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			GAME-CHANGER

			A Definition

			GAME-CHANGER (gam chan[image: image]er) 1. a visionary strategist who alters the game his business plays or conceives an entirely new game. 2. a creator who uses innovation as the basis for sustaining profitable organic growth and consistently improving margins. 3. a leader who understands that the consumer or customer—not the CEO—is boss. 4. a catalyst who uses innovation to drive every element of a business from strategy to organization, and from budgeting and resource allocation to selecting, rewarding, and promoting people. 5. an integrator who sees innovation as an integrated end-to-end process, not a series of discrete steps. 6. a breaker of the chains of commoditization who creates differentiated and value-added brands and businesses through innovation. 7. a hardheaded humanist who sees innovation as a social process and understands that human interaction—how people talk and work together—is the key to innovation, not just technology.

		

	
		
			OUR GOAL

			Winning is pretty much the same in today’s business world as it has been for decades: Create new customers, new products, and new services that drive revenue growth and profits. What’s different is how to do it.

			The acceleration of change today is unprecedented. It creates opportunities as well as the threat of obsolescence.

			The best way to win in this world is through innovation. But innovation has often been left to technical experts or perceived as serendipity or luck. Lone geniuses working on their own have, indeed, created new industries or revolutionized existing ones. But there is a problem. You can’t wait for the lightbulb to go off in someone’s head. The fruits of innovation—sustained and ever-improving organic revenue growth and profits—have to become integral to the way you run your business. That means making innovation central to the goals, strategy, structure, systems, culture, leadership, and motivating purpose and values of your business.

			Our goal is to provide you with a new way to think about and manage your business—with a new management process for making innovation central to every driver of your business. It is a process that has been extracted from our practice and research. It is based on what works in the real world and provides a new way to manage a business of any size or at any level within an organization.

			This new management process is practitioner-oriented and is presented in what we believe are concrete and actionable terms. You can, in fact, start using it on Monday morning.

			The Game-Changer is the result of A. G. Lafley’s experience with setting Procter & Gamble on a new path for increasing organic growth and Ram Charan’s wrestling for more than a decade with why making innovation happen routinely was such a dilemma, much talked about but elusive in terms of getting much done.

			In early 2001, Ram began working with one company on a framework to operationalize the way an idea moves from the person who has it to a product that is successful in the marketplace. While the company was successful in bringing innovations to market, its success was episodic. The reason, Ram observed, was that the process of innovation was fragmented. It was done “mechanically” and missing key social interactions. For example, as is common, the people in technology created something and then “threw it over the wall” to marketing with no productive interaction along the way. There was no disciplined, repeatable, and scalable process of innovation connecting various social interactions among the silos.

			The problem accelerated Ram’s interest and research. And, in the fall of 2005, he had the opportunity to meet A. G. Lafley, after following the progress that P&G made since A. G. became CEO in June of 2000. A. G., Ram observed, seemed to have made a breakthrough. Innovation at P&G was granular. It was part of what business unit managers did day in and day out. It was more than just brainstorming ideas, but at the heart of the management process and the reason for P&G’s turnaround.

			The goal, they both agreed, was to distill their experience and research and extract the lessons that could be used by others.

		

	
		
			CHAPTER ONE

			HOW AND WHY INNOVATION AT PROCTER & GAMBLE CHANGED ITS GAME

			My*1 job at Procter & Gamble is focused on integrating innovation into everything we do.

			Every business has some central organizing principle that people use as the basis for making decisions, meeting challenges, and creating opportunities. For P&G, it is innovation.

			Innovation must be the central driving force for any business that wants to grow and succeed in both the short and long terms. We live in a time when the rate of change is such that today’s unique product or service becomes tomorrow’s commodity. Winning—playing the game better than your competitors and changing the game when necessary—requires finding a new way to sustain organic revenue and profit growth and consistently improve margins.

			This means seeing innovation not as something left to the R&D department, but as the central foundation in the way you run your business, driving key decisions, be they choice of goals, strategy, organization structure, resource allocation, commitment to budgets, or development of leadership.

			All too often, managers decide on a business strategy—what markets to pursue and what products to make—then turn to innovation to support it. This is the wrong way around. Innovation needs to be put at the center of the business in order to choose the right goals and business strategy and make how-to-win choices. It is central to the job of every leader—business unit managers, functional leaders, and the CEO. The CEO, in fact, must also be the CIO—the chief innovation officer.

			While we will both hone our definition of innovation and fully develop the practical tools for becoming an innovation-centered business, let’s simply say that innovation is the foundation for controlling your destiny. It was for P&G (in my experience) the real “game-changer”—the real source of sustainable competitive advantage and the most reliable engine of sustainable growth. Innovation is the answer. That’s what I learned in the weeks and years after I received an unexpected phone call.

			ARE YOU READY?

			It came on June 6, 2000, a few minutes before a business meeting in California. On the line was John Pepper, former chairman and CEO of P&G.

			John got right to the point: “Are you prepared to accept the CEO job at P&G?” I was stunned. Just the afternoon before, I had been speaking with chairman and CEO Durk Jager about our plans for the final month of the fiscal year.

			“What’s happened to Durk?” I asked.

			“He resigned.”

			“Why? What happened?”

