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Innovation Briefing 03-09: How Does Innovation Have Impact?

For the last few years, the business press and experts have stressed the strategic criticality of innovation. What
used to be a side interest for some has now become mainstream for many, and even in the midst of a recession, we
see more and more companies looking at how they can innovate for future growth. However, as you consider
investing your scarce resources in innovation, maybe you should step back and ask yourself, "What is
innovation?" and more particularly "How does Innovation Have Impact?"”

If you look toward the business press for the answer, it may not be so clear. For example a recent issue of Forbes presented
the top 30 innovations in the last 30 years While this list contained some marvelous inventions such as mobile phones, laptop
computers, ATMs, and stents, we believe that innovation is not just about invention. Instead, it's about finding ways to deliver
new benefits or existing benefits at dramatically lower cost to end-customers - with or without breakthrough technology.

Let's use air transportation as an illustration. In 2001, Boeing unveiled its plan to build the Sonic Cruiser. This technical
wonder would have cut transatlantic flight time from 7 hours to 5? hours - a substantial improvement, but at a premium price
of $10,000 compared to $5,000 for a first class ticket on flights in conventional planes. But, when considering total transit
time, including ground transportation to and from airports to city centers, the total travel time from downtown London to
downtown New York would only have been reduced from 12 hours to 10? hours.

Around that time, a surprise competitor entered the market: Semi-private time-share jets. Instead of cutting flight time
through technology, these provided shorter on-the-ground time by flying from London's Northolt to Teterboro, New Jersey,
also avoiding the many delays associated with commercial flights using big airports. This enabled the time-share jets to cut
total travel time to 9 hours, at a per passenger cost of just $7,500. Not surprisingly, Boeing ended up shelving its
technology-based solution, while the time-share jets - which were the business model innovators -took off*. NetJets has
been such a great success that rather than compete, the likes of Lufthansa have preferred to joint venture with NetJets to
offer their customers better service. The new kids on the block have become embedded within the incumbent.

Since the Wright Brothers' first flight in Kitty Hawk, there have been countless technology inventions that made air flights
more efficient than driving (as for comfort and convenience, that's a whole separate debate). However, since the formation of
the first commercialairline, Deutsche Luftschiffahrts-Aktiengesellschaft, in 1909, just as important have been numerous
business model innovations that made air travel into a simple commodity that many of us can't do without.

Today, one of the most commonly cited innovators of the industry is Southwest Airlines. It challenged and overturned the
conventional wisdom for nearly every element of the business model. It operated just one type of aircraft on a system of city-
pairs, instead of a mixture of aircraft on a hub and spoke system. It had no assigned seats or other in-flight perks. Its flight
attendants and flight crew helped to clean up the cabin after every flight. Everything in its business model was about efficient
use of its capital assets and lowering total costs.

With this cost advantage, it was able to expand the market for air travel. While other airlines looked at the existing air
transportation market when making market entry and scheduling decisions, Southwest examined the total number of people
traveling between two cities, including those traveling by car and bus. By appealing to these previously unserved customers,
Southwest grew the market dramatically.

In Europe, EasyJet and Ryanair have taken the Southwest Airlines model a few steps forward. As Ryanair surpassed BA in
market capitalization, much of the value created was put down to its enabling of mass travel at a level that traditional models
could not compete with. However, having gained market share, Ryanair in particular has come under the spotlight for its
ability to increase revenues by charging its loyal customers more for the basics that come free with the mainline operators.
First it was paid for drinks, then it was €10 for extra bags, €10 for not checking in on line, and now the company is looking at
the possibility of charging customers for using its washrooms in the air. Surprisingly to some, this has not lost business for
RyanAir. Like Southwest Airlines, RyanAir is making money by innovating around the business model -- keeping core prices
lower than the competition and providing customers with substantial choice about which "optional" services they choose to
buy.

On the other end of spectrum, Virgin Atlantic and Singapore Airlines both distinguish themselves by offering a differentiated
and attractive customer experience. Virgin offers a fun and vibrant experience in the airplane by providing a bar in the sky,
complimentary in-flight massages and manicure services, and a wide range of entertainment amenities. Additionally, it
extends the experience to transit to the airport as well as at the airport where its lounges are sanctuaries of consumer
experience. lIts lounge at Heathrow is so popular passengers show up hours before departure just to spend time there.
Singapore Airlines stresses highest quality service at every customer interaction. Flying with them is like staying at a five-star
hotel. These companies operate at a level where they compete not with other airlines but with 'the last best experience' you
had - and they exceed it.
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While countless technology inventions have made air transportation extremely safe and cost efficient, pioneers like
Southwest Airlines, Ryanair, Virgin Atlantic and Singapore Airlines were able to innovate and create winning business models
without inventing any new technologies. As a result, they regularly lead the pack in customer satisfaction, and their
innovative methods are constantly imitated by other airlines around the world.

Back to Forbes greatest innovation list: it contained other items such as the Internet and media file compression. Obviously,
these inventions were critical predecessors to the iTunes Stores (and iPods). But which is more innovative: iTunes that
delivered many new-to-the world benefits to the end-consumers or media file compression technology that enabled it? Well,
ultimately it doesn't matter. Great technology without the right business model can't deliver any benefits and an imaginative
business model without the needed technology is just pie in the sky.

An important take-away for business managers is that a vast array of technologies is already accessible today, invented by
others and available for use. If you can combine a distinctive and innovative business model with the right enabling
technologies, you have a real shot at delivering novel benefits to your customers.

For more examples of innovative businesses (not just marvelous technologies), see Innovaro's Innovation Leaders
(http://www.innovationleaders.org/) and Fast Company's the World's Most Innovative Companies
(http://www.fastcompany.com/fast50_09).

*See "Sonic Sinker: Boeing's futuristic fast jet is grounded", The Economist, November 21, 2002, "After Concorde: the less beautiful future of
international business travel”, The Economist, October 16, 2003, and "Changing Your Company's
Approach to Innovation", Strategy and Leadership, November, 2007
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