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Today’s Agenda

� Why IT needs a new (business value creation) trick
• And why that new trick ought to be making companies more innovative

� What it means to practice innovation
• Results from research (observing, listening to innovation pros)
• IT’s key role

� A practical approach to greater innovative capabilities
• Cutter’s new Innovation Approach
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We begin with a story…

© Robert D. Austin

…about trash cans: VIPP

� Designer Trash Bins
• Other upscale home and 

bath products

� Annual growth rate: 
30 - 50%

� Sample Price Points
• 4 liter bin: $250
• 30 liter bin: $500

What makes people willing to pay $500 for a trash can?
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QuickTime™ and a
MPEG-4 Video decompressor

are needed to see this picture.

Trash Can as Fashion Item
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Trash Can as Art Object

� “Danish trash bin at Louvre”

� “The famous Danish VIPP 
trash bin will be seen from April 
24 at the Paris Louvre”

� “…the only trash bin invited to 
be an art object [at the Louvre]”

� “Special music composed for 
the installation”
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Some things to notice about the Vipp example…

� Vipp is about as far as you can get from trying to compete on cost
• This is not: “Buy mine, it’s just as good but cheaper”

• Rather, it’s: “Buy mine, it costs more but it’s better”

� But better is not a matter of mere function
• Items normally valued primarily (exclusively?) for their functionality 

(trash bins, toilet brushes) valued instead for their meaningfulness

© Robert D. Austin
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Processes for Value Creation, 
Tangible/Intangible Outcomes

The way we’re comfortable thinking about products…
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Tangible

Functional

Intangible

Meaningful
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Process, Principles
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A less comfortable way of thinking about products…
In what ways should this situation be managed differently?

Processes for Value Creation, 
Tangible/Intangible Outcomes
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The action is on the revenue side of the 
income statement…

� Name of the game: increase margin

� How much will you pay for a cup of coffee?
• Cost of production, maybe 15 cents
• At at a corner lunch stand: 75 cents
• At Starbucks: $1.80
• At a trendy café in Paris: $5

� There is something special about innovation that customers 1) 
notice, and 2) are willing to pay more for

� Even mighty Wal-Mart wants some of this action
• Competitor Target is playing a margin game
• Wal-Mart “Metro 7,” “Exsto,” and “George” brands
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Competitive Dynamic
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In the long run, can you compete on cost against 
new brands from China and India?

� In a word: No
• 1 to 10 labor cost ratio

• Not offset by decline in productivity

� Why Vipp is playing a very different game

� Why you could easily mistake a house wares store in Northern 
Europe for the museum store at MOMA
• Just try to buy a generic frying pan there
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Something big has changed

� Iconic American aviator sunglasses, Ray Bans
• Owned by an Italian firm, Luxottica

• Luxottica is traded on the NYSE
• Some sunglasses are made in factories in China

• Others are made in Italian factories 

• By a largely Romanian work force

� “I don’t have to hire one more person in the US… I don’t have to 
invest one more dollar here…and we’ll be just fine”

— Steven Appleton, CEO Micron Tech, 
BusinessWeek, Apr 23, 2007

© Robert D. Austin

Why We Must Innovate

� Mostly, non-innovative work won’t happen here (in developed 
economies like Japan, Europe, US)

� Innovative work doesn’t have to happen here either
• China/India will not settle for routinized work
• Friedman: “In China, if you are 1 in a million…”

• Honor students in China

� Conclusion: We need better innovation abilities, because it’s the 
best way to create value as we move into the future
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Relevance to IT?

“Chunk it, routinize it, digitize it, 
automate it, and send it offshore.”

Something the CIO of an insurance company 
executive said to me recently...
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“The integration of China and India into the world economy will 
roughly double the global labour force. Europe will not be able to 
compete in labour-intensive industries and services.”

—March 20, 2006, Centre for European Reform, 
“The Lisbon Scorecard VI”

Facts we might as well face

� The Internet bubble has come and gone, but the worldwide 
telecommunications infrastructure it created remains and continues 
to improve

� If work can be chunked, routinized, digitized, and automated, why 
would a profit seeking business choose to do it in a high labor cost 
location?

