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Executives face increasing uncertainties in growing their firms. They run the gamut from threats from new startups to changing customer 
habits to the rapid proliferation of new technologies.

For every product that a company is selling, a startup somewhere in the world is unbundling it and developing a new value proposition 
to sell it in a more compelling way. Those startups are connecting products, services, and technologies in ever-creative ways that are 
leading to new markets. 

Further, the economy could shift unpredictably or regulatory changes could cause costly unintended consequences. 

These uncertainties create a dilemma. Executives need to compete with known competitors and deliver profits now, while at the same 
time they need to prepare for uncertainty and unknown futures. We call this the Executive’s Dilemma.

Perhaps the most important factor in the Executive’s Dilemma is time. Executives need to balance immediate profits with long-term 
growth. They need to frame expectations with their boards of directors, shareholders, and employees in terms of dollars and cents as 
well as in terms of time and vision and long-term outcomes. 

The Executive’s Dilemma and Three Horizons
In The Alchemy of Growth, Mehrdad Baghai, Stephen Coley, and David White developed a visual model that illustrates this Executive’s 
Dilemma, called Three Horizons.1 The Three Horizons are:

1. Horizon 1 (H1, the short term): defend and extend core business

2. Horizon 2 (H2, the medium term): build emerging businesses

3. Horizon 3 (H3, the long term): create viable options

The problem executives face in this dilemma is that the immediate focus is almost always on Horizon 1, the short term. This is the core 
business where all current revenue is generated. 

While Horizon 1 creates revenues and wealth, Horizon 2 and Horizon 3 are investments in the future. At the same time, they are expense 
centers with no immediate tangible value. They will take ongoing investment over extended time periods to yield positive returns. 

Three channels are used to develop Horizon 2 and Horizon 3 opportunities: 

1. Mergers and acquisitions (M&A)

2. Corporate venture capital

3. Innovation (incubators and accelerators)

1 Baghai, Mehrdad, Stephen Coley, and David White, The Alchemy of Growth, Texere Publishing (1999).
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The most common approach to Horizon 2 growth is to purchase existing, reasonably mature companies through M&A. The main 
advantage of M&A is that it can impact the bottom line immediately and expand a company’s core capabilities. 

The three drawbacks to M&A are:

1. The cost is usually high. They are, however, easy to sell to stakeholders because an executive can 
use simple math to add the benefits of combining operations, typically characterizing it as the 
sum is greater than the parts (1+1=3). The measurables are all tangible and easy to understand. 
Unfortunately, more often than not in an M&A, the sum is less than the parts (1+1=1.5).

2. Most acquisitions fail to be integrated successfully into the firm.

3. The merged entities typically don’t improve the firm’s potential to create Horizon 3 products. M&A works 
for H1 and H2 growth, but does not provide the long-term adaptability needed for H3 growth.

Corporate VC is a less-expensive form of M&A, investing in early stage companies. These companies may be fully acquired in 
the future, and the investment gives the firm a front-row seat to new technologies and new business models. Corporate venture 
investments can lead to H3 growth. The risk, as with any startup investment, is that only a few of these startups will survive or 
deliver a lasting value proposition.

Innovation programs are similar to corporate VC investments, but they can churn through many more ideas and innovations at a 
much cheaper cost. Corporate venture may invest $5 million to $10 million in a startup that is far along in developing an idea to bring 
to market. Alternatively, a company could spend $1 million to $2 million running an innovation program for a year. Each program can 
make a quick assessment of between 20 and 200 product ideas in that time and deliver a small number of minimum viable products 
to be developed and scaled for a larger rollout. 

Perhaps even more important, incubators engage customers throughout the ideation process to better understand their needs and 
provide better value propositions. An M&A or corporate VC program doesn’t provide this channel of engagement with the customer 
in developing products, services, and more important, business models. 

Insurance
Tristan Kromer is a lean startup coach who uses an analogy in explaining 
how executives can think about planning for the long term. He compares 
investment in innovation to taking out life or health insurance. Since we 
don’t know what the future holds, insurance can protect us and our families 
against unknown future occurrences. 

At an evolutionary and species level, we do this by procreating. We have kids. 
The more kids we have, the better the odds that our gene pool will survive. 
Kromer suggests that mature firms should have lots of kids (startups) and that 
innovation programs (e.g., incubators) are the best way to produce hundreds of 
ideas that can grow into new products and value propositions, and eventually blossom into internal or external startups (spin-ins and spin-outs).

Executives take out insurance by investing in long-term (Horizon 3) innovation. This is a hedge against unknown futures and market instability. 

We know markets are ultimately unstable in the long term. They emerge, grow, and eventually die. So, investing in innovation is a good, 
justifiable bet for any executive of a mature firm. 

