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“IF YOU CAN MEASURE IT, YOU CAN MANAGE IT”
PETER DRUCKER

I was fortunate enough to take some time out to attend the Melbourne Cup Carnival 
this year on what turned out to be an absolutely gorgeous spring day, perfect for a day 
at the races. As one tends to do when they attend the races, I decided to, as Australians 
tend to say, “have a punt”.

I set myself a budget of $100 and placed some bets based on variables that had 
absolutely nothing to do with knowledge of horseracing.

I’m talking about odds, the horse’s name and the jockey’s colors. Now, while this 
strategy may be flawed, I acknowledged that this was a high risk strategy and hedged 
my bets across several runners, hoping to at least cover my initial outlay. I managed to 
recoup my costs and came out on top by a reasonable margin. However, if I had taken 
this $100 and deposited it into say, a term deposit with a bank, my motivations for 
doing so and expectations of returns, would have differed significantly.

One strategy is obviously high risk and high reward, whilst the other is predictable, low 
risk and low reward. However, if we take this simple concept and apply it to how large 
companies tend to allocate resources for innovation projects, a disconnect becomes 
apparent. Large organisations apply the same metrics and evaluation criteria on 
potentially disruptive, risky, ‘out of the box’ innovation as they do for incremental 
improvements and business as usual investment decisions. 

Clearly this makes no sense.

In this ebook, we provide an overview of innovation metrics so that you can measure 
and manage innovation and support the exploration of emerging technologies, ideas 
and business models without compromising your core business.

These metrics include not only product investment metrics but also success metrics for 
prototypes, startup evaluation metrics, employee performance and organisational
performance as a whole. 

If you fail to measure it, then you’ll fail to manage it.

Steve Glaveski
CEO, Collective Campus
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Image: The average company lifespan on the S&P500 continues to fall (Source: Innosight)

When “Winds of Change”, the power-ballad that propelled The Scorpions to the top of 
the charts, was released in 1989, the band was celebrating the end of the Cold War.

It seems like just yesterday the Berlin Wall came crashing down. Yet, in the 29 years 
since, the way we live, work and play has changed radically thanks in no small part to 
the internet and the world wide web, e-mail, MP3s, Google, Wi-Fi, Facebook, 
smartphones, tablets, consumer-GPS, solar, electric vehicles and GMOs. 

On the back of this upheaval of the way we do things, more than 50% of today’s 
S&P500 are facing replacement in the next 8 years, according to research by 
consultancy Innosight.

20th Century management theories underpin how real estate companies operate today 
and they are best characterised by: 
• Hierarchical chain of command;
• A separation of functions; 
• An emphasis on planning, budgeting, efficiency and process;
• Risk mitigation; and 
• Maximising shareholder returns in the short term

This might have made complete sense in a time when the impact of technology change 
was not as pronounced as it is today and decisions could be made about the near to 
mid-term with almost absolute certainty.

WINDS OF CHANGE
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History of 
Be.However, with escalating changes to the technology, business model, economic and 

customer behaviour landscape, large real estate players are going to find it more 
difficult to survive. 

Incumbents have developed systems that, not unlike McDonald's, make them adept at 
delivery but not discovery, something inherent to navigating change. Incumbents are 
adept at execution, but not exploration. With growing uncertainty and volatility in the 
business landscape, the ability to make long-term decisions with any degree of 
conviction or accuracy is perhaps best left to clairvoyants, simply because the rate of 
change is so fast.

Thriving under chaos is key to surviving and thriving in this new economy, even it would 
seem, in the political arena.

Best-selling author Tim Harford says this helped Donald Trump win the election. “He 
made the primary campaign all about him and sucked the oxygen away from all of his 
rivals. They just couldn’t make headlines, and couldn’t respond quickly enough to what 
he was doing.” By the time his opponents had prepared their thoughtful rebuttals 
Trump was off to the next disorienting announcement and left them scrambling again 
to make sense of the situation and respond.

For large incumbents, it’s not a case of simply flicking the switch on “the way things 
have always been done around here”, donning white shirts, red ties and embracing a, 
dare I say, Trumpian approach to innovation. Culture, mindsets, processes, systems, 
performance incentives and values at large incumbents can often be the very antithesis 
of innovative thinking and if I’m a senior executive whose success has been pegged to 
having what appear to be the right answers, mitigating risk and maximising shareholder 
value and my core business is still, after all, making money today, then the prospect of 
genuinely moving from delivery to discovery for most large organisations is a grim one.

 But it is not without its remedies.

WINDS OF CHANGE
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PRODUCT INVESTMENT

Traditional Accounting Metrics Don’t Work

Large organisations exist to execute on a repeatable business model, and as such 
processes, policies and frameworks have been implemented to ensure this execution goes 
off without a hitch. 