			“I don’t have time to go into that now. I just need to know whether you’re prepared to do the CEO job for P&G.”

			“Of course I am.”

			“Then get on a plane as soon as you can and come directly to my office when you arrive back in Cincinnati.”

			“OK.”

			I turned to my colleagues and told them something had come up. I had to leave. On the plane, I considered this sudden and totally surprising turn of events.

			I tried to put first things first: What would I need to do in the next twenty-four, forty-eight, seventy-two hours? And what would I need to do in the first week, first month?

			No question. P&G was struggling. We’d issued a big earnings profit warning in March, and the business was still coming in below expectations. While one of my areas of responsibility, North America, was delivering, my other business, Global Beauty Care, was not going to make its numbers. Other businesses were in even worse shape.

			Stepping back, I reflected on P&G’s recent history. We’d moved to a new global-business-unit-led strategy. We’d totally changed the organization structure—moving from local country to global category profit centers. We were adjusting to more global competition, a faster-changing industry landscape, and the challenges of the Internet and the so-called new economy. Most of our managers were in new roles. I’d worked in P&G’s beauty business for exactly eleven months. In the midst of all this, we’d raised the company’s goals to unprecedented levels—7 percent to 8 percent growth in net sales and 13 percent to 14 percent earnings growth.

			Stretch, innovation, and speed were the orders of the day. Stretch for higher goals. Innovate in all we do. Go fast. Take more risk. All of these are good things in and of themselves. In hindsight, though, we were trying to change too much too fast. Many of our businesses were in no shape to stretch. Too many new products, businesses, and organization initiatives were being pushed into the market before they were ready. Execution suffered, as we too often fired before aiming. We had to come to grips with reality, to see things as they were, not as we wanted them to be.

			Job one was to determine the state of P&G’s business. At 6 a.m. on June 7, I began digging into the numbers—business by business, region by region, customer by customer. Unfortunately, we were in worse shape than I suspected. We were twenty-three days from year-end and there was no way we were going to make the month, the April–June quarter, or the 1999–2000 fiscal year. After briefing the board on Thursday, June 8, we issued another profit warning. P&G’s stock opened more than $3.00 lower on the morning I was announced as CEO. By the end of the week, P&G’s stock price was down more than $7.00 from Monday’s close. It was not exactly an early confidence booster for me. (All told, our stock had dropped more than 50 percent over six months since January, a loss of more than $50 billion in market capitalization.)

			I knew it would take another three to six months to know whether the business bottomed out. In the meantime, I had to retain the people at P&G who would be critical for future success. I talked one-on-one with each leader, as clearly and directly as I could about my expectations. We needed to come to a clear and common understanding of the business challenges and opportunities, and to get the fundamentals back in place quickly to get P&G growing consistently again. I shared with the leaders what was expected of them and what we needed to do together. I encouraged them to compete like hell externally but to collaborate like family internally. Just about everyone signed on to this vision.

			What follows in the rest of this chapter is a disciplined crystallization of what was accomplished and how we did it. While I had the fundamentals, cultivated over a long period of time, in my mind, the reality is their sequencing and actual execution evolved by “muddling through.” While I now have more clarity, I certainly did not have all the answers when I started.

			WHAT WE HAD TO DO

			Proud P&Gers, we were embarrassed by recent results. We wanted to turn this ship around. To do so, we focused on a few simple but powerful things.

			         

			We put the consumer at the center of everything we do. Three billion times a day, P&G brands touch the lives of people around the world. In our company, the consumer—not the CEO—is boss. Regardless of the original source of innovation—an idea, a technology, a social trend—the consumer must be at the center of the innovation process from beginning to end. In ways large and small, P&G was not living up to the “consumer-is-boss” standard; that is why we were losing market share in core categories like disposable diapers and toothpaste. Now we spend much more time with consumers, in stores and in their homes and in consumer-testing centers of all kind—to watch them use our products, to listen to them, and to learn from them what they want from us.

			Our goal at P&G is to delight our consumers at two “moments of truth”: first, when they buy a product, and second, when they use it. To achieve that, we live with our consumers and see the world and opportunities for new-product initiatives through their eyes. We do this because we win when more consumers purchase and use our brands—and do so repeatedly. We win when consumers use our brands more loyally. We win when consumers trade up to higher-priced, higher-margin brands. Consumers are now at the center of every key decision we make in a routine and disciplined, not episodic way.

			         

			We opened up. Long known for a preference to do everything in-house, we began to seek out innovation from any and all sources, inside and outside the company. Innovation is all about connections, so we get everyone we can involved: P&Gers past and present; consumers and customers; suppliers; a wide range of “connect-and-develop” partners; even competitors. The more connections, the more ideas; the more ideas, the more solutions. And because what gets measured gets managed, I established a goal that half of new product and technology innovations come from outside P&G. We are already beyond that figure, compared to 15 percent in 2000.