The challenge for the executive is making the right long-term investments and then determining how to evaluate those investments from the 
present time frame facing uncertainty in the future of unknowns. 

Executives Need to Measure Innovation
Innovation and technology are the differentiators in developing and delivering value propositions to customers that are cost effective, 
functional, and sustainable. 

In a 2016 PWC survey,2 90% of CEOs said they are changing how they use technology to assess and deliver products and services to 
changing customer expectations. Almost 25% of CEOs said they don’t have enough information about what customers want. 

2 PWC, “Redefining business success in a changing world: CEO Survey,” 19th Annual Global CEO Survey (January 2016.)
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Brian Moynihan, CEO of Bank of America, said, “The major trend that all industries face is the impact of technology on every single 
aspect of a company...Technology is going to lead to sea changes in how companies are organized and run across all industries.”3 

Most executives agree with Moynihan. Unfortunately, most companies continue to struggle to realize growth through digital innovation. 

There’s often a disconnect between innovating technology and the business model. Many firms adapt digital and technology innovations 
as best practices, but best practices rarely lead to organizational growth. Best practices amount to treading water with everyone else. 
Meanwhile, startups are using technology to unbundle and disrupt markets.

CEOs say innovation is the number one area that needs better measurements. Over half of CEOs (55%) in PWC’s CEO survey said they 
need to figure out how to measure the impact and value of innovation, ahead of measuring risk (53%) and business strategy (39%). 

Innovation Isn’t R&D
One of the biggest mistakes an executive can make is to equate innovation with R&D. They are not the same. 

R&D is the execution of a product or service development. 

Innovation, on the other hand, is a strategy to adapt to changing markets and customers. This strategy may include R&D product 
development, but it also needs to include some or all of the following facets: 

• Evolution of a business model

• Convergence of corporate, customer, and employee values

• A process that leads to a better understanding of the customer and customer experience

• Development of new talent and leaders

• Increasing engagement of stakeholders inside and outside the firm

• Delivery of new value propositions

New products and services that aren’t born from this process aren’t innovations and are more apt to fail. These components of innovation 
can be summed up in four key elements.

The Four Elements of Innovation 
There are four core elements to successful innovation. Combined, these make up an innovation strategy. The success of this strategy 
can be measured with a core set of metrics, which we’ll discuss in the final section. These aren’t the same old metrics that consulting 
firms use. These metrics can give an executive insight and understanding of where the innovation process is and what progress it’s 
making toward long-term sustainability.

3 PWC (2016).

ELEMENT

1
Corporate, Customer, and Employee Values
These values provide a starting point for a firm to develop an innovation strategy and also provide a 
benchmark to the process along the way.

ELEMENT

2
Networks and Talent
The innovation network serves both as a talent development channel and a means to engage stakeholders, 
experts, and customers throughout the innovation process.

ELEMENT

3
Business Model Evolution
Breakthrough innovations don’t appear out of thin air. They are the result of the evolution of the 
business model.

ELEMENT

4
Speed and Feedback Loops
Speed is more important than quality ideas in the incubation phase. Speed is the pace of frequent 
engagement with customers and internal stakeholders during the iteration process.
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Element 1 
Corporate, Customer, and Employee Values
Customers are increasingly discerning about the products and services they buy. They want to purchase products made by companies 
that share their values and that are invested in the betterment of the world.

Customer values are important to the innovation process. In many 
ways, innovation is about finding the common ground between 
corporate and customer values. 

We can’t guess what the customer wants. Products and services 
cannot be created in a vacuum. They need to be created with an 
enlightened understanding of the customer and, even more, with 
the customer’s direct participation in their development. 

The success and popularity of Eric Ries’s Lean Startup methodology is based on developing rapid feedback loops with customers to 
guide the innovation process and kill projects early that don’t engage the customer with a wanted value proposition. Lean practices 
articulate the importance of the customer.

Disruptive innovations may or may not serve a company’s current customers in the long run, but they should be consistent with the 
company’s core values. A company may shift and create new products and services for new markets, but its core values will provide 
consistent guiding principles for innovating. 

An innovation project should be easily articulated by anyone on the innovation team in terms of the firm’s strategic vision and core 
values. These are the guiding principles of the project. An executive should be dubious if any member of the innovation team cannot 
articulate a project in these terms.

Further, innovation isn’t only about product engineers and customers. It’s also about engaging a team across the organization and 
soliciting regular input from business developers, marketing managers, supply chain managers, accountants, and finance managers. 

The value proposition needs to converge these viewpoints into a product or service, or even a better understanding of what the customer 
wants. If an engineer develops a product the customer wants, but the business development team can’t sell it or the marketing team 
can’t market it or the accounting department says the support costs are too prohibitive, the product isn’t an innovation. Innovations 
need to find support across the entire business model and with all the stakeholders who will play a role in its success. 

