MIiTSloan

Management Review

Jay Rao and Joseph Weintraub

How Innovative Is Your
Company’s Culture?

HHHHHHHHHHHHHHHHHH



CULTIVATING INNOVATION: CORPORATE CULTURE

How Innovative IsYour

Company's Culture?

Many executives want their companies to be more innovative.
A new assessment tool can help pinpoint your company’s

innovation strengths and weaknesses.
BY JAY RAO AND JOSEPHWEINTRAUB

TODAY’S EXECUTIVES WANT their companies to be more innovative. They consume
stacks of books and articles and attend conventions and courses on innovation, hoping to discover
the elixir of success. They are impressed by the ability of comparatively young companies such as
Google and Facebook to create and market breakthrough products and services. And they marvel at
how some older companies — Apple, IBM, Procter & Gamble, 3M and General Electric, to name a
few — reinvent themselves again and again. And they wonder, “How do these great companies do it?”

After studying innovation among 759 companies based in 17 major markets, researchers Gerard
J. Tellis, Jaideep C. Prabhu and Rajesh K. Chandy found that corporate culture was a much more
important driver of radical innovation than labor, capital, government or national culture.! But for
executives, that conclusion raises two more questions: First, what is an innovative corporate cul-
ture? And second, if you don’t have an innovative culture, is there any way you can build one? This

article addresses both questions by offering a simple
model of the key elements of an innovative cul-
ture, as well as a practical 360-degree assessment
tool that managers can use to assess how condu-
cive their organization’s culture is to innovation

— and to see specific areas where their cul-
ture might be more encouraging to it.

Six Building Blocks of an
Innovative Culture

An innovative culture rests on a foundation of
six building blocks: resources, processes, values,
behavior, climate and success. (See “The Six Build-
ing Blocks of an Innovative Culture,” p. 30.) These
building blocks are dynamically linked. For example,
the values of the enterprise have an impact on peo-
ple’s behaviors, on the climate of the workplace and

AtW.L.Gore, the Delaware chemical products company famous
for Gore-Tex and other high-performance products, mistakes
made in the pursuit of novel solutions are accepted as part of the
creative process.

COURTESY OF W.L. GORE

THE LEADING
QUESTION

How can
companies
develop a
more innova-
tive corporate
culture:

FINDINGS

»An innovative
culture rests on a
foundation of six
building blocks: re-
sources, processes,
values, behavior, cli-
mate and success.

»Surveying employ-
ees about the
organization’s inno-
vation culture can
identify areas of
strength, weakness
and inconsistency.

»Managers eager
to change the
company'’s culture
should start small
and scale slowly.
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on how success is defined and measured. Our culture
of innovation model builds upon dozens of studies
by numerous authors. (See “About the Research.”)

When it comes to fostering innovation, enter-
prises have generally given substantial attention to
resources, processes and the measurement of suc-
cess — the more easily measured, tools-oriented
innovation building blocks. But companies have
often given much less attention to the harder-to-
measure, people-oriented determinants of
innovative culture — values, behaviors and cli-
mate. Not surprisingly, most companies have also
done a better job of managing resources, processes
and measurement of innovation success than they
have the more people-oriented innovation build-
ing blocks. As many managers have discovered,
anything that involves peoples’ values and behav-
iors and the climate of the workplace is more
intangible and difficult to handle. As one CEO put
it, “The soft stuff is the hard stuff” Yet these difficult
“people issues” have the greatest power to shape the
culture of innovation and create a sustained com-
petitive advantage.

Values Values drive priorities and decisions, which
are reflected in how a company spends its time and
money. Truly innovative enterprises spend gener-
ously on being entrepreneurial, promoting
creativity and encouraging continuous learning.
The values of a company are less what the leaders
say or what they write in the annual reports than
what they do and invest in. Values manifest them-
selves in how people behave and spend, more than
in how they speak.