			         

			We made sustainable organic growth the priority. Innovation enables expansion into new categories, allows us to reframe businesses considered mature and transform them into platforms for profitable growth, and creates bridges into adjacent segments. So we changed our emphasis to organic growth, which is less risky than acquired growth and more highly valued by investors. In the second half of the 1990s, top-line growth had slowed, and some of P&G’s most venerable brands were weakening—a vulnerability that competitors were quick to attack. I felt P&G could do—had to do—better. That, of course, is easier said than done. P&G is now an $80+ billion company; increasing revenues 5 percent a year means adding the equivalent of a brand like Tide or a market like China—year in, year out—against world-class competitors like Colgate-Palmolive, Henkel, Johnson & Johnson, Kao, Kimberly-Clark, Unilever, and L’Oréal, as well as retailer private labels and popular low-cost local brands in developing markets like Brazil, China, and India.

			Innovation now drives virtually all of P&G’s per annum organic sales growth. We now only count on 1 percent of our 5 percent to 7 percent sales growth to come from acquisition activity; the balance must be innovation-driven organic growth. From fiscal 2001 through 2007, even against a background of rising energy and commodity costs, we have improved operating margins by more than 4 percentage points (i.e., 400 basis points). Profits have more than tripled to $10+ billion while free cash flow has totaled $50 billion over the same period. Innovation-driven value creation and incremental sales growth from innovation have nearly doubled since 2001. That has helped us average 12 percent earnings per share growth and increase our market cap by $100 billion, making us one of the ten most valuable companies in the United States. Since fiscal 2000 through November 2007, P&G’s share price has increased nearly threefold, reaching a record high on December 12, 2007.

			         

			We organized around innovation to drive sustained organic growth. To get organic growth, we needed to innovate. We had to become a more consistent operator, and a much more consistent and reliable innovator. I consciously set out to restore innovation to the heart of P&G. My goal was and is to create an organization of sustainable innovation, which, in turn, drives sustainable organic growth through:

			

			• Thinking about innovation as a strategy—a capability we wanted to build and to strengthen and to turn eventually into sustainable competitive advantage

			

			• Regular business strategy and brand equity reviews that focus on innovation as the competitive advantage and game-changer

			

			• Regular innovation reviews for every global business unit that focus on growth goals, innovation strategies, plans, and major initiatives

			

			• The careful selection and use of the right metrics, recognition, and rewards to encourage innovation

			

			• The process of evaluating, developing, and promoting outstanding business leaders who are also outstanding innovation leaders

			

			• The allocation of resources—financial and human—to drive the successful commercialization of outstanding innovation

			

			By running a disciplined development, qualification, and commercialization process, we have proved we can manage a large portfolio of innovations in various stages of development. Innovation is now P&G’s lifeblood and is at the core of our business model. Every day, more P&Gers are involved in innovation. Consumers expect P&G brands to improve their lives with new innovations. Retail customers count on P&G innovation to grow their business and create value. P&G investors and shareowners look to innovation as an indicator of overall future financial performance.

			         

			We began thinking about innovation in new ways. We started from the premise that it is possible to run an innovation program in much the same way we run a factory. There are inputs; these go through a series of transformative processes, creating outputs. It is possible to measure the yield of each process, including the quality, the end product, and the financial and market results. The necessary dynamics to talk about innovation this way—opening the innovation process, focusing more on the consumer, and building teamwork and processes—cannot be done in isolation. To work at all, they have to work together and be integrated into the main decision making of the business.

			Second, we broadened the way we thought about innovation to include not just products, technologies, and services, but also business models, supply chains, and conceptual and cost innovations. We also saw innovation not just as disruptive—the proverbial home run—but also incremental, the less glamorous but highly lucrative and profitable “singles and doubles.”

			And, third, while everyone knows that innovation is risky, we have learned how to pinpoint the sources of those risks and have developed the tools and know-how for managing them. We’ve made learning from failure a regular practice to improve our ability to manage risk.

			HOW WE DID IT…FIRST THINGS FIRST

			That is what we did. What you want to know is how we did it.

			The first step was to improve our execution so we could then focus more resources on innovation. In June 2000, it was crystal clear that we were not executing very well—and in the fast-moving consumer goods industry, execution is often decisive. As a result, we were not delivering on business and financial commitments to our shareholders, customers, suppliers, and employees. The obvious question was “Why?” The answer: We were trying to do too much, too fast, and nothing was being done well. P&G needed clarity and focus. What were the critical choices to make? What would be the key priorities? What was the right balance?

			Our first choice was growing the core—categories like fabric care, feminine care, and hair care. We had been harvesting or milking these businesses to invest in new brands and products, and/or in new geographic expansion. We would obviously like to do both to maximize short-, medium-, and long-term growth, but we had swung the pendulum too far. We had to get these core businesses and leading brands growing more consistently and more profitably as soon as possible.

			In doing so, we placed a laser-sharp focus on current consumers, who at least occasionally bought and used our brands and products, and current retailers, wholesalers, and distributors we worked with. We also needed to improve the discipline with which we managed the operating fundamentals of P&G businesses. For example, in June 2000, we were able to ship only about 97 percent of the cases ordered by customers. That meant we were leaving up to 3 percent in potential sales “on the table.” Every Monday morning, my leadership team was asked to report on missed cases and what actions were taken to fill orders. We continued the practice until missed cases were in much better control. Today, missed cases run less than 0.4 percent, and they are no longer a major cause of lost sales and profits.