Innovation is the exploration and discovery of value propositions that customers want. 

It’s not just about customer and corporate values. Employee values need to align as well. How can CEO’s engage employees around 
the firm’s values and strategy as well as develop a talent pipeline? Prospective employees are discerning in where they choose to work, 
seeking out organizations that share their own values. If CEOs can’t find common ground, they won’t be able to grow an engaged, 
committed workforce and will struggle perpetually with the disconnect between corporate and employee values. Most CEOs (59%) 
said they need to better communicate their firm’s organizational purpose and values.4 

Innovation should ultimately create more overlap between corporate, customer, and employee values. The innovation process helps 
a firm (and its employees) better understand the customer and create products and services that better align with the customer.

4 PWC (2016).
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Corporate values are the soul of an organization. They determine how engaged 
employees are. 

The success of innovation rides on how well customer and corporate values are 
aligned, as well as how well the firm communicates with its employees and develops 
and embraces shared values from the bottom to the top of the organization. The 
impact of innovation is more readily found in those companies that do well at 
communicating their purpose and values. 

An innovation program should begin with the company’s core values and strategic goals.

Element 2 
Networks and Talent
Finding and developing talent should be one of the goals of an innovation program. 
Just as it is important to understand customers better through the innovation 
process, it is important to use an innovation program as part of an organization’s 
talent development and recruitment effort, wholly outside of HR. 

An innovation program is a good means to identify people who want to give more 
of themselves to something bigger in the organization. These people can become 
leaders and champions within the firm. They can also be ambassadors from the 
innovation program back through the firm, particularly if they have developed large 
networks within the company. They can help a firm develop a culture of innovation 
and also find other talent within the organization. Often, an HR department is 
too siloed to find or tap talent in this way. Further, the resume is a poor metric for 
assessing entrepreneurial talent.

Outside the firm, communities of interest have formed around technology and 
entrepreneurialism. These communities can source an innovation project, and if engaged 
in meaningful ways, they can serve as talent pools. Typically, these communities are 
held together by many shared values, often including values about work-life balance 
and freedom to pursue projects of personal interest. 

CEOs know they need to find employees and future leaders who have entrepreneurial 
mindsets and who can adapt to changing markets and needs within the firm. 

Most CEOs (75%) say developing a skilled, educated and adaptable workforce is 
a business priority.5 And almost half of all CEOs (49%) say they are changing their 
talent strategy to focus on creating a long-term pipeline of future leaders, future 
entrepreneurs and people who can adapt to rapidly changing markets. 

Innovation programs can be used to attract and develop entrepreneurial talent.

Intrapreneur Networks
When putting together an innovation team (e.g., incubator, accelerator), direct 
skill and talents are important, but equally important are the size and quality of 
the professional networks of each of the members. 

Internally, executives want intrapreneurs who are connected throughout the firm, 
across many departments and business units, as well as across the industry and 
supply chain. The more connected these team members are, the more they can 
draw on those connections in the course of an innovation project to get feedback 
and engage stakeholders. 

5 Id.

Source: http://www.mckinsey.com/business-functions/strategy-
and-corporate-finance/our-insights/leadership-and-innovation

Networks and Innovation
Successful innovation depends on robust and open 
networks. Intrapreneurs who are connected across the 
firm are more likely to be successful in incubating and 
accelerating new products and services than those who 
are hindered by small networks and spheres of influence. 

Further, firms that value open networks (see High 
Performing Unit) over networks that are characterized 
by bottlenecks and gatekeepers (see Low Performing 
Unit) will be more adaptive and successful in their 
innovation efforts. 

These networks are also a measure of a firm’s values 
and attitudes toward collaboration, innovation and 
employee engagement.
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They want to engage as many stakeholders as possible—those who 
can help them understand the customer, provide feedback on a 
value proposition, and ultimately impact the success of a product. 

Some members of an incubation team should be influencers within 
their own communities and with a broad range of people across 
the organization. 

Entrepreneur Networks
Firms want to bring onto their innovation teams entrepreneurs who have robust networks outside the firm.

These entrepreneurs will have their fingers on the pulse of what’s happening with technology and what new innovations are being 
developed across a broad range of industries. Their networks will extend to programmers, data scientists, and others who are active 
in technology and startup communities. This will pay dividends when a project needs to scale up quickly and the firm needs to find 
talent. It will also provide an additional feedback loop during the course of an innovation project. 

Innovation projects that don’t stand on robust networks are more likely to fail or to produce products or value propositions that aren’t 
connected to reality. 