AN INNOVATIVE CULTURE

THE SIX BUILDING BLOCKS OF

When it comes to fostering innovation, enterprises
often give more attention to resources, processes

CULTIVATING INNOVATION: CORPORATE CULTURE

Behaviors Behaviors describe how people act in
the cause of innovation. For leaders, those acts in-
clude a willingness to kill off existing products with
new and better ones, to energize employees with a
vivid description of the future and to cut through
red tape. For employees, actions in support of in-
novation include doggedness in overcoming
technical roadblocks, “scrounging” resources when
budgets are thin and listening to customers.

Climate Climate is the tenor of workplace life. An
innovative climate cultivates engagement and en-
thusiasm, challenges people to take risks within a
safe environment, fosters learning and encourages
independent thinking.

Resources Resources comprise three main factors:
people, systems and projects. Of these, people —
especially “innovation champions” — are the most
critical, because they have a powerful impact on the
organization’s values and climate.

Processes Processes are the route that innovations
follow as they are developed. These may include the
familiar “innovation funnel” used to capture and
sift through ideas or stage-gate systems for review-
ing and prioritizing projects and prototyping.

Success The success of an innovation can be cap-
tured at three levels: external, enterprise and personal.
In particular, external recognition shows how well a
company is regarded as being innovative by its cus-
tomers and competitors, and whether an innovation
has paid off financially. More generally, success rein-
forces the enterprise’s values, behaviors
and processes, which in turn drive many
subsequent actions and decisions: who will
be rewarded, which people will be hired
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and measuring Y, and which projects will get the green light.
success — the

gzlrse_jjzxeqd”a”“ﬂed' PSRRI \luos Building Blocks atWork
innovation building While our six building blocks may seem
blocks — but less to abstract, we find that truly innovative
the harder-to-measure, Processes | Behaviors companies always have at least one of the
people-oriented building blocks solidly in place.
determinants of

innovative culture — .

values, behaviors Success Climate IDEO: Values and Behaviors For exam-
and climate. ple, few companies better exemplify
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innovative values and behaviors than IDEQ, the Palo
Alto, California-based global design consultancy.
IDEO puts a high value on productive creativity,
which it links to playful behavior. And it supports
both in tangible ways. Its work routines model chil-
dren’s playfulness: exploration that generates many
ideas; learning through hands-on building; and role
playing to build empathy for users. Placards placed
around the company’s workspaces proclaim IDEO’s
principles for “diving deep” into problems:
*Encourage wild ideas,

Defer judgment,

*Build on the ideas of others,

«Stay focused.

This play is just the first stage of IDEO’s innovation
process. Next, its employees begin to make decisions
regarding a product’s design and implementation.
This range of behavior styles — from playful to busi-
nesslike — has contributed to hundreds of products
that combine the best of form and function, from the
computer mouse to medical equipment.?

W.L. Gore: Climate Safety is an important factor in
an innovative climate. A fearless workplace frees
people to take the risks innovation requires. W.L.
Gore, the Delaware chemical products company fa-
mous for Gore-Tex and other high-performance
products, provides an instructive example of safety.
Here, mistakes made in the pursuit of novel solu-
tions are accepted as part of the creative process.
When a project is killed, staff celebrate its passing
with beer and champagne. When a project fails, a
post-mortem is conducted. Flawed concept or poor
execution? Bad decisions? The goal of these post-
mortems is not to punish, but to learn and improve.*

Rite-Solutions: Processes and Success Recog-
nizing that they have no monopoly on brainpower
or good ideas, the founders of Rite-Solutions, a
Rhode Island systems and software development
company, developed a process for drawing on their
employees’ collective creativity.

Dozens of project ideas are listed and described
in detail on the company’s internal “market.” All new
listings begin trading at $10 per share. Every em-
ployee is given $10,000 of play money with which to
invest, and each uses his or her judgment in allocat-
ing that money among the available “stocks.”
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The authors have more than 30 years of executive development experience in
customized training programs for large enterprises. Their teaching and consult-
ing revolve around the topics of innovation, leadership and corporate
entrepreneurship.