			Pricing was another area of focus. On too many brands and product lines, in too many countries, P&G prices were too high. We needed to find the pricing “sweet spot” that represented a better value for consumers, gave retailers a fair profit, and would drive P&G to improved market share, net sales, and margin performance. This was incredibly important because P&G’s business model is driven by well-differentiated brands and superior-performing products that can command modest price premiums and more loyal-consumer purchase and usage. We worked the issue hard and took about two points per year out of net pricing between 2000 and 2002 to ensure better consumer value for P&G brands.

			While missed cases and winning the consumer value equation were important areas to work on, we knew that innovation would be the key to winning over the medium and long term. Why? Fundamentally, P&G had been built on a strategy of differentiation—of differentiated, branded consumer household and personal-care products. Brands are promises of something different and better in terms of performance, quality, and value. Brands are guarantees of consistent quality, performance, and value.

			But the critical questions were, how could we put innovation at the center of everything we do? How could we turn innovation into more consistent, more decisive, and more sustainable competitive advantage? And, how could we manage the risks associated with our all-in and full-on commitment to innovation? Could we identify and take advantage of the opportunities innovation might offer us? With this in mind, we looked at what we believed would be the key enablers or drivers of an innovation strategy; the drivers that would create an innovation-led operation and build an innovation culture; the drivers that would result in game-changing innovation that would touch more consumers and improve more lives.

			INNOVATION IS AN INTEGRATED MANAGEMENT PROCESS

			For innovation to have a payoff—for it to generate sustainable organic sales and profit growth—it must be integrated into how you run your business: its overall purpose, goals and strategies, structure and systems, leadership and culture. As illustrated in the diagram on the next page, there are in fact eight elements of any business that ultimately must be organized and led to drive innovation. These eight drivers work together; that is, they are integrated with one another and with the everyday operation of the business. It’s important to keep in mind that this is a model, not a lockstep process that must be rigidly followed. It is intended as a guide for breaking down into manageable pieces the seemingly overwhelming challenge of making an organization more innovative. Adapting it as conditions change and idiosyncratic challenges arise is crucial to its usefulness. While we describe the model in a linear, sequential way in order to make it understandable, the reality is that the model doesn’t have to be implemented in any particular sequence. You can begin to integrate innovation into your organization through any of these drivers and through more than one at a time. Being adaptable, commonsensical, practical, and “muddling through” to see what works best for your company given the situation at the time are important to making the model work and for innovation to take root.

			The overarching or guiding principle for game-changing innovation that delivers sustained organic growth and profits, no matter whether your business is consumer products, services, or business-to-business industrial products, is placing the consumer or customer at the center of this framework. While many say they are “customer-centric,” few actually put the customer as boss in the center of the innovation process. The goals of sustaining organic growth and differentiation from the competition are best fulfilled when all eight drivers are fully working together.

			         

			1. Motivating purpose and values Companies centered on innovation are inspiring places to work, and the people who work there are turned on by a higher purpose. Having a sense of purpose larger than delivering numbers that keep Wall Street happy gives meaning to one’s work and unifies an organization.
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			P&G is purpose-led and values-driven. Billions of people around the world are striving to improve their lives through accessible and affordable products and services. Our purpose is to improve their everyday lives in small but meaningful ways with brands and products that continually deliver superior performance, quality, and value better than the best competition.

			Our values—integrity, trust, leadership, ownership, and a passion for serving and winning with consumers—translate purpose into action and show up in everyday behaviors, beginning with how we treat the consumer and each other.

			Our purpose and values are not unique, but they are powerful because our employees have been embracing and practicing them for generations. The key is translating them so they are relevant to winning in today’s marketplace. For example, a generation or two ago, we mainly focused on serving middle-income mothers in the United States, Canada, and Western Europe. Today, we aspire to serve a much broader array of people of different income levels and lifestyles in both developed and developing countries around the world.

			Our purpose inspires us. Our values unite us. Emphasizing them was the first critical step in the transformation of P&G as a company with the consumer as the boss and innovation at its center. The linkage of purpose and values with innovation energized management and inspired P&G employees in ninety countries around the world. Purpose-driven innovation, everyday-life–improving innovation, was a higher calling—a cause everyone could embrace, a very real opportunity to make small but meaningful improvements in the human condition.

			         

			2. Stretching goals Goals influence every other critical choice. Identifying a few critical goals creates clarity in focusing on strategies that win and align everyone’s energy.

			In creating game-changing innovation, therefore, it is important to get the growth goals right—goals that are stretching but achievable, yet cannot be reached without a sustained process of innovation, driven by leaders who see it as the way to change the game.

			The problem in 2000 was that we had committed to stretching goals that we had less than a fifty-fifty chance of delivering. One of the first things we did was to reset our three external growth goals so that they were still stretching but achievable, for example, 4 percent to 6 percent sales growth in categories typically growing 2 percent to 3 percent a year. These goals would elicit bolder, more innovative business unit strategies and more ambitious operating plans.

			         

			3. Choiceful strategies Once goals are set, you have to figure out how to achieve them. Strategies are the few critical choices required by clear goals—choices that result in winning with consumers and customers and against competition. Putting innovation at the center of our thinking enabled us to see strategic choices in a different light. Businesses and brands previously considered “mature” could then be looked upon as growth opportunities. Innovation thus energized our leaders to grow our four core businesses (fabric care, hair care, baby care, and feminine care) and ten leading brands that each generated a billion dollars or more in sales. Innovation also enabled us to make decisions about where not to play. For example, we decided to exit most food and beverage businesses. While profitable and earning cost of capital, they neither had the potential for growth through innovation nor for long-term competitive advantage. Resources, then, were freed up and deployed toward faster-growing, higher-margin, more asset-efficient beauty, health, and personal-care businesses. Innovation also opened up an entirely new opportunity to capture more than a billion new lower-income consumers, particularly in the fastest-growing developing markets.

