us not because of the word Xerox, but because
when you work at Xerox you actually present yourself in a certain way. The third thing is that
we do business everywhere, a presence around the globe.
BERTOLINI: So the question is how do you deploy those assets in a new way?
BURNS: I was president for two years before I became CEO. My predecessor as CEO was this
magical, amazing woman (Anne Mulcahy). What she told me continuously was that you’re
going to remain president until you figure out what the company really does. One of the
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Ursula Burns &
Mark Bertolini

things that became very, very clear is that we didn’t just make copiers. What we actually did
was something different: We took these businesses, big and small, and we said: What’s your
problem? Let me observe your business and see what your problem is. We look at repeatable
business processes and figure out where they’re stuck. How do you automate them? So what
I found out was that we had these assets around this narrow problem, and I actually had to
broaden the assets to make them more useful. We tried to do it with mortgages, and with legal.
We went out buying these little companies to see if we can bring them in. Then we ran into this
$6 billion company (ACS). I remember going to the board in 2008, and this is what they said:
“If you can get the money, we’ll go for it.” Obviously they thought I couldn’t get the money. But
I got it, and what we ended up doing was making a transformation around working with clients
to automate business processes that are repeatable.
BERTOLINI: How did you explain that to your shareholders?
BURNS: I go out and explain that here’s the way the market’s going, here’s what we really
do, here’s the value that we can create, but it’s going to take us some time. And their response
was: “You should have bought back shares, and you should have raised the dividend. I kept
saying if I just bought back shares all I’m doing is taking the company private, what’s the
benefit of that?” And the second thing is they said: “You shouldn’t put all this money in R&D—
a billion dollars in R&D—what the heck is wrong with you?
BERTOLINI: The problem is that the portfolio managers and the people who support the
analysts get rewarded every year based on their return on their portfolio. That drives even
more short termism inside those funds even though they may be long holders.
BURNS: Protecting innovation is a big deal.
BERTOLINI: That’s the basis of how your company was founded, right?
BURNS: It’s the value that we add. One of the things that I say to the lines-of-business managers,
something our chief technology officer Sophie Vandebroek taught me, is that your innovation
budget is a part of your P&L you can’t touch. So when they get pressure to meet their profit
number, the first thing that they want cut is not their engineering budget; they want to cut the
research budget. Part of what you learn, is: A-ha, I get this! So the money is allocated on an
even basis. It’s not on a percent of revenue. And that’s helped.
BERTOLINI: That leads us to your culture—I’m a believer that culture trumps
strategy every time.
BURNS: I agree.
BERTOLINI: So how did you change the culture of the company through the transformation?
BURNS: So I’m going to explain two companies. Xerox could be compared to railroad tracks.
ACS is both railroad tracks and unpaved roads. It was an amazing company. The problem with
the ACS strategy was that it delivered customized services that were not repeatable. You have
a thousand customers with a thousand different people doing the same exact thing but differently. So scale was very hard for them. At Xerox, the problem with our railroad analogy is that
if it looks like it’s going off the track, we’ll kill the project. If it even looks like it’s going too fast
we’ll even kill it. So part of what I wanted to do is to figure out a way to bring these two cultures
together. We bought ACS six years ago and we’re about halfway through this journey. You know
it’s not easy to understand how you change it, and it’s definitely not something that you talk
about a lot. You don’t talk about changing, you have to do it. You tell lots of stories, lots of stories
which is what primarily part of what my job is, it’s storytelling inside the company. You tell
a lot of them so that people see how it works but then you have to give it time to sprout and
grow up, that’s number one. And then you have to change a lot of people which is another
interesting thing.
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Q:

How do we cure and prevent corporate
“innovation diseases?”
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Large organizations are often infected by chronic “diseases”
that inhibit innovation, says Harvard Business School Professor
and Innosight founder Clay Christensen. For example, there’s
often a mismatch between what the customer is buying and what
they company thinks it is selling—due to a lack of understanding
of “jobs to be done” theory. There’s also “the Midas touch,” where the
company’s existing business model co-opts all attempts to create
something new and different. In addition, common methods of
financial analysis bias leaders against market-creating innovations
that produce growth. In a discussion led by Christensen, we explored
how these diseases occur, why they are so common, and why they
afflict even the most successful companies. “When something
is going wrong in a company, and you can see the symptom, the
symptom isn’t the disease,” Christensen said. “What’s going on
is there must be one or more processes inside of a company that
aren’t functioning properly. But corporate diseases can be resolved.”
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Q2 Discussion
“Organizing the company around the customer job-to-be-done is the most
fundamental organizing principle of marketing. For example, what if I have
to furnish my apartment tomorrow? When that job arises in people’s lives, is
there a brand that just pops into your mind? Yes, it’s IKEA. And the reason is:
There’s a job, and they have organized themselves so that they provide
experiences that nail the job perfectly. You’ll notice that IKEA has been
rolling out its business model around the world for about 50 years. And they
actually have no competitors. And it’s not because there’s no money in it—
their owner is the third richest guy in the world—and he made his money by
selling crummy furniture at premium prices to graduate students who have
no money. It’s because IKEA is organized around delivering the job to be done.”
clay christensen

“RR Donnelley is a 151-year-old company now. We started out as a printer.
We evolved into a print services provider and now we’ve evolved into an
integrated communications service provider. Our customers have led us there.
We’ve gone lockstep with them. Now, we are splitting into three different
public companies organized around customer needs (in traditional printing,
financial services, and multichannel communications). Because of the
changing demands by customers and their requirements, we realized that
we had to be more focused and more attentive to certain verticals, certain
products, and capabilities.”
tom quinlan, rr donnelley

“In Japan when you turn 65, you get a check, and a lot of people don’t know
what to do with it. As we were thinking about a product for this market, we
assumed it would need to solve the problem of how you invest your retirement
dollars. But when we dug deeper, we understood that the job-to-be-done for
the retiree is much more emotional and social. So we did two things: We started
running experiments and creating minimal viable products to address the job,
and secondly, began teaching the language and the methods of identifying
jobs-to-be-done so that eventually the new business which addresses the core
job just seeps into what we think the product should be.”
zia zaman, metlife
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“I think large companies risk getting disrupted when they don’t recognize
quickly enough that the job-to-be-done itself is changing. This happens in
two ways. One is that the specifics within the job changes. So for example, in
toothpaste, the job has evolved from simply ‘fighting cavities’ to ‘oral health,’
including things like whitening and breath freshening. And so the solution
needs to keep pace with this change. A second way companies can get disrupted is when the way the job gets done starts to change. Companies get set
in their specific way of delivering the job today, which means a certain way of
selling, a certain technology, and a certain manufacturing process. If you can’t
keep pace with value chain changes, you risk disruption.”
shailesh jejurikar, p&g

“For many years, I think, health care providers thought the job-to-be-done was
to “do a surgery” or “do an X-ray.” But of course the real job for customers is
‘keep me healthy.’ And in fact, they want to avoid most of the things that we
previously would have thought of as our products. People don’t consume our
product out of choice, they do it out of need, and if we can avoid having that
need, I think that’s the more important job.”
greg poulsen, intermountain healthcare

“For us, if a customer with three different
questions called, the way the company was
organized was those were three different
departments. So you called and you would
be transferred three times and we didn’t
have a customer management system.
But the customer wants one stop. Internally,
that means a complete restructuring,
reorganizing the company with the idea of
the customer in mind. So that’s what we
are working on.
eric compton, hologic
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“Innovation is such a broad word that it accounts for everything, and it allows
anybody to do the wrong things under this umbrella. So we decided that
instead of saying we should be innovative, there are actually three types of
innovation that play very different roles: 1) Market-creating innovations create
growth by transforming complicated, expensive processes into things that are
so much more affordable and accessible that many more people have access
to them. 2) Sustaining innovations make good products better. But they don’t
create growth, because they are replicative. 3) Efficiency innovations are very
important because they allow you to do more with less. And you’ve got to be
ever more efficient or you’ll get killed sooner rather than later. But by their very
nature efficiency innovations don’t create growth; they actually eliminate jobs.”
clay christensen