Our culture of innovation model builds upon dozens of studies by numerous
authors. We reviewed literature in the fields of organizational dynamics, leader
ship, behavioral science, corporate entrepreneurship and innovation to find
theoretical frameworks and models that described organizational culture and a
culture of innovation. Specifically, we looked for instruments and assessment
tools that were actionable — a primary need for all executives hoping to bring
about change. In doing so, we found extensive research and models from aca-
demia, consulting firms and enterprises themselves, spanning over 30 years. In
particular, the works of Harvard Business School’s Clayton M. Christensen
demonstrated to us the importance of resources, processes and values in inno-
vation. Edgar H. Schein, professor emeritus at MIT, showed the importance of
past success and its impact on values (norms) and behaviors. Geert Hofstede
clarified the distinction and connection between climate and culture. Booz &
Company'’s Katzenbach Center’s work on culture is also well known. The ideas
of Charles O'Reilly and Daniel Denison also influenced our model. Finally, Tellis,
Prabhu and Chandy provided an extensive literature review of the role of corpo-
rate culture and the components of corporate culture in radical innovation.i

Our thinking about the survey's basic framework was heavily influenced by
Christensen’s and Schein’s work. The 54 elements and 18 factors were field-tested
for over two years for statistical validity and executive acceptance as both a diag-
nostic and actionable tool. Data was gathered from 1,026 executives and managers
in 15 companies headquartered in the U.S., Europe, Latin America and Asia.

Employees can also volunteer to work on projects
they favor. Management uses their collective wisdom
to make decisions on which projects will be funded.
Play money is redeemed for real cash if and when a
project turns into a commercial product.’®

Whirlpool: Resources A cadre of innovation ex-
perts who know, teach and implement innovative
practices is one of the most important innovation
resources a company can have. For decades, Whirl-
pool, the world’s largest appliance maker, was an
engineering- and manufacturing-oriented com-
pany fixated on quality and cost. Its products were
mostly commodities sold at large retailers, such as
Sears and Best Buy. In 1999, the Michigan-based
company embarked on a mission to be recognized
as being an innovation leader as well. The company
started by enlisting 75 employees from across the
company to brainstorm about innovative products.
The group came up with one hit product, but most
ideas were viewed as too far-out or insignificant.
Like many first-time innovators, people had a diffi-
cult time seeing how a more far-reaching idea could
turn into an opportunity. That’s when Whirlpool
decided to try a different tack.
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First, every salaried employee was enrolled in a
business innovation course. Second, the company
trained certain employees, called I-mentors, who
were similar to the Six Sigma Black Belts who
worked on quality in the company. The I-mentors
still kept their regular jobs but brought to those
roles special training on how to facilitate innova-
tion projects and help people with their ideas. An
intranet portal offered employees a common
forum for learning principles of innovation, keep-
ing abreast of recent research and tracking the
progress of ideas toward realization. Innovation
teams comprised of employees from all levels of the
company screened and vetted new ideas.

Two years into the program, Whirlpool had 100
business ideas, 40 concepts in experimentation and
25 products and business ideas in the prototype stage.
By early 2006, Whirlpool had hundreds of ideas in the
pipeline, 60 in the prototype stage and 190 being
scaled for the market. By 2007, new products stem-
ming from the innovation areas contributed nearly
$2.5 billion in worldwide revenue, and approximately
$4 billion of $19 billion in 2008 revenues. In 2008,
Whirlpool had 61,000 employees and nearly 1,100
volunteer I-mentors worldwide who helped facilitate
innovation throughout the business. Executives at
Whirlpool ascribe their success in part to the way this
investment in innovation and training has changed
the company’s culture.