			         

			4. Unique core strengths Once we made our choices about where to play, we then focused on how to win by building on, enhancing, and deploying our unique core strengths. Core strengths enable you to play successfully in your industry and are consistent with what your company does or could do best. They create and sustain competitive advantage; they can be integrated in different ways to meet new and unforseen needs. P&G’s core strengths include a deep understanding of consumers and placing them at the center of all decision making; creating and building brands that endure; the ability to create value with customers and suppliers; and effectively leveraging global learning and scale into competitive advantage.

			We invested serious money, resources, time, and management intensity to make our core strengths stronger. For example, we’ve reinvented our highly valued market research organization and focused it on deep consumer understanding. Our research has moved away from traditional focus group research and invested heavily, to the tune of a billion dollars (double the industry average), in consumer and shopping research, with particular focus on immersive research.

			We’re spending far more time in context with consumers—living with them in their homes, shopping with them in stores, and being part of their lives. These real-world connections lead to richer consumer insights, faster speed to market, and lower risk. It alters the mind-set of P&G leaders and changes their decision making. Total immersion gives real meaning to the power of “consumer is boss” in practice.

			The effect has been not only to improve our performance in each unique core strength, but also to create real competitive advantage from their combination. When we put it all together through our deep local knowledge and close retail partnerships, we see and create more innovation opportunities. We use P&G’s leading global brands as platforms for innovation. And we commercialize innovation more consistently—all of which leads to more sustainable growth and to superior shareholder returns.

			         

			5. Enabling structures The execution of a chosen strategy and the deployment of unique core strengths require the design of an organization structure that supports innovation at the center of the business. While there is no one best way to structure an innovation-centered company, it is clear that the sun is setting on the internally focused, vertically integrated organization. We are in the era of the open corporation. The behavior and psychology of managers has to be in tune with this phenomenon; they need to be comfortable designing structures and processes that bring in and commercialize outside ideas. At P&G, we call it “Connect and Develop.” It is the structure and process that brings in more than 50 percent of our innovations and produces billions of dollars in revenue. Structure—which could be a liability, particularly in a large, global, diversified company—instead becomes a powerful, sustainable source of competitive advantage.

			         

			6. Consistent and reliable systems Innovation is creative but not chaotic. It is a systemic way of moving from concept to commercialization. The process of innovation has well-defined success criteria, milestones, and measures. It is integrated with the mainstream of managerial decision making, particularly the choices of where to play, specific time-based goals, and key performance indicators. Innovation is also linked with budgetary revenue growth and cost targets, resource allocation and reallocation, people development and promotions, and performance appraisals and rewards.

			         

			7. Courageous and connected culture A culture is what people do day in and day out without being told. In an innovation-centered company, managers and employees have no fear of innovation since they have developed the know-how to manage its attendant risk; innovation builds their mental muscles, leading them to new core competencies. They know that the culture of innovation will continue to help the organization be agile and not only adapt to change, but also cause change. A forward-looking culture of innovation continuously transforms a company at the speed of external change.

			At P&G, there is a broader, stronger, more-consistent innovation culture today than at any time in our history. It is not perfect, nor where we ultimately want it to be. But we’re getting there. P&G leaders, management, and employees are more connected to consumers whose lives they are committed to improving, more connected to customers and suppliers—who are important innovation partners, and more connected to each other as we move from a “not-invented-here” culture to an open-learning culture that “applies and reapplies with pride.” They are more courageous and more curious and open to any and all new ideas. They are willing to take more risks because they understand that failure is how we learn.

			         

			8. Inspiring leadership No organization can work without leadership. In the integrated process of innovation, it is the leaders who link all the drivers of innovation together, energize people, and inspire them to new heights. Leaders are instigators. They continually look over the horizon to gauge the changing landscape in their industry. They set the goals that are stretching but achievable and require innovation. They know innovation is a team sport and exercise both their IQ and EQ, enabling them to work with diverse people whose creativity needs to be converted into practical results. Innovation leaders are passionate about knowing the consumer, personally immersing themselves into finding insights about consumer needs. Over time, they learn and develop confidence about how to deal with the risk and failure inherent in innovation. They become confident in the art of balancing possibilities and practicalities. They are intellectually honest about diagnosing the causes of both failure and success. Above all, they know innovation is a highly integrated process that is systemic and replicable and produces results.

			A WORK IN PROGRESS

			Once our purpose was reaffirmed, clarified, and focused, I could turn to those drivers of game-changing innovation where I believed I could make the biggest impact as CEO. While all eight are important innovation drivers, and each can be addressed in a different sequence, I chose to focus on those I “owned” as CEO and where I could make the biggest impact—goals and strategies, and leadership and culture. What you choose to focus on will vary with your specific responsibilities, your current business situation, and which innovation drivers are either working or need improvement.