An innovation platform is more than just an opportunity to generate new ideas and discover new value propositions with the customer. 
It’s an opportunity to build a long-term talent pipeline of entrepreneurial thinkers and leaders, of programmers, of data scientists. It’s 
a means to find future leaders and executives who are connected and influential throughout the firm. HR departments don’t have the 
means to find or attract entrepreneurial talent. The innovation platform should serve this purpose.

Element 3 
Business Model Evolution
We like to use Alexander Osterwalder’s Business Model Canvas (BMC) to illustrate how business models work. It’s a great tool for visually 
understanding the components of a business model. Many startups use the BMC as a means to flesh out their ideas. 

The challenge that BMC has is that it’s a static model. Time isn’t part of the equation, so many practitioners still hit a wall when trying to 
use it to think about the future, about Horizon 2 and Horizon 3 time frames. 

It’s difficult, if not impossible, to conceptualize a market-ready innovation three to seven years out. Too much can happen. Industries and 
markets may look entirely different. Will the future customer even want what is being developed now? 

The million-dollar question is: How can an executive or innovation team plan for H3 innovations? 

The only answer:

Take progressive steps to understand the customer and evolve the business model. 

There’s no shortcut. 

Many innovation gurus tell us to focus on breakthrough (Horizon 3) innovations. The problem is they can’t tell us how to get to H3. If we 
innovate hard enough on breakthrough ideas, some magic will occur and we’ll fall upon some epiphany that will take us to H3. This is a 
silver-bullet theory. And it’s the dominant theory espoused at innovation conferences. 

The beauty of a silver-bullet theory, at least for so-called innovation experts, is that it’s not disprovable. We can look at companies that 
arrive at ground breaking insights. There’s always some leap from our current understanding to an enlightened understanding. A narrative 
is created, the myth of innovation, which describes a transcendent jump from H1 to H3.

In reality, there’s never a jump directly from H1 to H3. There’s a progression that involves the convergence of corporate and customer values, 
the evolution of a business model through incremental steps, and improving our understanding of the customer and testing our hypotheses. 

We believe that there is a road map across these steps and that we can measure our progress. 

Innovation projects that don’t stand 
on robust networks are much more 
likely to fail or to produce products 

or value propositions that aren’t 
connected to reality.



Most innovations fall into these three categories:

• Horizon 1: incremental innovation 
(e.g., next-generation products)

• Horizon 2: growth innovation that shifts 
one or several parts of an existing business 
model (e.g., new product types, new 
customer focus, new value proposition)

• Horizon 3: disruptive innovation 
(e.g., breakthrough innovations 
that create new markets)

Incremental innovations (H1) are aimed at the short term. Often, 
they hit the market in 6 to 24 months. They are typically next-
generation products or services that will have an immediate 
impact on revenues if successful. They offer the same value 
proposition that current customers are accustomed to finding. 

Growth innovations (H2) go beyond incremental iterations by altering the business model. They may include a new product category, new 
customer focus, or new value proposition. These are usually aimed at Horizon 2 growth periods and may take longer than incremental 
innovations to become sticky with customers and gain critical mass. Growth innovations become the incremental step that needs to be 
taken on the way to finding disruptive innovations.

Disruptive innovations (H3) are less predictable. They can appear at any time, though they typically take three to seven years to appear, 
mature, and impact significant market shifts. During this time, the business model will go through a series of progressive evolutions, both 
internally within a company and externally in the market. These progressions will eventually result in the convergence of new elements 
in the business model that will lead to the emergence of new markets. 

The key difference between incremental innovations and disruptive innovations is in the business model. 

Successful long-term innovation shows the business model evolving from H1 to H2 to H3. The business model in H3 is largely changed 

from where it began in H1.

Business Model Canvas

Alexander Osterwalder’s Business Model Canvas, a visual representation of the business model, 
is used both by lean/agile practitioners and corporate strategists.

Business Model Evolution

The business model 
doesn’t evolve. Next-gen 

products provide the 
same value proposition 
to the same customers.

The business model has completely 
evolved. Most, if not all, parts of 

the business model have changed 
and bear little to no resemblance 

to the H1 business model.
One or more parts of the 

business model change,whether 
it’s a new value proposition, 

new customer segments, new 
channels or whatever. The model 
still holds onto parts of the core 

business model from H1.
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Growth innovations will typically shift one or several parts of the business model in some way. For example, a new product may target a 
new customer segment, expand a customer segment, or offer a new value proposition to a company’s current customers. 

Disruptive innovations, on the other hand, will shift most or all parts of the business model. 

This doesn’t mean that executives should look to break completely from their current business models. That’s not how to get to a breakthrough 
innovation. In fact, that’s the last way to develop disruptive innovations. They are almost never discovered out of the blue. They are the 
result of a series of progressions across the business model. In their book Blue Ocean Strategy, Renée Mauborgne and W. Chan Kim tell us 
to look for blue oceans (new markets) to expand, but discovering these markets isn’t a matter of genius insight.