Whirlpool’s focus on resources demonstrates
that a critical starting point for a deliberate, system-
atic and comprehensive innovation initiative begins
by building a community of innovation experts.
Most innovations happen within a community, and
the core of any community is a common language.
All disciplines — management, medicine, law —
have their own lingua franca.® So does innovation.
Creating a community of innovators requires a good
understanding of the language of innovation and its
concepts and tools.

Assessing an Enterprise’s
Innovation Culture

Each of the six building blocks in our model is
composed of three factors (18 in all), and each of
those factors incorporates three underlying ele-
ments (54 in all). As we move from those abstract
building blocks toward more concrete elements,
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the innovative culture becomes more measureable
and manageable — for example, the abstract build-
ing block of climate involves the factor of safety,
which can be further divided into openness, integ-
rity and trust.

After developing our building-block frame-
work, we designed a test around these 54 elements
to enable managers to assess the innovation culture
of their company.” Over the past three years, we
have given the test to 1,026 managers at 15 compa-
nies, diversified by sector and geography. (See “The
Building Blocks of Innovation Survey,” p. 34. Turn
the magazine clockwise to read the survey.)

To analyze the results for an organization, we
calculate an average for each question (element),
the distribution of the responses for each question,
an average for each factor (average of the three
questions related to each factor) and finally the av-
erage for each building block (the average for the
three factors related to the building block). The
final average of the six building blocks represents
the company’s overall score, which we call the “In-
novation Quotient.”

The Innovation Quotient number can be a use-
ful benchmark for comparing the overall level of
innovation between companies, divisions and
teams based in different regions. However, execu-
tives we have worked with tell us that the most
important value of the Innovation Quotient assess-
ment is its ability to rank the factors and elements
that support innovation. This gives them an easy-
to-understand scorecard that allows them to zero
in on the strengths and weaknesses of their organi-
zation’s innovation culture.

Applying theTool
A large, family-owned Latin American agribusiness
needed to set up of a new division abroad. The
company had a relatively strong executive team
comprising mostly family members, who made all
the decisions and drove implementation. As suc-
cessful as the company had been as an exporter,
however, executives realized they did not have the
bench strength among their managers to undertake
this new venture. They decided to use our assess-
ment tool to find out how they could develop the
creative leadership they needed to grow.

The employees who took the survey gave the
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company high marks on external success (which
they ranked No. 1 among 18 factors) and enterprise
success (No. 6 among 18 factors), but ranked the
company poorly on the individual component of
success, ranking it No. 16 out of 18 factors. Employ-
ees also ranked the company’s leadership poorly on
engaging the rest of the workforce; the “engage”
factor ranked lowest among the 18 factors. (See
“Ranking Innovation Factors at a Latin American
Agribusiness.”) Individual employees did not take
the initiative in innovation activities (ranked No.
53 out of 54 elements), perhaps partly because the
leaders did not coach and provide feedback to em-
ployees (ranked No. 50 out of 54 elements). Many
employees felt that they did not have adequate sup-
port from leadership during success or failure of
projects (ranked No. 46 of the 54 elements). Nor
did they think the company would reward individ-
uals for participating in potentially risky
opportunities (ranked No. 51 out of 54 elements).

After a healthy discussion of the survey results,
the executive team set out to develop the next layer
of management through management training
programs coupled with delegation, coaching, sup-
port and feedback systems — and most of all, by
changing their own behavior.

Everyone’s Opinion Counts We find that people
at or near the top — the individuals who make the
decisions and control activities — often tend to
have a much rosier view of their organization’s cul-

ture than do mid- to lower-level managers and

giving 360-degree feedback to capture the insights
of many and bring to light things that the bosses
cannot see.

Elimination of Conjecture and Barriers to
Change The bigger the organization, the more re-
sistant the enterprise is to change.® This trait seems
to be most pronounced in multinational compa-
nies. Managers often blame poor acceptance of new
strategies, sloppy implementation of enterprise-
wide projects and lack of standardized processes
across geographies and divisions on subcultures
within the enterprise.