			I think you’ll find, as I have, that you can evaluate any program against these innovation drivers and see where the problems and opportunities are. They are both a description of what we want to achieve and a diagnostic tool.

			The most important part of the system is the one in the middle: the consumer. Everything begins and ends with the consumer. We have figured out how to keep the consumer at the center of all our decisions, actions, and behaviors. As a result, we don’t go far wrong.

			In fact, P&G is getting it right more often. Now we can say that P&G’s strategy and structures empower innovation. Our systems enable innovation. Our culture is more an innovation culture. The numbers tell the story. Sales growth and net present value of the total innovation portfolio have more than doubled. Shareholders who stuck with us have been rewarded. R&D productivity is up 85 percent, even though R&D dollars are modestly up versus 2000. Capital spending, which was 8 percent of sales in 2000, is only 4 percent now—and we have not foregone investment in a single unit of capacity to support a growing business or a single innovation initiative to sustain growth.

			We have created new products that serve our consumers in new ways, such as Swiffer, Crest Whitestrips, and Tide Coldwater detergent and its international counterpart, Ariel Cool Clean. Consumers tell us they are delighted. Pick a measure, any measure, and P&G is a healthier, more-prosperous, and more-dynamic company today than it was at the turn of the millennium.

			The Game-Changer is about what I have learned over the course of a lifetime in business, but particularly since I became CEO of P&G, one of the world’s most admired companies. Through many trials and too many errors, I have learned that innovation is an integrated process and that innovation is a game-changing and winning strategy that can transform the everyday work and behaviors of managers and employees. We have not perfected the process of innovation—not by a long shot. But I have no doubt that the right building blocks are in place because we have thought innovation through, step by step.

		

	
		
			CHAPTER TWO

			WHAT P&G’S INNOVATION TRANSFORMATION MEANS FOR YOU

			P&G is one of the few companies that has been able to break the chains of commoditization and create organic growth on a sustainable basis through implementing and managing the integrated process of innovation.*2 Most companies have pieces of this process—for example, the launch process for bringing a new product to market. All too often, though, each piece of the innovation process is discrete. They are neither connected to each other nor integrated into normal business management and main decision routines, such as budgeting and resource allocation. P&G’s managerial breakthrough was to conceive of and implement innovation as an integrated process based on the idea of customer is boss. Many think of innovation as serendipitous, risky, and not as manageable as other business processes. The P&G experience clearly demonstrates that innovation can be part of a leader’s day-today routine. This is a huge step forward in the practice of leadership, especially the ability to drive organic growth day in and day out.

			As a key goal, the leaders of P&G chose to exceed industry and GDP growth rates by an order of magnitude of 50 to 100 percent or more.

			Announcing and meeting such an ambitious goal required courage based on the confidence that the innovation process would be executed. It would not have been possible through cost cutting, productivity improvement, and restructuring the business portfolio alone.

			It’s important to understand not only what P&G did to execute its turnaround, but also what it didn’t do. Usually, when a large company gets in trouble, the knee-jerk reaction is to restructure, resize, and realign. To get back on track, the financial folks get behind the steering wheel; their outlook focuses on reducing costs and narrowing the scope of the business. While P&G had to be refocused and restructured, A.G. and his team took a longer view.

			Simply taking cost out would have helped meet short-term goals but would not have put P&G on the path of sustainable organic growth. What the “tried-and-true” approach leaves out is how a continual innovation process can change the landscape of the business. Innovation can redefine what may seem like a low-growth market into a higher-growth opportunity or show how a less-than-attractive industry could be dissected into some very attractive segments, thus paving the way for sustainable growth.

			The P&G leadership also made a seminal change in the psyche and working of the organization. P&G changed from a technology-push innovation model to a customer-pull one. This is a radical change in the way a company works and is based on making operational the new approach of customer is boss. By demonstrating that innovation investments could bring tangible returns, P&G’s leadership built credibility and created the momentum to do more. Innovation is now firmly yoked to P&G’s choice of goals and strategy, resource allocation, review systems, and the selection, promotion, and reward of key people. Only a handful of corporations come close to matching P&G’s thorough and systematic integration of innovation into every aspect of its operations. In the best sense of the word, innovation is routine at P&G.

			A similar confidence in innovation as a game-changer took place when Jeffrey Immelt became the CEO of General Electric. With $130 billion in revenue in 2001, skeptics abounded about Immelt’s ability to meet his goal of increasing organic top-line growth at two to three times the rate of world GDP growth, while maintaining the desired return on investment and operating margins. Confidence in executing his “imagination breakthrough” process gave him and his team the courage to take GE to the next level. For the last four years, GE, just like P&G, has delivered these goals.

			Nokia is another example. It is changing the game in the global telecommunications industry, particularly in the handset devices segment. Despite holding the world’s highest market share, with a wide gap separating it from the player in second place, Nokia went on the offensive to break the chains of rapid commoditization and capitalize on emerging fast-growth information consumption by the billions of customers coming into the market, particularly in low-income countries. Confidence in its ability to execute the integrated process of innovation gave CEO Olli-Pekka Kallasvuo and his team the courage to announce in July 2006 the goal of becoming more of an Internet company.