� Low tech offshore can trump high tech onshore in IT (technological 
regression, cost progression)

© Robert D. Austin

Why IT needs a new “trick”…

� “Chunk it, routinize it, digitize it, automate it” is our best trick
• Mostly “cost side” benefits

� Now there’s this annoying 5th step: “send it offshore”
• In some cases, it may move offshore instead of being automated

� For reasons I have yet to completely explain, supporting and enabling 
innovation is a natural “new trick” for IT

� Unfortunately, many in IT have the wrong reflexes
• History of cost reduction, efficiency improvement orientation
• When we innovate in IT, it’s often process innovation, aimed at cost side
• New innovation orientation will be uncomfortable for many in IT

• In companies that are innovating outcomes, often its not happening in IT
• Expert innovators follow practices that may seem heretical to IT managers
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Practicing Innovation
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Some preliminaries…

� What “innovation” means
• “Activity that results in novelty that is valuable”

• Outcomes different from what has come before
• Outcomes that must be “discovered”

– Because they are new under the sun
– Or, because they are hard to discern (e.g., customer requirements in software 

development and IT)

� When you are creating value through innovation
• “Surprising” is a good thing

• “Predictable” is a criticism

� “Surprise” does not equal “Quality Problem”
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Research Questions

� Are there common principles, processes, and practices in use by 
acclaimed innovators across a range of fields?

� In what conditions should you design and manage work the way 
expert innovators do? In what conditions shouldn’t you?

� In this research, we’ve studied artists, design firms, media and 
entertainment companies, drug researchers, product designers, 
consumer electronics firms, video game publishers, and industrial 
process improvement efforts

Findings
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Generate Product

Expose Customer 
to Product

Conversation 
with Customer 
about Product

repeat

Product

Concept Generation

Product Planning

Product Engineering

Process Engineering

Production Process

Software Development
at Trilogy

Clark and Fujimoto’s Description of the 
Automaking Process

Iterative,... Not Sequential.

The “Shape” of Reliable Innovation is…

This will come as no surprise to 
agile advocates…but the 
importance of iterative practice  
extends far beyond software

Notice the process structure across a wide range 
of innovative activities…
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Interview subjects on iterative process structure…

QuickTime™ and a
H.264 decompressor

are needed to see this picture.

1 5

Iterative Sequential

© Robert D. Austin

� Innovative Making
• Managing when you don’t (or can’t) know where you are going
• Exploration and production are combined

• Iterative process structure

• Learn more from doing than from a lot of planning

� Industrial Making
• Managing when you can and do know where you are going

• Separates exploration and production into separate phases

• Sequential process structure

• Extensive analyzing and planning before doing

“Innovative” vs. “Industrial Making”
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These conditions are not always met (of course)...

The Prerequisite Cost Conditions for Innovative Mak ing

� Cheap and rapid iteration
• Must be inexpensive to try something new, and inexpensive to fail at it

• Reconfiguration cost - What does it cost to rearrange product 
equipment and process to create a novel outcome?

• Exploration cost - If you create a novel outcome and it doesn’t work or 
causes harm, what does that cost?

� High Demand for Innovation
• Different reasons why innovation might be needed

– You’re trying to make something new

– Trying to hit a moving target (customer requirements)
– Need to discover what customer needs because he/she can’t very easily tell you

© Robert D. Austin

Some surprising cases where conditions hold or don’ t hold

� Moving a Broadway musical to new geographies - INDUSTRIAL
• Protect the brand!

• Insist that producers make exact copies
• Audience in fact wants exact copies (not innovation)!