A structured cultural assessment using some-
thing like the Innovation Quotient survey can
check the veracity of such complaints. For exam-
ple, a global medical device company wanted to act
upon a more coordinated global operations strat-
egy. Two years into the program, the executives
and senior managers of the company spoke of big
challenges due to the cultural differences between
their European and U.S. operations, and also be-
tween the R&D and manufacturing groups in
those two geographies. To everyone’s surprise, the
assessment results found no statistical differences
between the units’ responses for each of the six
building blocks — suggesting that their problems
were due to some other issue.

RANKING INNOVATION FACTORS AT
A LATIN AMERICAN AGRIBUSINESS

Employees at a large, family-owned Latin American agribusiness gave the

company high marks on external success (which they ranked No. 1 among 18
factors) and enterprise success (No. 6 among 18 factors), but ranked the com-
pany'’s poorly on the individual component of success, a factor they ranked No.
16 out of 18. Employees also ranked the company’s leadership poorly on en-
gaging the rest of the workforce; the “engage” factor ranked lowest among
the 18 factors.

rank-and-file employees. Executives, like everyone
else, naturally think that they are doing a good job.
Further, executives do not always have a complete
view of enterprise reality; they simply cannot see

everything that goes on.

Executives are also often at odds with their em- 3 People / 8 Entreprencurial
ployees in terms of where they see the greatest 12 Systems . Val 3 Creativity
strengths. Most executives rate their companies as . e CLLLD) .

. . . . . 11 Projects 8 Learning
being stronger in the more intangible, people-ori- 4
ented building blocks (values, behaviors and ‘ Ideate 7 Energize
climate) than in the more tangible, tool-oriented 14 Shape Processes | Behaviors ‘ Engage
ones (resources, processes and definition of suc- 9 Capture v 4 Enable
cess). People lower in the enterprise often make the

. 1 External 10 Safety
opposite assessment. 6 Ent | Success Climate
nterprise imolici
If given to a broad enough group, the survey can ) .p 15 Simplicity
@ nndividual 13 Collaboration

help correct for these two imbalances, by, in effect,
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The knowledge that people in these different
units thought and acted more alike than previously
supposed profoundly affected the leadership
group. Having lost the excuse that differing work
cultures was the source of their problems, they were
able to use the similarities between groups as a basis
for greater collaboration.

Exposing Inconsistencies Between Thought
and Action Another useful aspect of this tool is its
ability to reveal inconsistencies. For instance, we
find that most senior executives rate themselves
highly in terms of their desire to explore new op-
portunities yet do not always provide their people
with the time, space or money to pursue those op-
portunities. Similarly, they give themselves high
scores for providing the freedom to pursue new op-
portunities even as their subordinates describe
their workplace climate as rigid and bureaucratic.

This turned out to be the core problem faced by
a very large company in the U.S. entertainment in-
dustry. Employees ranked the creativity factor
under the values building block very highly, but the
climate within the enterprise was anything but
open. Simplicity — lack of bureaucracy and rigid-
ity — ranked at the very bottom of the 54 elements.
Also, people were not given sufficient resources to
conduct innovative projects. Dedicated resources
for projects ranked close to the bottom: No. 53 out
of 54 elements. Not surprisingly, the company had
trouble innovating. As mentioned earlier, values
are much less about what executives think, speak or
write than about what they actually do — as mea-
sured by time, money or resources.

Pursue Change Where It's Possible One practi-
cal virtue of the Innovation Quotient tool is that it
can be applied at any level. Even in a company with
a caustic culture, local leaders can use the tool to
help build islands of innovative thinking and
action. By asking direct reports to respond to
the 54 questions in the survey, the leader of any
subunit — subsidiary, division, department or
team — can determine the innovation quotient of
his or her area of responsibility and begin a cam-
paign to make positive change.