			Part of future organic growth for Nokia lies in the usage revenue that will come from customers using its mobile handsets for content, information, and entertainment, even if mobile devices remain the major source for Nokia’s revenues. However, while the number of handsets sold will substantially increase, revenues from devices will not grow at the same rate because of fast declining price points. (Nokia has, though, been able to maintain its margins and has just raised its one-to two-year margin targets for devices.) Nokia is now using its core strengths—brand, scale and technology, its innovation process, and its unmatched connection with the customer—to rapidly fulfill its promise to be an Internet company. Nokia is thereby starting to change the game not only for other handset players, such as Motorola, but also for carriers like Vodaphone, Internet companies such as Google, and entertainment companies such as Warner Music.

			Still another example of game-changing innovation comes from the hand-to-hand combat between Dell and HP. Dell’s innovative direct-to-customer and made-to-order business model is legendary. In 2005, when Todd Bradley became head of HP’s personal computer unit, it was a money loser and seen as the also-ran number two market shareholder. While Bradley first got his house in order through cost control and focusing the business, he realized that the future depended on developing and implementing an integrated process of innovation. His unit’s new organizational structure is based on the need to move fast in the ever-changing rapidly commoditizing PC industry. Bradley and his team created new products in less than two years, won market share consistently, and improved profits and cash flow. As of this writing, HP is number one in market share. The new game in the PC business will not be won on the basis of the supply chain but on differentiation and effectiveness of the processes of innovation. An added benefit for HP is that the innovation process pioneered by Bradley will be implemented in the other divisions of the company. However, the battle won’t be easy. Dell is fighting back with several new innovations that have won new product and design awards.

			WHAT IS REAL INNOVATION?

			To understand innovation, you first have to see the differences between an invention and an innovation. An invention is a new idea that is often turned into a tangible outcome, such as a product or a system. An innovation is the conversion of a new idea into revenues and profits. An idea that looks great in the lab and fails in the market is not an innovation; it is, at best, a curiosity. As Jeff Immelt once put it, “Innovation without a customer is nonsense; it’s not even innovation.”

			Invention is needed for innovation to take place. But invention is not innovation. In many companies, inventions that result in patents are considered innovations. These companies are often touted as “innovative.” In fact there is no correlation between the number of corporate patents earned and financial success. Until people are willing to buy your product, pay for it, and then buy it again, there is no innovation. A gee-whiz product that does not deliver value to the customer and provide financial benefit to the company is not an innovation. Innovation is not complete until it shows up in the financial results.

			Real innovation can change the context—the market space, the customer space, the competitive space, the societal space—in which a business operates. Changing the game, then, means not being hamstrung by the deep-rooted conventional wisdom of your business and industry, but rather seizing the initiative to imagine a new game or a new space and, thus, shaping and controlling your destiny. Game-changing leaders search for and execute ideas that put the company on a long-term path to prosperity. For example, P&G created a new market space by introducing the disposable diaper; with the iPod, Apple likewise created an entirely new market space and changed the game for those who were not its usual competitors, such as music, media, and consumer electronics companies. Both P&G and Apple refused to be hemmed in by current conditions; instead, they redefined them. In the process, they forced the competition to play their game. It did not end there. The iPod, with its sleek design, built new capabilities within Apple and was a harbinger of the iPhone, which is changing the game for the cell phone companies.

			There is an increasing advantage to being a game-changer—and higher risk for trying to survive on the defensive. Innovation enables you to be on the offensive. The speed of change is such that compared even to two decades ago, “innovate or die” is truly the name of the game. P&G’s core products are increasingly challenged by private labels and without continuous innovation would be threatened by commoditization. Commoditization drives down prices; the differentiation that comes from innovation carries an economic premium. Moreover, the competition is tougher than ever—and only getting more so. Thanks to the Internet, there is more transparency than ever on prices, which reduces margins. A more-open trading system and more-efficient shipping have shrunk the economic globe; better communications and the Internet have tolled the death of distance. The development of venture capital and the rise of bold capitalists in places like China and Brazil have led to a host of new competitors. The only way to stay ahead is to keep innovating.

			WHY INNOVATION MATTERS

			Innovation is the key idea that is shaping corporate life, helping leaders conceive previously unimagined strategic options. Take acquisitions, as an example. Most are justified on the basis of cost and capital reduction: for example, the merger of two pharmaceutical companies and the global rationalization of overhead and operations and the savings from combining two sales forces and R&D labs. You can, however, buy earnings through acquisitions for only so long; cost-control, however necessary, is a defensive strategy.

			Innovation enables you to see potential acquisitions through a different lens, looking at them not just from a cost perspective, but also as a means of accelerating profitable top-line revenue growth and enhancing capabilities. For example, the innovation capabilities of P&G were enhanced by its acquisition of Gillette. Its market-leading brands (such as Gillette, Venus, Oral B, and Duracell) are platforms for future innovations; and core technologies in blades and razors, electronics, electromechanics, and power storage strengthen the technology portfolio from which P&G can innovate in the future.

			Innovation also provides an edge in being able to enter new markets faster and deeper. In large part, it is P&G’s revived innovation capacity that is allowing it to make inroads into developing markets, where growth is double that in rich countries.