The business model evolves. This evolution is directed by the web of interactions between customers, technology, intrapreneurs, stakeholders 
in the firm, entrepreneurs, stakeholders outside the firm, and networks.

For example, say we developed a product that changed the value proposition for current customers (H2 growth). Then, next year, we 
found our product was successful and saw an opportunity to market it to a new customer segment. And the following year, we licensed the 
product to be used by one of our partners in a separate industry. By the time we’ve gone through this evolution, we’ve completely shifted 
three core aspects of our business model, as related to the product. If the success of that third-, fourth-, or fifth-iteration model starts to 
eclipse the original business model, or the rest of our business, we can call it a breakthrough innovation. 

In Innovation and Entrepreneurship, Peter Drucker wrote, “Systematic innovation … consists in the purposeful and organized search for 
changes…” 6 Systematic innovation is the purposeful and progressive shift of the business model.

As we develop new products and services through an innovation process, we need to look for changes that can lead to an evolution of our 
business models. This is how we move from the development of products and services for the short term (Horizon 1) to the development 
of them for the long term (Horizon 3).  This is how we purposefully discover blue oceans.

Let’s take the auto industry. 

Car manufacturers have been designing intelligent features (e.g., automatic braking or hands-free parking) that use complex algorithms. 
These features amount to a simple value proposition change for their existing customers (people who buy and drive cars). 

These technologies, a form of artificial intelligence, can be expanded to create self-driving cars, as companies including Google, Audi, and 
others are working on. There’s a shift not only in the customer value proposition, but also in channels, as car companies start to partner 
with technology and software companies to develop artificial intelligence tools. 

The next shift is transformational, as automakers take the resources they are developing and look for new applications (e.g., new industries). 
These technologies could impact the logistics and delivery businesses, as we may find that UPS and FedEx go to a driverless model of 
delivering packages or Uber and Lyft go to driverless fleets of vehicles. We haven’t witnessed that transformation yet, but we can start to 
imagine the possibilities. 

Let’s be clear: This is not magic. There’s a clear path that breakthrough 
innovations follow. 

Leading business journals, unfortunately, usually focus on the outcome, 
zeroing in on what’s special about an innovation and corresponding 
business model. They create hero myths about visionaries and 
entrepreneurs. The evolution, not of the product but of the business model, 
shows how a company moves successfully from Horizon 1 to Horizon 3. 

When we look at innovation failures, we also tend to look at a snapshot instead of an evolution. The snapshot almost always shows a 
flaw in the business model. What it doesn’t show is how that flaw occurred. Typically, it happens when a company skips one or more 
progressive evolutionary steps in developing a business model. They try to jump directly to Horizon 3, often taking a stab in the dark at 
what customers want. In Lean parlance, they don’t engage the customer throughout the innovation process. Occasionally, they are lucky, 
but most often, they fail. 

Executives should think about innovation as part of the evolutionary process of a business model. 

6 Drucker, Peter F., Innovation and Entrepreneurship. (2006)

Disruptive innovation is the result 
of a series of progressions across the 

business model.



Element 4 
Speed and Feedback Loops

Fast Innovations Reduce Investment Risk
Firms have been moving away from large internal R&D operations and 
are using incubators and accelerators to develop and scale new products 
and services much faster. 

Success comes more from the speed of these incubators and accelerators 
than from the initial quality of ideas offered for consideration. By making a 
small investment to test a large quantity of ideas in the incubation phase, 
a company reduces its risk when it chooses to make a bigger investment 
to build out and scale an innovation to bring to market or deliver new 
value propositions. 

An incubator team made up of about 6-10 people (a mix of both intrapreneurs 
from inside the firm and entrepreneurs from outside) can iterate on up to 
50 product ideas in three months, quickly moving from one idea to the next 
and killing off bad ideas early in the process before the company makes a 
larger investment to roll out a product. 

The innovation team will engage both customers and people across the 
organization, soliciting rapid, continuous feedback. 

The idea is to generate lots of ideas, weed out the bad ideas quickly, refine 
the business models for the winning ideas, and pass those winning business 
models onto the accelerator stage to go through a similar process to roll 
out and scale quickly.

A corporate incubator can derisk investment by building value propositions 
through the process of engaging the customer and people throughout the 
firm before a big investment to commercialize is made. 

