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			Book Abstract

			MAIN IDEA

			LEGO is one of the world’s most recognized brands. Every year, LEGO factories churn out more than thirty-six billion new LEGO pieces – about 2.2 million bricks an hour. Yet for all of LEGO’s many accolades, very few people know much about The LEGO Group, the small family-owned company which is headquartered in Billund, a rural part of Denmark.

			That lack of attention to The LEGO Group is unfortunate because the LEGO corporate story is highly illuminating. The company was founded in 1932 and through sheer grit and determination had grown into a multi-billion-dollar enterprise on the back of decades of unbroken sales growth. For all that success, however, at the end of the twentieth century, LEGO found itself fading as the digital world arrived. In 2003, the LEGO Group announced the biggest loss in its history and the company was on the brink of insolvency.

			What’s interesting was LEGO reached that point by aggressively following seven of the most common theories of innovation which are widely circulated in the business world today. With the company in danger of imminent failure, a new management team was installed and they set about taking those academic prescriptions for innovation and reinventing them and synthesizing them. In essence, the new management team developed a practical approach to innovation that works.

			The result? LEGO emerged from its near-death experience to become the world’s fastest-growing and most profitable toy company. In the middle of a global recession, LEGO’s pretax profits trebled from 2007 to 2011 as the company grew its profits faster than Apple and many other heavyweights of the innovation world. LEGO could just go down in business history as the world’s most spectacular turnaround story.

			“Continuous innovation must be a product of an organization’s capacity to learn and adapt. We hope LEGO will continue to thrive, because a world with LEGO in it is a little smarter, a little more creative and a lot more fun.”

			– David Robertson and Bill Breen

			About the Author

			DAVID C. ROBERTSON was professor of innovation and technology management at IMD in Lausanne, Switzerland from 2002 through 2010. He joined the faculty of the Wharton School at the University of Pennsylvania in 2011 and now serves as professor of practice. While at IMD, Dr. Robertson was co-director of the school’s largest executive education program which served leading European companies like Credit Suisse, EMC, HSBC, Skanska and BT. Dr. Robertson is a graduate of MIT and the University of Illinois.

			BILL BREEN is a member of the team which launched Fast Company magazine. He served as senior editor for Fast Company for several years before becoming a full-time author. At Fast Company, he specialized in writing articles on competition, innovation, and personal success. Mr. Breen is the coauthor of The Responsibility Revolution and The Future of Management.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of Brick By Brick (David C. Robertson with Bill Breen)

			1. The Seven Truths of Innovation and LEGO’s Decline

			The arrival of video games, MP3 players and high-tech goodies in the global toy marketplace at the end of the twentieth century heralded a new challenge for LEGO. While the company has always been innovative, it suddenly found itself in catch-up mode. In response, LEGO rolled out an ambitious growth strategy based on seven of the most widely heralded innovation theories of the business world. These ideas – which seemed to work wonders for other companies – almost sank LEGO and it looked like the company was in a death spiral.

			LEGO came into being in 1934. It was founded by Kirk Christiansen in a small carpenter’s workshop located in Billund, Denmark. The company took its name from two Danish words: leg godt which means “Play Well” in English. LEGO’s early years were marked by extraordinary hardship as Kirk Christiansen worked through the Great Depression, Germany’s occupation of Denmark during World War II and a fire which destroyed the LEGO factory in 1942. Christiansen almost gave up at that stage but his tenaciousness and his sense of obligation to the company’s employees kept him going. Eventually, a new LEGO factory was back in operation by 1944 and Kirk Christiansen set about rebuilding the company.

			Kirk’s mission was to: “Inspire and develop the builders of tomorrow.” He was also passionate about the principle: “Only the best is good enough,” and he had been known to recall items which had been incorrectly manufactured rather than let shoddy workmanship stand.

			In 1946, LEGO became the first toy manufacturer in Denmark to acquire a plastic injection molding machine – which cost more than twice the previous year’s profits. It would take about ten years of experimentation for LEGO to learn how to make the company’s trademark LEGO brick. Much of that time was swallowed up trying to figure out the stud-and-tube coupling system which allows the bricks to come together with a satisfying click. Bricks allow kids to build whatever they wanted – making LEGO an endlessly expandable toy. The brick would turn out to be one of the toy industry’s legends.

			As Kirk Christiansen worked to build the LEGO Group, he adhered to his own core set of founding principles which went something like this:

			
					Values are priceless – and should act as guiding principles for the enterprise at all times and in all settings.

					Relentless and persistent experimentation bears dividends – it will always get you to the future first. LEGO often places multiple bets on new innovations and then hangs tough long enough to reap the rewards. The fact LEGO took a decade to perfect its brick was no real surprise.