			Innovation puts companies on the offensive. Consider how Colgate and P&G, effective serial innovators, have innovated Unilever out of the U.S. oral-care market. The company that builds a culture of innovation is on the path to growth. The company that fails to innovate is on the road to obsolescence. The U.S. domestic automakers and major companies such as Firestone, Sony, and Kodak all used to be industry leaders, even dominators. But they all fell behind as their challengers innovated them into second place (or worse).

			Peter Drucker once said that the purpose of a business enterprise is “to create a customer.” Nokia became number one in India by using innovation to create 200 million customers. Through observing the unique needs of Indian customers, particularly in rural villages where most of the population resides, it segmented them in new ways and put new features on handsets relevant to their unique needs. In the process, it created an entirely new value chain at price points that give the company its desired gross margin. Innovation, thus, creates customers by attracting new users and building stronger loyalty among current ones. That’s a lot in itself, but the value of innovation goes well beyond that. By putting innovation at the center of the business, from top to bottom, you can improve the numbers; at the same time, you will discover a much-better way of doing things—more productive, more responsive, more inclusive, even more fun. People want to be part of growth, not endless cost cutting.

			A culture of innovation is fundamentally different from one that emphasizes mergers and acquisitions or cost cutting, both in theory and practice. For one thing, innovation leaders have an entirely different set of skills, temperament, and psychology. The M&A leader is a deal maker and transactionally oriented. Once one deal is done, he moves to the next. The innovation leader, while perhaps not a creative genius, is effective at evoking the skills of others needed to build an innovation culture. Collaboration is essential; failure is a regular visitor. Innovation leaders are comfortable with uncertainty and have an open mind; they are receptive to ideas from very different disciplines. They have organized innovation into a disciplined process that is replicable. And, they have the tools and skills to pinpoint and manage the risks inherent in innovation. Not everyone has these attributes. But companies cannot build a culture of innovation without cultivating people who do.

			MYTHS OF INNOVATION

			The idea of innovation has become encrusted by myth. One myth is that it is all about new products. That is not necessarily so. New products are, of course, important but not the entire picture. When innovation is at the center of a company’s way of doing things, it finds ways to innovate not just in products, but also in functions, logistics, business models, and processes. A process like Dell’s supply chain management, a tool like the monetization of eyeballs at Google, a method like Toyota’s Global Production System, a practice like Wal-Mart’s inventory management, the use of mathematics by Google to change the game of the media and communications industries, or even a concept like Starbucks’s reimagining of the coffee shop—these are all game-changing innovations. So was Alfred Sloan’s corporate structure that made GM the world’s leading car company for decades, as was P&G’s brand management model.

			Another myth is that innovation is for geniuses like Chester Floyd Carlson (the inventor of photocopying) or Leonardo da Vinci: Throw some money at the oddballs in the R&D labs and hope something comes out. This is wrong. The notion that innovation occurs only when a lone genius or small team beaver away in the metaphorical (or actual) garage leads to a destructive sense of resignation; it is fatal to the creation of an innovative enterprise.

			Of course, geniuses exist and, of course, they can contribute bottom-line-bending inventions (see Jobs, Steven). But companies that wait for “Eureka!” moments may well die waiting. And remember, while da Vinci designed a flying machine, it could not be built with the technology available at the time. True innovation matters for the present, not for centuries hence. Another genius, Thomas Edison, had the right idea: “Anything that won’t sell, I don’t want to invent. Its sale is proof of utility and utility is success,” he told his associates in perhaps his most important invention—the commercial laboratory. “We can’t be like those German professors who spend their whole lives studying the fuzz on a bee,” he said. Generating ideas is important, but it’s pointless unless there is a repeatable process in place to turn inspiration into financial performance.

			INNOVATION IS A SOCIAL PROCESS

			To succeed, companies need to see innovation not as something special that only special people can do, but as something that can become routine and methodical, taking advantage of the capabilities of ordinary people, especially those deemed by Peter Drucker as knowledge workers. It is easy to put it off because you are rewarded for today’s results, because the organization doesn’t seem to support or value innovation, because you don’t know where to find ideas, because innovation is risky, or because it is not easily measured. But

			
			
			
			
			
			
			
			
			
			
			
			
		

	
		
			Dedicated to the hearts and souls of the joint family of twelve siblings and cousins living under one roof for fifty years whose personal sacrifices made my formal education possible.

			—Ram Charan

			Dedicated to Gil Cloyd—my innovation partner at Procter & Gamble.

			In the early days of 2000, we stood alone. We knew we needed to change—both the business and the R&D leadership approach, and the culture of the Company and R&D—but we didn’t know exactly how, or even at first where to begin.

			We knew we had to open the Company up to make the Company a lot more externally focused and to encourage a lot more collaboration and cooperation internally across business units, geographic regions, and functions.

			It was very lonely, but we stood together.

			Gil has been a real change agent and a consummate innovation leader. He preserved the essential part of P&G R&D—world-class technologists who are masters of core technologies critical to P&G’s household and personal-care businesses—but was willing to change virtually everything else.

			Gil is my innovation partner and, together with fellow innovation leaders in the businesses and functions across P&G, we are trying to unleash the power of the consumer and a host of external innovation partners to create brands and products that touch more consumers’ lives and improve each day of their lives.

			It hasn’t been easy, and we still have a lot to do. But, every step of the way, it has been a privilege and a pleasure to work with Gil.

			—A. G. Lafley
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