Severin Schwan, CEO of Roche, one of the world’s largest pharmaceuticals, 
says it’s important to establish stage gates early in the process to minimize 
investment risk: “Our aim is to find things that will one day be breakthrough 
innovations,” said Schwan in an interview with McKinsey Quarterly, “and 
to ‘derisk’ them during the early stage, to the point where they are not big 
gambles if they get to the late stage.” 7 

At each stage-gate hurdle, the innovation team can:

• Stay the course with the design

• Pivot the design/business model

• Kill the project

When a project is killed or fails during these early stages, it’s a victory for 
the company. The firm hasn’t lost tens of millions of dollars by investing 
in an untested product. 

7 McKinsey & Company, “Organizing for breakthrough innovation,” interview with Severin Schwan, 
McKinsey Quarterly ( January 2016), available at: http://www.mckinsey.com/business-functions/
strategy-and-corporate-finance/our-insights/organizing-for-breakthrough-innovation

The Innovation Web
W. Brian Arthur is an Irish-born economist and pioneer 
of the science of complexity. He helped establish the 
Santa Fe Institute as its first resident fellow. His work 
led to a broader understanding of both economics and 
technological progress. In his 2009 book, The Nature of 
Technology: What It Is and How It Evolves, he lays out 
a framework for how technologies (and consequently 
economies) evolve.

Arthur writes, “A novel technology emerges always 
from a culmination of previous components and 
functionalities already in place. We can step back 
from this observation and view origination with a 
wider-angle lens by seeing a novel technology as the 
culmination of a progression of previous devices, 
inventions and understandings that led up to the 
technology in question.”

He goes on:

In fact, supporting any novel device or method 
is a pyramid of causality that leads to it: of 
other technologies that used the principle 
in question; of antecedent technologies that 
contributed to the solution; of supporting 
principles and components that made the new 
technology possible; of phenomena once novel 
that made these in turn possible; of instruments 
and techniques and manufacturing processes 
used in the new technology; of previous 
craft and understanding; of the grammars of 
the phenomena used and of the principles 
employed; of the interactions among people 
at all these levels described.

Arthur’s insight is far reaching for our understanding of 
not only technology and economies, but also innovation. 
Existing technologies can be refined or combined 
to address a specific problem or newly recognized 
need. Innovation is about making these connections 
between existing technologies and a problem, between 
customers and value propositions. A new narrative is 
formed for how technology can or might be used, or 
how a value proposition might improve a customer’s 
life. Out of this, a new technology (a refinement or a 
combination of existing technologies) or a new value 
proposition is developed. Progress is merely the result 
of continuous refinement and combining efforts to 
address new problems and needs.

Technologies can mean science, tools, methods, 
processes, and grammar (e.g., metaphor, narrative), 
among other things. We went to the moon on technology, 
but much of that technology was in method, systems, and 
process development; it was in the web of relationships 
among the stakeholders at NASA and beyond; it was 
in understanding that innovation comes from the 
interaction of ideas and people and technology.
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Perhaps just as important, the company has learned something about what the customer wants. By killing the project, the organization 
is able to take what it learned and apply that knowledge toward finding a different value proposition for the customer. 

Every step of the innovation process is an opportunity to learn more about the customer and market. This knowledge will help the company 
ultimately deliver better products and value propositions to the customer. And it will help guide the company’s strategic vision.

Derisking Innovation: Lean methods test a large number of ideas early in the innovation process instead of making a large 
investment in one idea.

Source: McAfee, Sam, Startup Patterns: How great startup teams work, 2016. http://startuppatternsbook.com

Conclusion: Measuring Innovation
Our innovation methodology is important because we’ve laid out the 
parts of the process in a systematic way for taking measurements. The 
executive needs to understand the innovation process well enough 
to know how to measure it.

More specifically, the executive needs to answer the question for 
herself: How do I manage innovation in quantifiable terms of sustainable 
growth, profits, and return on investment? 

Unfortunately, some people (typically speakers at innovation conferences) will suggest that innovation is either not measurable or the 
measurements don’t tell us anything because the data is limited. For example, we've heard people suggest:

• “If you try to measure innovation, you’ll only succeed in stifling innovation.”

• “Measuring ROI is impossible because we don’t know outcomes yet.”

While these explanations are weak, they are understandable and illustrate the paradox of innovation. It’s difficult to determine the right 
innovation measurements. Most of them seem too soft and abstract. Others (typically those developed by the big consulting firms) become 
so complex that they have no tangible value for executives. They obfuscate the truth as much as tell us anything valuable.

Executives need to view innovation measurements through a business lens, not a financial accounting lens. That’s not to say they shouldn’t 
connect the dots from an investment in innovation to a return on innovation. They should. They need to. 

The Four Elements of Innovation provide a foundation for developing metrics. When combined, these measurements can determine the 
long-term impact of an innovation program within the firm.

The following metrics can be used to determine how successful an innovation program is and what impact it is having across the firm 
and even beyond the firm in opening up new markets and opportunities. 