Consider the case of a U.S. subsidiary of a large
European bank. The bank had a reputation as an
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inflexible, bureaucratic, command-and-control
company. Neither its competitors nor its customers
regarded it as innovative. Nevertheless, the subsid-
iary’s culture had some strengths. Employees felt
that it was a safe climate in which they could ques-
tion decisions and actions. Their executives also
inspired them with a bold vision of the future.
Building on those factors, the leaders of the unit
were able to become visible champions of innova-
tion, and the subsidiary managed to accomplish
quite a lot within its market.

Using the Results The survey instrument is not
meant to look for balance — either among building
blocks or among the factors within them. Compa-
nies that are very low on some factors but very high
on others can still be successful. For instance, one
very successful U.S. high-tech company rated quite
low for climate but very high for the other five fac-
tors. Nor should one expect to find balance all over
the company. It may be fine and even desirable if,
for instance, a bank’s compliance officers are less
innovative than its marketers.

Moving From Assessment

toAction

After examining the survey results, management
can get a clear, data-supported picture of where
their culture is strong and weak and then focus on
specific areas where improvement is most needed
and most likely to pay off. For instance, if the survey
question, “Our leaders model the right innovation
behaviors for others to follow,” receives low scores
from the IT group, the chief information officer
may be encouraged to make some changes.

These results also provide opportunities for learn-
ing. High scores in one or more units may indicate
best practices that managers in lower-performing
units can emulate.

Focus on Strengths Most executives want to im-
mediately fix the negatives in the Innovation
Quotient assessment, but we find it’s best to build
on an organization’s strengths. For example, a
large European insurance company that had spe-
cifically set up an internal venture unit to help it
become more entrepreneurial and innovative

found the new unit wasn’t accomplishing as much
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as it should. After administering the Innovation
Quotient assessment, executives found the unit
was not engaging people from different levels with
its innovation initiatives. This resulted in a climate
that lacked collaboration. However, the assessment
showed that employees were eager to be innovative
and creative. They even thought that they had the
right internal champions and talent to succeed in
their innovation initiatives. Understanding this,
the executives concluded that they just needed to
bring people in the organization together to make
things start to happen.

Start Small and Scale Slowly Managers eager to
transform their cultures often try to do too much at
once. A better strategy is to focus on a few things
and leverage their successes into a broader trans-
formation over time. Cultures change very slowly.
When asked to participate, people often show resis-
tance — undermining and active sabotage are
common. “Show, not sell” persuasion works best in
these situations, along with healthy dollops of en-
couragement to early adopters.

Barring an external jolt or internal crisis, it is dif-
ficult to change deep-seated beliefs and behaviors
and redefine success in an instant. For best results,
leaders should aim for small victories — at least at
first. A practical way to begin is to ask one or two
units to work on no more than three of the 54 ele-
ments. Their success should trigger a widening
circle of improvement. Measurable results are more
powerful than arguments, campaigns and man-
dates: People change when they see their peers
becoming more productive, engaged and successful.

Using an innovation assessment tool such as the
Innovation Quotient survey can be a first step for
companies that intend to enhance their culture of
innovation. In developing a plan that utilizes sur-
vey results to improve the organization’s innovation
culture, companies should begin by focusing on
their organizational strengths, starting small and
scaling up slowly. Finally, beware of past triumphs.
Opver time, the strong culture of a successful organi-
zation can become a stumbling block, making the
company blind to new technologies, new business
models or new possible competitors emerging on
the horizon. Business history is filled with exam-
ples of companies that were innovative market

SLOANREVIEW.MITEDU

leaders in one generation and turned into unimagi-
native bureaucracies in the next.

Jay Rao is a professor of technology and innovation
at Babson College in Babson Park, Massachusetts.
Joseph Weintraub is a professor of management

at Babson College. Comment on this article at
http://sloanreview.mit.edu/x/54315, or contact the
authors at smrfeedback @ mit.edu.
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