“You don’t really have a choice. If you don’t do efficiency innovations, your core
business will erode. So the question is how do you do this well AND also invest
in marketing-creating innovations?”
pete durette, westrock

“I’ve observed across a lot of companies that there’s more of an aversion to
writing a big check and less of an aversion to the upfront experiment. There’s
a certain level of patience and a certain tolerance to fund something that is
interesting and exciting in a ‘horizon three’ kind of model. But when you get
to the point two years later that a big check is needed to scale it, it becomes
a lot harder. It’s a bigger choice when you’re up against funding constraints
and risk aversion.”
patrick viguerie, innosight

“Could it be that relatively mature organizations are
just not organized to be effective at market-creating
innovations? Wholesale change could put the core
business at risk and so they hand off to a skunk
works or essentially outsource R&D by buying small
bits of equity in emerging solutions or innovations.”
david darragh, reily foods
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“The problem with market-creating innovations is they don’t pay off for five
to 10 years and internal rate of return is going to tank. On the other hand if
we took out free cash flow and invested in efficiency innovations: Holy cow!
There’s no risk, because the market is there, efficiency innovation projects
only take three months to two years. And so what’s going on in many of our
companies is we’re investing in the kind of innovation that actually reduces
jobs and doesn’t create growth. And there are all these opportunities to grow
but because of the metrics that we use we can’t invest in things that we
want to invest in. And so that’s basically a disease.”
clay christensen

“It’s an over used example, but Apple transformed itself with market-creating,
market-transforming innovations. Steve Jobs had the ability to move resources
and create a new business model by pulling together different capabilities
behind the new user experiences of iPod and iTunes, which transformed the
music industry, and then iPhone and iPad, which transformed telephony
and computing.”
mark johnson, innosight

“There are answers to the question of how do you manage these three different
kinds of innovation? You create different portfolios, and you separate the problems. When you listen to what Ursula did, there is a Transformation A that was
executed at Xerox where you bring brutal efficiency to the core business. There
was Transformation B where you go and create new businesses and then make
a big acquisition, different metrics, different people, different approaches. And
it’s easy to say: This is too hard we’re going to punt. But then you look at what
Mark has done with his team at Aetna, you see what Ursula has done, you see
the success stories out there and as hard as it is, it’s possible and when you
can do it I’d argue it’s magical.”
scott anthony, innosight

“	I have tried, and sometimes failed, at both centralizing and decentralizing areas of our organization.
Currently, we are working toward a hybrid of the
two. Certain functions of an organization benefit
from centralization, such as purchasing and hiring.
The patient-facing part of the organization, however,
needs to have autonomy to deal with the local
market that it serves. Cleveland Clinic has locations
in Canada, the United States (in multiple places), as
well as the United Arab Emirates. Each one of them
is a different market requiring different on-theground adoption and practices. We are trying to gain
efficiencies that make sense, without subjecting the
entire organization to the same structure.”
toby cosgrove, cleveland clinic
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Q:

How can we own the future, rather than
be disrupted by it?
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Sooner or later, most companies will need to reinvent themselves in response to disruptive market shifts, technologies,
or start-ups. When business leaders undertake strategic transformation—significantly changing their core offering or business model—
they wrestle with a series of challenges. How do you set out a vision
for the future organization? How do you make sure investment for
long-term innovation is prioritized and protected? How do you ensure
your stated transformation strategy isn’t undermined by a “shadow
strategy” that perpetuates the way things have always been done?
How do you inspire your people to change while attracting new
talent? We explored the leadership qualities and methodologies
needed to successfully envision and drive transformation.
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Q3 Discussion
“When I was at OnStar, inside of General Motors, my important realization was
that to successfully create a new growth business inside a large company with
a strong culture and a strong sustaining strategy, you need to have support of
and proximity to the office of the CEO. If you’re not there, you don’t really have
a chance, because you can’t possibly resist the resource allocation process
and all of the rest of the things that naturally happen inside of a large, successful company without the CEO basically playing the part of free safety for the
organization. Because it’s essentially the only place you get to break the rules
and have the tie breakers come down on the side of the underdog, which is
going to be the small part of the company.”
chet huber, harvard business school