The success of an innovation program goes far beyond the penultimate success of a product, service, or idea. It permeates across the 
organization and its impact can be measured. These four measurements work as a set within the innovation framework we’ve outlined. These 
metrics can be used as a dashboard that assesses not only the innovation program, but also the firm’s culture of innovation, the talent pipeline 
for entrepreneurial thinkers and leaders, how the firm’s understanding of the customer is changing, and how agile and adaptive the firm is.

Success comes more from the speed 
of incubators and accelerators 
than the initial quality of ideas 

offered for consideration.



Element 1 Metrics

Corporate, Customer, and Employee Values
Successful innovation is largely about better understanding the customer and trying to align internal and external values to attract new 
customers and develop a stronger bond to customers overall. 

Price is rarely an emotional driver for making a purchasing decision, but values and how a product or organization makes a customer feel 
always are. Price is important in commoditized markets when all competitive products are more or less the same. That’s almost never the 
case with innovative products. Other factors will play a stronger role in driving purchasing decisions.

Additionally, the better aligned corporate and employee values are with each other, the more engaged the workforce will be and the more 
adaptive it will be to uncertainty.

With values, executives want to develop metrics that: 

• Compare new against old customer values

• Compare customer values against corporate values

• Measure employee values and engagement

The first of these metrics can point to a changing customer demographic or even a growing or declining customer base. These can be 
compared to financial metrics, such as percent of sales from new products over past X years. As this percentage changes, do we see 
customer and corporate values converging or diverging? 

These measurements can tell an executive if her innovation program is building a stronger rapport with customers and developing products 
that those customers want to buy. Both are important.

Innovation metrics: Corporate, Customer and Employee Values

Primary Metric Summary Uses or Benefits Related Issues

Compare new customer 
values against old 
customer values

Tells us if customers are changing 
and in what way. This is a measure 
of how well we understand the 
customer. An innovation effort 
depends on understanding 
the customer better.

• How are customers changing?

• Can determine if innovation 
efforts are improving a firm’s 
understanding of the customer

• When compared to percentage 
of sales from new products 
over past X years, determines 
how strong the correlation 
is between products and 
customer values

Compare customer values 
against corporate values

Are corporate values in line with 
customer values? This will tell 
us if we are growing closer or 
farther from the customer. An 
innovation project should bring 
us closer to the customer and we 
should better understand their 
values through this process.

• Are corporate and customer 
values converging or diverging 
as innovation efforts develop 
and reach the customer

• When compared to percentage 
of sales from new products 
over past X years, sheds 
light on whether customer 
and corporate values are 
converging or diverging

Employee values and 
employee engagement

This is a means to understand 
whether the firm is receptive to 
products or ideas developing in an 
innovation lab and also measures 
the impact that intrapreneurs, 
as ambassadors, have in helping 
guide an innovative culture.

• Can determine how 
well employee values 
align with the firm

• How innovative is the culture?

• Employee engagement is related 
to how well employee values are 
correlated to corporate values
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Element 2 Metrics
Networks and Talents
Metrics can be used to measure the potential value of the talent pipeline, both internally and externally, into an innovation project 
or series of projects. 

We can also determine whether a firm has an innovative culture and a fluid pipeline of talent, such that people are moving and not 
idling in one place for years. 

Metrics can also be used to gauge the networks of people on the innovation team. The broader and more connected the team is inside the 
firm, the higher its chances of bringing to market a product that will succeed. Their networks will help them guide a project and provide 
ongoing feedback during the incubation phase and later, help them implement and scale a program within the firm. Additionally, employees 
with large internal networks are candidates for future leadership and executive roles.

Outside the firm, the entrepreneurial network will be an extension of the entrepreneur, who can engage the community to find additional 
talent, source project work, or stay current with new technology developments.

The benefits of a talent network go far beyond the innovation project and can play a role in a firm’s recruitment and talent development 
strategy. This can directly be measured against the cost to recruit outside talent and the turnover cost when employees leave after gaining 
a couple years of experience. 

Innovation metrics: Networks and Talent

Primary Metric Summary Uses or Benefits Related Issues

Size of intrapreneur network Tells us how connected the 
intrapreneur team is within 
the firm and with partners. The 
better connected, the more 
likely the innovation process will 
yield positive results during the 
feedback loop and as the product 
or innovation is scaled or folded 
into the firm’s operations.