					LEGO is good at seeing the big picture – it realized early that it had to evolve from producing stand-alone toys to creating an entire system for kids to play with using the brick as the central element.

					LEGO focuses tightly – as exemplified by the fact the company dropped manufacturing wooden toys which accounted for 90 percent of its revenue in the mid-1950s in order to concentrate on plastic bricks. This was a bet-the-company proposition at first but eventually the advantages of building a plastic toy which is infinitely expandable came to the fore.

					LEGO works to make everything authentic – it created a kid’s fantasy world that grew out of their real lives and involved toys which were miniature versions of familiar things. It was not unusual, for example, for children to get LEGO tractors at the same time as their father’s bought new tractors for their farms.

					The LEGO Group works hard at getting retailers onboard first and building strong personal ties with them – so they became enthusiastic promoters of the LEGO range. While the company’s products are sold to children worldwide, the retailer’s interests have always been accommodated and prioritized by LEGO.

			

			Kirk Christiansen’s son Godtfred started working for LEGO at age 12 and as his father’s health failed as he grew older, Godtfred assumed more responsibilities. He was named junior managing director of the company in 1950 and got into the habit of driving around Denmark to meet with LEGO retailers each summer. Throughout the 1960s, LEGO gradually grew its market by starting to sell throughout Western Europe and into the United States, Asia, Australia and South America.

			By the early 1970s, the LEGO Group now employed one thousand employees and generated around one percent of Denmark’s industrial exports. Godtfred Christiansen passed leadership of the company over to his thirty-one-year-old son Kjeld Kirk Christiansen in 1979 but by that stage, there was concern because LEGO’s revenues had flattened. Kjeld decided what LEGO needed most was a management structure which would drive growth and he set about creating that.

			Kjeld Christiansen’s growth strategy was to split The LEGO Group into three divisions:

			
					DUPLO – making bricks for young children.

					Construction Toys – making building sets.

					Other – such as ranges of buildable jewelry for girls.

			

			Kjeld also standardized LEGO toy sets and introduced minifigures or minifigs to inhabit them. (As of mid-2013, LEGO has made more than 4.4 billion minifigs which is more than the combined populations of China, India, Europe and the United States.) Kjeld also pushed the creation of themed sets which sold well. On the strength of these and other initiatives, LEGO went on a fifteen-year growth spurt which saw the company double in size every five years. By the mid-1990s, LEGO had grown into a group of forty-five companies on six continents employing nearly nine thousand people.

			As the company entered the 1990s, however, its sales once again crested. Even as LEGO was expanding its sales efforts into new markets, VCRs, video games, cable TV and computers were becoming available. Making things worse, LEGO had lost some of its dynamism and had become slow moving. Furthermore, LEGO’s patents for its interlocking brick expired and a throng of low-cost competitors sprung up around the world. LEGO realized that for the company to keep growing, it had to build some powerful new growth engines to ride rather than keep doing what had worked up to that point.

			When LEGO announced a $48 million loss for 1998 – the first in the company’s history – and was forced to lay off more than one thousand employees in the first half of 1999, it was clear LEGO was suddenly in a fight for relevance. Kjeld Christiansen responded by moving himself to the role of company president and Danish turnaround specialist Poul Plougmann was appointed as finance director and then chief operating officer. Plougmann had gained fame for the lead role he had played in saving Bang & Olufson, a Danish company which made high-quality home electronics equipment.

			Plougmann immediately set an ambitious agenda to reignite growth at LEGO based on seven ideas which are very pervasive in the business world:

			1. Build a culture of innovation

			The new LEGO management team launched a dazzling array of ambitious ventures but most of these failed for lack of follow through. Rather than launching a few ideas, LEGO had so many new ideas in play the company was unable to bring many of its new products to market. There was no real connection between innovation and commercialization.

			2. Be intensely customer driven

			LEGO tried to connect to the two-thirds of kids who told researchers they’d rather plug into an Xbox rather than play with the toys LEGO made. LEGO responded by developing virtual LEGO toys which straddled both worlds and also by developing sets built around good-versus-evil storylines as suggested by the big U.S. retailers. Neither of these initiatives were very successful. LEGO did have a winner in a linkup it did with Lucasfilm to build a licensed line of Star Wars toys which was a massive hit generating more than one-sixth the company’s sales in 2001 but by and large many of LEGO’s other new product ideas flopped in the marketplace.