“As we’ve gone through the journey, I think the piece that’s so important is
awareness of the tradeoffs and the choices—so the concept of exploitation
versus exploration. Having that awareness is what Kathy Fish addressed:
what role leaders need to play at different stages of these S curves. Whether
it’s the business unit leader or the CEO, we find that unless if they are aware
of the tradeoffs and then engaged in leading and resolving those tradeoffs,
it doesn’t work.”
shailesh jejurikar, p&g

“The biggest take away for me is that even with
great frameworks and content and strategy,
you still need to have the leadership that will
support and drive growth and create a culture
where risk taking and failure are actually
rewarded. That’s really the only way you can
create an engine of innovation rather than a
one-time event. When we invest in portfolio
companies, the most important question
we ask is, “Who’s the CEO of the company?”
Because if you don’t have the right CEO, it’s
not only innovation that doesn’t happen, the
regular business doesn’t go well either.”
alexander navab, kkr
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“Organizations can do three things to deal with these corporate diseases.
Number one is, improve their appreciation of qualities versus quantities. This
will help them stay closer to the customer, help differentiate their products,
and create new business models—because focusing on qualities allows you
to be more focused on inventing the future than extrapolating the past. Two,
organizations need to have more of a prototyping bias. So rather than ask,
“Should we do this or not?” you ask, “How could we test this out quickly,
cheaply and in a way that we’ll learn?” Three, we need better indicators of
qualitative understandings in our attempts to create something new. I don’t
use the word ‘metrics,’ because that’s biasing it toward analytics. I use indicators like the reviews of a new play or a new show at a museum. Unless we have
indicators that take into account qualitative appreciation, we won’t try new
business models that can’t be quantified immediately.”
roger martin

“My key insight to all of you is to think about how you change the conversation.
How do you start changing the nature of the dialogue that you have about
strategic planning around new areas of market-creating opportunity? How do
you create alignment amongst the team and the commitment for resource
allocation, so that you are able to sponsor and govern properly the teams as
they go off and develop these market creating innovations? How do you forge
that link between strategy and innovation through your leadership?”
mark johnson, innosight

“So the question here is: ‘What do you do if you want
to change the world?’ I have asked this question to a
bunch of people. I give them four choices: About 40%
of people say you start up a business. About 30% say
you go and become a teacher, and about 25% say
you go and join a nonprofit. The 5% that remains say
they’d do what all of you do. Go and work for a great
big company. Because you all have those hard earned
assets of scale. Assets that have been built over years,
decades, and even centuries for some of your organizations. The trick is to figure out how you combine
those assets, with just enough entrepreneurialism
informed by all the theories and models that we’ve
talked about today, because that is how you will really
change the world.”
scott anthony, innosight
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Takeaway Discussion
SIX QUESTIONS you can bring to your teams about leading
long-term innovation and strategic transformation:

1
2
3
4
5
6

What is our balance of exploitation vs. exploration (e.g. 60%-40%)
and is it consistent with our strategic objectives?
Do we have a deep understanding of the jobs-to-be-done of both
today and tomorrow’s customer?
Do we understand our unique capabilities and assets that could
give us unfair advantage as we search for new growth?
Are our metrics unintentionally leading to us shortchanging
investment in disruptive, market-creating innovation?
What do we as leaders have to do to role-model behaviors
consistent with market-creating innovation?
Are we properly organized to protect our innovation investments
from the normal resource allocation process?
· Ar
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