• Access to a diverse pool 
of thoughts, ideas, and 
opinions to use for new 
products and services

• Influence in getting buy-in 
from the teams and people 
who will have to use or sell 
the innovation in some way

• The same network can be 
called upon to help roll out 
a product or implement a 
solution throughout the firm

• Intrapreneurs can be 
ambassadors for the company’s 
values across the firm

• People with large networks 
are candidates for future 
leadership positions

• Can also be used to 
guide employee values 
and engagement

Network size of 
entrepreneurs

Tells us how connected the 
entrepreneurs are within tech 
communities and can be an 
indicator of a potential talent 
pool of entrepreneurs, data 
scientists, and engineers.

• Can help the executive 
tap a community of 
entrepreneurial and tech 
talent, if and when needed 

• Can be an indicator 
of how connected an 
entrepreneur is with the 
latest technology trends

• Represents the values of outside 
entrepreneurial communities

• Creates channels for 
open innovation and 
sourcing project work

Average turnover rate 
among employees

Can tell us if too much knowledge 
is leaving the firm or if the firm 
is too stagnant and lacking 
new energy and ideas.

• High turnover = loss of 
IP and knowledge

• Low turnover = lack of 
access to new ideas

• Can help determine 
if the turnover rate is 
too high or too low

• The innovation platform is 
one means of bringing new 
ideas and entrepreneurial 
people into the firm



Element 3 Metrics
Business Model Evolution
Business model metrics are aimed at better understanding how markets and customers are changing and whether the model is keeping 
pace with changes. 

Innovation programs are as much about understanding the customer in better ways and tuning existing business models to better serve 
the customer. Just as firms want to converge corporate and customer values, they also want to develop a stronger relationship between 
the business model and the customer. 

Innovation metrics: Business Model Evolution

Primary Metric Summary Uses or Benefits Related Issues

Which product lines are 
expanding or contracting? 

These can be indicators of 
whether a particular market is 
expanding or contracting and may 
ultimately point toward a dying 
market or an emerging market.

• Can help direct where an 
innovation effort might focus

• Determining whether the 
market is expanding or 
contracting can suggest 
whether innovation efforts 
are in the right areas and 
also if past innovation 
efforts are paying off

• Units of products sold, year 
over year comparison

• Market comparison of 
competitor product sales 
(growing or shrinking)

• New product launches, 
year over year in a specific 
niche across industry

Changes in the 
business model

Tells us if the business model 
is evolving and can indicate a 
direction toward future  H2 and 
H3 business models. This can 
help with scenario planning.

• Is the business model changing 
in measurable ways (e.g. 
new value proposition, new 
channels, new revenue streams, 
new customer segments, 
new cost structure)? 

• Are innovation efforts 
leading these changes in 
the business model? 

• Can we use the evolution 
of the business model in 
scenario planning exercises?

• Percentage of sales from 
new products over past X 
years can provide context to 
whether recent changes in the 
business model are increasing 
engagement with the customer
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Element 4 Metrics
Speed of Innovation and Feedback Loops
The success of innovation has more to do with speed than good ideas. Customers and other stakeholders (internal and external) are 
involved in the iterative process through continuous feedback channels. 

These metrics can tell an executive if the incubator or accelerator is learning and improving. Further, they can be used to project time 
frames for ideas or products to develop during each stage of the innovation process (incubator, accelerator). 

Most of these metrics are based on time (e.g., stage-gate handoffs over a period of time).

Innovation metrics: Speed and Feedback Loops

Primary Metric Summary Uses or Benefits Related Issues

Number of ideas at each stage 
of the innovation process 

Can tell us if the innovation team 
is learning and improving as it 
works through ideas. This is part 
of the  lean/agile method. 

• How fast are the various parts of 
the innovation effort moving? 

• Are they learning and 
iterating more efficiently?

• New product launches

• Stage-gate handoffs

• Speed of delivery from 
concept to launch

• Number of ideas considered 
in incubator

• Number of ideas killed 
during incubator

• Number of ideas developed into 
minimum viable product (MVP)

• Number of MVPs passed 
to accelerator stage

• Number of products 
from accelerator that are 
rolled out to market

Number of customer, 
employee or department 
participants in 
feedback process

The success of an innovation 
program depends on the quality 
and quantity of feedback during 
the iteration processes with both 
customers and internal departments 
that will be involved in the 
product or service after launch. 

After a minimum viable product 
(MVP) is created, these channels 
will be equally important in 
launching and scaling the product. 
An uncooperative department 
could derail an effort, so it’s good 
to develop those relationships 
early in the process.

• How involved are customers 
and internal departments in 
the innovation process? 

• What are we learning in talking 
to the customer? Even if an 
innovation effort fails, we’ve 
come to a new and better 
understanding of the customer. 

• This metric can also shed light 
on employee engagement 
and employee attitudes 
about innovation (values).

• This metric is also related to 
the size of the intrapreneurial 
networks and can be an 
indicator of their influence 
within the firm.

• Gives us a means to better 
understand the customer.
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