			3. Explore the full spectrum

			LEGO boldly attempted to stretch itself into every genre of innovation but these initiatives not only flatlined but cost the company millions of dollars in written-off development costs. LEGO attempted to launch several new ranges of toys simultaneously in a rush to get to market rather than sequencing them one at a time in a sustained effort. The company also started developing theme parks and LEGO branded stores in order to diversify its operations further but lacked the know-how to make these businesses a success. All of these projects drained corporate capital resources at a time when sales were soft due to marketplace conditions.

			4. Be open – heed the crowd

			LEGO did develop its own LEGO Digital Designer which allowed consumers to create their own LEGO kits. The factory then assembled the physical sets and shipped them to customers. It was highly successful except for the fact it never made money. Furthermore, there were problems when customers uploaded or even offered for sale to other enthusiasts kits which infringed on the intellectual property of the movie companies. LEGO was forced to shut Digital Designer in 2012.

			5. Attempt disruptive innovations

			To try and push back against the video game industry, LEGO launched an ambitious project codenamed Darwin which digitized LEGO blocks and created an online experience which was superior to the physical experience of using LEGO blocks. It was envisaged Darwin would revolutionize LEGO and help the company disrupt its own business model. Unfortunately, Darwin tried to do too much too soon and the initiative went off track. Since nobody in the senior management team knew digital technology well enough, LEGO ended up pulling the plug on Darwin after years of development and millions of dollars in expenditure.

			6. Head for blue ocean markets

			Figuring that with the expiry of its patents the LEGO brick would become commoditized, LEGO moved into various untapped markets. It released the LEGO Studios Steven Spielberg MovieMaker kit which allowed kids to create stop-motion animation with LEGO bricks. The kit was a minor hit in the American marketplace but sales were low elsewhere. LEGO also invested in education centers and other initiatives but none of them succeeded in the marketplace.

			7. Hire diverse and creative people

			LEGO rushed out and recruited some blue-chip talent who worked at satellite offices throughout the world but these new hires proved to be difficult to manage and almost impossible to integrate into LEGO’s corporate culture. A group of designers based in Milan came up with a line of electronic toys which entirely omitted the LEGO brick and which they suggested would be the vanguard of a new generation of toys. The new range bombed in the marketplace forcing LEGO to write off more than $65 million in development costs. A number of other projects initiated by other creative teams also bombed or imploded.

			Overall, LEGO executed the seven truths of innovation so poorly that by 2003, the company was on the brink of bankruptcy. The company was hemorrhaging money and there was growing recognition LEGO might not last another year. Kjeld Christiansen fired Poul Plougmann and appointed himself as temporary CEO. He also tapped Jorgen Vig Knudstorp, a grandson of LEGO’s founder, to take over LEGO’s day-to-day management.

			The challenges facing the incoming management team were daunting and extensive:

			
					LEGO group’s sales in 2003 were 30 percent lower than those achieved in 2002.

					LEGO had lost its leadership position in all of its core markets.

					The company had racked up $800 million in debt.

					It was forecast that in 2004, LEGO would have negative cash flow of $160 million and the company’s net losses would blowout to around $300 million.

					An internal study concluded 94 percent of LEGO’s sets were unprofitable.

					LEGO was the industry’s least profitable brand.“LEGO was beset with so many challenges that for more than a year, a turnaround strategy eluded Knudstorp. Even so, he knew from the outset that unless they quickly learned to master at least two of the seven truths – build an innovation culture and be customer driven – LEGO wouldn’t stand a chance of getting back in the black. Under Plougmann, LEGO had hotly pursued the vast number of kids who were indifferent to the brick but turned on by electronic games and action-oriented toys. The results were disastrous. To survive, LEGO would have to move its focus back onto kids who loved to create with construction blocks. LEGO had badly botched its first attempt at mastering the truths of innovation. This time, with its future hanging in the balance, LEGO would have to get them right. It wouldn’t get another chance.”
– David Robertson


			

			2. Mastering the Seven Truths of Innovation and Transforming LEGO

			Faced with imminent bankruptcy, the LEGO Group installed a new management team who set to work reinventing those academic prescriptions for innovation and synthesizing them into a management philosophy which worked for LEGO. Rather than thinking outside the box, LEGO figured out how to make innovation happen consistently inside a very conventional organization.

			In practical terms, LEGO reinvented the way innovation happens consistently well without requiring the leadership and input of a charismatic renegade. It has come up with a systematic way to make continuous innovation less an abnormal event and more like a new normal. LEGO has built from the ground up an innovation-management system which addresses the trade-offs every organization struggles with:

			
					How do we give people room to innovate without losing focus on what makes us money?

					How can we provide autonomy without losing all accountability for results?

					How can we stay within business orthodoxy but still deliver expansive growth?