• Pretty industrial (despite apparent arty-ness)

� Agile software development - INNOVATIVE
• Need to discover customer requirements in process

• Relatively cheap and rapid to produce new prototypes
• Pretty innovative (despite apparent industrialness)
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The Role of Technology

� Innovation is often made possible by enabling technology that 
drives down the cost of iteration
• Prototyping, simulation technologies

� Not automation to enforce process consistency, but to make “trying 
new things” cheaper, faster
• Digitize, yes; automate trying things, yes;

• But not chunk, routinize, digitize, automate it

This is why support of innovation should be IT’s new 
trick…IT is (or can be) the most important enabler of 
iterative work in many settings

© Robert D. Austin

Factors 
related to the 
supply of and 
demand for 

novelty 
(making 
costs, 

willingness to 
pay for 
novelty)

Process 
Structure 
(Sequential, 
Iterative)

Management
Approach
•Process 
shape
•Control
•Mgmt of Var
•Attitudes 
toward failure 
& feedback
•Knowledge 
Mgmt
•Mging Closure
•Motivation

Determinants Structure
Management 
Implications

Focus of stage 3 research
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Accidents, Attitude toward Process Variation

1 5

Inject Minimize

QuickTime™ and a
H.264 decompressor

are needed to see this picture.
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Attitudes Toward Failure

QuickTime™ and a
H.264 decompressor

are needed to see this picture.

1 5

Deny Avoid
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Customer Feedback

1 5

Ignore Directly 
Incorporate

QuickTime™ and a
H.264 decompressor

are needed to see this picture.
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“Knowledge Management”

QuickTime™ and a
H.264 decompressor

are needed to see this picture.

1 5

Collection Reuse
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Inclination toward Repetition (or not)

1 5

Repeat 
= Boring

Repeat = 
Comfort

QuickTime™ and a
H.264 decompressor

are needed to see this picture.
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Industrial Practices

� Sequential process design - Plan then do

� Minimize process variation - e.g., with SPC

� Minimize unuseful outcomes for efficiency sake

� Give customer what he/she asks for

� Reuse (“Don’t re-invent the wheel”)

� Achieve predefined, externally verifiable objectives

� “Repeatable” is competence-building, a good thing

� Control through target setting and feedback

� You are finished when the checklist is done

� Mastery can be codified, captured in formal repeatable processes descriptions 
(methodologies)
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Innovative Practices

� Iterative process design - Get on with trying so you can start learning

� Openness to unintended variation (a source of novelty, information,opportunity)

� Unwilling to call unuseful outcomes “failure” (instead, they are learning events)

� Customer is not always completely right

� KM for collection, not reuse (“re-invent some wheels”)

� Don’t repeat, do something different

� Control through practice and release

� Expertise involved in saying what “finished” is

� Mastery is often tacit, not codified, acquired through experience or apprenticeship

© Robert D. Austin
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Cutter’s Innovation Practice Area

� Four steps
• Identify objectives, clarify terminology

• Assess current state of innovation practice
• Interpret assessment results in view of specific company situation and 

objectives

• Design plan of action to address perceived gaps in innovation 
capability 

© Robert D. Austin

Step 1: Identify Objectives, Clarify Terminology 

� Usually a one to two day offsite, executive education experience

� Cases: How other companies are succeeding in innovation practice

� What do we want to achieve in this company?

� In this company, what do we mean when we say “innovation”?
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Step 2: Assess Current State

� Semi-structured interviews with key innovators

� Survey of larger number of people

� Targeted on parts of the organization, as decided in Step 1

� Results summarized graphically and in a report
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Step 3: Interpret Results

� Working with company execs

� Different for each company
• Each company situation and objectives are different

• Not necessarily true that people/organizations that don’t score as 
innovative are problems (could be entirely appropriate)
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Is this a problem?

Comparative Maps
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Step 4: Create Plan of Action

� Working with company execs

� Actions will be combination of internal company activities and 
interventions 
• e.g., training experiences
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A Pair of Closing Question to Ask Yourself

� When I innovate in IT do my company’s customers experience the 
results of my innovation?

� Better yet, are the company’s customers willing to pay more for the 
results of my innovation?

� If the answer to both these questions is “no,” you might want to 
think about whether you’re doing enough with innovation…

© Robert D. Austin
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raustin@hbs.edu
raustin@cutter.com

For more information on this subject see 
Artful Making by Austin and Devin, and
Reliable Innovation, available in 2008 from

Stanford Business Books


