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Foreword

Time and time again in my 20 years as a management consultant, corporate
executives have asked me the same two questions: “How can we grow with-
out snapping up rivals?” and “How can we secure lasting success when com-
petition is getting fiercer by the day?"” These questions have lost none of their
urgency, but since the implosion of the dot-com bubble and the sharpest re-
cession in generations triggered by the credit crisis, | am also regularly asked
a third: “What can | do to shield my business against similar earth-shattering
events in the future?”

My answer to all three questions is the word that is at the very heart of this
book: innovation. The word is powerful, I've found. It usually triggers lively
discussions. “So, you recommend hiring more scientists?” top-level manag-
ers tend to respond. Or, “OK, then, please set up an innovation project for us
lasting, say, three months.” Or, in a clear indication that innovation is still
widely seen as something purely for manufacturers, | also often hear, “Well,
you know, we're into services here. We don't make products.”

All these responses are evidence of widespread misunderstandings around
what innovation is, how it comes about and how it should be conducted. Con-
trary to popular belief, it is not made in laboratories — a scientist’s bright idea
is always only as good as its commercial success. Innovation is not just for
transitory use in a company. And of course it is certainly not something that
can only be applied to physical products. You can bring about innovation by
revamping what you market, your business model, your processes or even
the organisation of your company. And in all these cases it does not just hap-
pen in dribs and drabs, here and there, only now and then. To become really
effective, innovation must be deeply rooted in a business’ DNA.
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As a young biochemical scientist | was able to witness how inventions
conceived in my native Germany often failed to bring economic benefit to
their originators. This was either because bureaucracy stood in the way, soci-
ety and politics had been slow to mobilise enthusiasm, or the companies
themselves simply failed to spot the potential commercial merits of their own
brainchildren — and competitors ran away with them.

| left the academic ivory tower with a PhD under my belt to join the corpo-
rate world, where | soon noticed that even blue-chip companies find it difficult
to build a system that turns excellent ideas swiftly into revenue. To this day
corporate entities are frequently held back by compartmentalised thinking,
rigid legacy cultures or awkward silo structures. It is therefore hardly surpris-
ing that many lack a stringent innovation process: a suite of defined frame-
works combined with driving minds free enough to propel good ideas uninhib-
ited to market.

Cross-pollination is key to this. Imagine the following: young graduates ap-
plying to your company are asked at the job interview what they would like to
do — marketing, research and development, production or sales. "All of that
together!” replies one. If your human resources officer looks up and says,
“Hired!"” your business has caught the innovation bug and you have probably
discovered a true innovation talent. But if the response is, “Sorry, you have to
pick one,"” your business may have a way to go.

It was as a consultant that | was finally able to see innovation processes up
close in real businesses. Over the years | have had the privilege of meeting
numerous true innovators. They included shrewd owner-operators of family
firms, visionary upstart entrepreneurs and clever minds embedded in huge
corporate environments. Each of them had led a product or service to market
success. Talking to and working closely with them allowed me to discover the
views, rules, patterns, procedures and ultimate success factors that made up
their approaches. This solidified into a clear set of stages and practical rules
that could guide the building of a viable innovation process in any company.

All this know-how is packed into the compact book you hold in your hands.
In it | analyse and structure the innovation process theoretically, then square
it immediately with real examples of successful innovation in the energy and
natural resources sector. This is not only an industry that has my natural atten-
tion as a trained biochemist, but one that, being extremely competitive glo-
bally, has come up with a series of truly remarkable innovations. It should
make the book a particularly useful read for executives in the raw materials,
energy, chemicals and utility industries as well as for industry association
leaders and those who buy from or sell to these companies. However, the
basic innovation principles described here are universal and can benefit your
company no matter what sector you are in.
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Introduction

Innovation - the hunt for a gem in a new age of
competition

Early economists asked a simple question: why is it that something as useful
as water is available so cheaply whereas diamonds, with such limited practical
use, are so expensive? The answer to this intriguing riddle was that water is
widely available and diamonds are not. From this we derive a fundamental
economic principle: it is the degree of scarcity that puts different price tags on
different things.

The deeper dimensions of this idea are best left to academic lecture thea-
tres. For the practical world of economic enterprises the principle sheds a
useful light on vital business inputs such as labour, capital, land or ideas. Their
scarcity, availability and affordability will change dramatically over the next
twenty years when the balance of global economic power shifts further to-
wards emerging countries, reflecting the trend towards globalisation.

Let's look at it like this: there is the old world that most of us are familiar
with and the majority of enterprises still see themselves as being up against.
Here, things like skilled workers, suitable factory sites, natural resources, ac-
cess to funding, affordable energy or even the right customer groups are vital
business ingredients and hard to come by. Our experience tells us that these
ingredients are available to different degrees — and therefore today still com-
mand substantially different market prices — around the world. Hence, a soft-
ware engineer in Bangalore is still paid a fraction of the wage his identically
skilled colleague in Boston receives. And it is certainly still true today that get-
ting hold of a hard-currency loan in Botswana is more difficult and expensive
than it is in Berlin.
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But this is the core point about the not too distant future: in the new world
of global competition — the birth of which we are witnessing — the hunt for rare
business factors, these diamonds of various quality, purity and value, will be-
come much less important if not, at some point, insignificant. Labour, capital,
knowledge and other inputs necessary to set up shop will adopt the quality of
commodities and be available — almost like water — at more or less globally
harmonised prices. That does not necessarily mean they will become more
affordable, but their still widely differing market values will gravitate into a nar-
rower band. When virtually everything is available to everyone at a similar
price, businesses around the world will find themselves in pursuit of a last
remaining precious gemstone —innovation. Unlike the other inputs, this factor,
by definition, is always “rare” enough to command outstanding prices. A dis-
tinct product, an exclusive patent, a pioneering production process, distribu-
tion channel, supply-chain mechanism or brand promise — any of these could
make the difference for a company. In the new age of hyper-competition,
what will distinguish you in the eyes of customers, rivals and shareholders will
simply be the quantity of successful innovations you can come up with. This
all-important capacity will hinge on you having a viable innovation process in
place and the consistency with which you can make it work for you.

You might think innovation is something relative. How can novelty be
measured accurately? How good is a good idea or a clever invention? There is
a surgically precise answer: a good invention is nothing unless it can prove
itself to be a success in the market place. Numerous truly good ideas falter
because of bad implementation on their way to market. And an equal number
initially thought to be wonderful end as hopeless cases because, contrary to
preliminary assumptions, they simply fail to strike a cord with customers. The
Austrian-American economist Joseph A. Schumpeter put it in a nutshell back
in 1911: "Innovation is the process of finding economic applications for inven-
tions.” This means it is only when an invention has been marketed success-
fully that we can call it an innovation. The yardstick is simple: new ideas are
successful on the market when increased sales and decreased costs push the
invention across the threshold of profitability.

We can get a clear, practical sense of innovation’s power by looking to
Germany. The country has only recently lost its status as the world'’s biggest
export nation to China. Of course China has won the game (for now) by play-
ing according to different rules: most of its products are still less sophisticated
and manufactured with much lower labour costs. Germany, by contrast, was
able for many decades to produce globally sought after export goods even
with some of the world'’s highest labour costs. The feasibility of this approach
came down to one thing: innovation. This factor alone kept and still keeps a
large number of German products and services in the game worldwide and
many of those are still way ahead of the competition.

Moreover, despite their success, German companies have hardly been the
world’s most active takeover buccaneers, which leads to another interesting
point about innovation: having the capacity and knowledge to turn good ideas
swiftly into huge commercial successes on the market will also eventually be