			

			So how do we know LEGO got it right now? The results speak for themselves. From 2007 to 2011, the world went through a global recession and yet the LEGO Group’s pretax profits quadrupled as it learned how to innovate within the box. While companies like Hasbro and Mattel struggled to achieve single digit profits, LEGO grew its profits faster than innovation bellwethers like Apple. What’s more impressive is LEGO achieved this in an industry with no or few entry barriers, aggressive global competitors, fickle customers, a production cost disadvantage and no patent protection on its core product. LEGO achieved those results not by breaking with business

			
			
			1. Build a culture of innovation

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			2. Be intensely customer driven

			
			
			
			
			
			
					In 2005, LEGO introduced a new line of toys which were crowdsourced by volunteer fans. These were very well received.

					An Ambassador program was launched to solicit ideas and feedback from LEGO customers.

					LEGO also launched a Kids Inner Circle, a kid-centered test panel for new toy ideas.

			

			
			
			
			
					Build a defensible core of products

					Rebalance the company’s finance structure

					Improve LEGO’s core business by innovating

			

			
			
			
			3. Explore the full spectrum

			
			
			
			
			
			
			
					Product innovations – developing new toys and platforms for families of LEGO toys.

					Communications innovations – finding new and better ways to connect to customers. (LEGO was by this stage using Web sites to solicit direct feedback from potential customers.)

					Business innovations – accessing new business models (like subscription programs, for example) and new channels of distribution.

					Process innovations – developing new and better ways for the company to do everything that was required.

			

			
			
			4. Be open – heed the crowd

			
			
					Most of the Mindstorm kits were bought by adult hobbyists rather than kids.

					Those hobbyists started swapping details on how to program the kits via the Internet.

			

			
			
			
					Involving end users meant a better product would be developed because they were tapping into the knowledge and passions of outside experts in new ways.

					Expert customers who became involved would then become evangelists for the new product. They would be great brand ambassadors.

					By giving co-developers great tools, LEGO was in effect seeding a vibrant market for outsiders to build complementary products.

					The involvement of customers generates great PR which is always cheaper than having to pay for advertising.

			

			
			
			
			5. Attempt disruptive innovations

			
			
			
					Don’t jump into a business you don’t know before you first get to understand it by doing some smaller hands-on learning projects first. It’s the details that will trip you up if you don’t know what you’re doing.

					Don’t expect new technology to deliver a near-perfect experience right from the get go. You have to start somewhere and work up to make it work rather than holding off until everything is perfect.

					Disruptive innovations have to be insulated from the demands of other business units. Otherwise, the new initiative will get pulled in multiple directions and will never gain momentum.

					You have to focus on making a product customers love, not managers.

					When you do take a product to market, it has to be priced at what the market will bear rather than to recoup your investment fast enough to satisfy the bean counters.

			

			
			
			
			6. Head for blue ocean markets

			
			
			
			
			
			
			
			
			
			
			7. Hire diverse and creative people

			
			
			
			
			
			
			
			
			
					The LEGO Group has been careful about recruiting the type of people who bring structure to a development team. A good balance is struck between creative people and those who bring to the table focus and discipline. Both are needed in order for innovation to flourish.

					LEGO is now structured to give people a sharp sense of direction. The main part of the business called Product and Market Development focuses on profiting from LEGO’s core assets and capabilities. There is also the Concept Lab which develops new brick-based experiences LEGO itself has not yet envisaged. There is also a Community, Education and Direct business unit which looks for new business models, new channels to market and new ways to connect with customers. This structure compartmentalizes roles and keeps everyone focused.

					LEGO has created some great tools for setting direction with its innovations. Every LEGO product line has a specific DNA which outlines the toy’s target audience, the desired play experience and other details. For every new program, LEGO developers first define its DNA so everything is working towards a consistent end.

					LEGO allows time for inspiration and exploration. It’s not unusual for a design team to add more time to its schedule in order to allow ideas to take seed and grow. LEGO understands time and space needs to be carved out to build for tomorrow’s successes rather than having everyone in the organization running flat out to deliver today’s results. A good balance between the two ideals is required.

					LEGO has become highly adept at co-creating new products with kids. It runs frequent tests where potential new product prototypes are introduced to kids and their reactions analyzed. LEGO has a very robust approach to play testing at every stage of development and the results are evident.

					Teams – rather than management – drive the new product review process at LEGO. To get the resources required to bring a new product to market, the development team has to convince others in the organization this is a good step. Allowing a meritocracy of the best ideas to come to the surface rather than having management who try and pick winners works exceptionally well for LEGO.
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