Decision makers, as such, tend to place only safe bets that promise low to moderate 
rewards, based on an criteria of evaluating investments on some or all of the following 
variables:
• Market size
• Gross margins
• Revenue potential
• Time to breakeven
• Performance demands
• Existing customer requirements
• Return on investment
• Risk profile
• Short term KPIs

But the nature of disruptive innovation is such that:
• The market is small or insignificant, initially
• They promise low margins, initially
• They deliver small revenues, initially
• They can take years to deliver a sufficient return on investment
• They are often not good enough for existing customers, initially
• Disruptive innovations however get better over time and as such, the market grows, the 

margins get larger and the revenue potential becomes significant.
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PRODUCT INVESTMENT

The consequence of this is that large organisations miss out on opportunities to invest in or 
support potentially disruptive innovations and find themselves investing only on stretching 
their existing S-curve and sustaining their existing business model until they are disrupted by 
newcomers who embraced the disruptive innovation in a timely manner.
Just ask Blockbuster, Kodak, Compaq, Borders, Foxtel, taxi networks, mainframe vendors and 
on.

Airbnb is a great example of a company that made only US$200 per week in its first year of 
operating, but today is worth US$25B, a market capitalisation greater than that of the 
Starwood, Marriott and Hilton Hotel groups respectively. Clearly, not investing in or pulling 
the plug early on disruptive innovation based purely on traditional metrics such as return on 
investment can not only restrict a company from exploring new growth opportunities, but 
render them unable to compete in a disrupted landscape.

Find some key trends, be they technology, business model innovation, or broader economic 
trends, that are impacting real estate, in the following pages. 

https://www.collectivecamp.us/innovate
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1. WHAT TO USE INSTEAD OF ROI

So, what can large companies with a repeatable business model to execute upon and 
external constraints and considerations such as regulators and shareholders do?

Two questions we need to ask:
• What evaluation criteria should we apply when assessing disruptive innovations?
• How do we determine and measure success to justify ongoing support of a

project?

First, we must recognise that our objective at this stage is not so much on delivering a fully 
fleshed out product to market. Rather, our objective is to findproduct market fit. Unlike the 
mothership, we are searching for a repeatable business model, not executing upon an 
existing one. The risk associated with doing something new is at its highest at inception, 
and we need to focus our efforts on lowering that risk through immediate customer 
interactions towards finding product market fit.

Second, it’s imperative that we step away from traditional metrics and look at disruptive 
innovation through the lens of innovation metrics.

What evaluation criteria should we apply when assessing disruptive innovations?
• Apply the disruptive innovation litmus test (does this idea have the potential to disrupt 

or is it a low risk, low reward incremental improvement?)
• What customer job are we addressing and are customers over-served or under-served 

by existing solutions?
• Value proposition (are we actually solving a problem?)
• Ability to deliver technology (can we build it?)
• Existing competition (are we entering a treacherous red sea or a clear blue sea?)
• Analogs and antilogs (has it been done before? are there stories of success and failure?)
• Testability (can we test it relatively quickly, economically and effectively using our 

existing networks and ability to prototype?) 

So, say these metrics have been satisfied and some funding has been allocated to an 
innovation project to explore a potentially disruptive concept.

How do we determine and measure success to justify ongoing support of a project?
First, we need to determine our baseline - where we are today? Second, where do we 
want to be tomorrow? Ignore dollars for the moment and focus instead on customer 
engagement.

http://www.collectivecamp.us/blog/2015/4/20/disruptive-innovation-litmus-test
https://www.christenseninstitute.org/key-concepts/jobs-to-be-done/
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2. USE LEADING INDICATORS

We should be focusing on what Lean Startup author Eric Ries refers to as actionable 
metrics, you know, metrics that actually help us make decisions and take action. There’s no 
point knowing that visitors to our prototype website doubled, if we don’t know why.

Actionable metrics include:
• Per customer metrics (for example, the number of pageviews per new and returning 

visitor)
• Split tests (A/B experimentation where we can simultaneously test different variations of 

offers to learn what works and what doesn’t)
• Funnel metrics (measuring acquisition, activation, retention, referral and revenue with 

each customer interaction - the focus being mostly on acquisition and activation initially)

For example, say it’s 2006 and we’re building a cloud storage solution. We have a number 
of assumptions underlying our business model.

Two that stand out include:
• People will store their files online instead of on local storage devices
• People will pay a monthly subscription fee of $X fee to do so

Rather than look at this through a traditional lens and say something like “we expect this 
new innovation to generate 5% of our revenue growth target for the year and if it doesn’t 
within 6 months we’ll can it”, we should be bringing it back to the aforementioned 
innovation metrics.

Say, we build a simple prototype - a landing page with an overview of the proposed 
product and a form asking visitors to leave their email address to express interest. This is 
before we’ve built anything at all and are simply trying to determine market appetite for 
the concept. Perhaps we can take it a step further and include a “subscribe now” button 
with a “$10 per month” price next to it.

Using the aforementioned metrics, we might measure the following:
• For every 100 visitors, how many express interest?
• For every 100 visitors, how many hit the mock subscribe now button?
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We might find that, initially, for every 100 visitors, perhaps for the first few weeks we get 
0 expressions of interest. What then? Do we can the project? Or do we start making 
changes?

Initially, the market size is small and new concepts take time to ferment. We might find 
that our initial market is a group of techies who are keen on trying new things as 
opposed to the broader mainstream who are yet to come to terms with such a new 
technology. There are so many business model unknowns when exploring disruptive 
innovation such as the target market and customer persona, how best to reach them, 
what the pricing model should be, what the marketing message, branding and ad copy 
needs to look like, what core features people actually care about and so on. Get one 
thing wrong and it could be the difference between success and failure.

So we start making changes of course. Changes to ad copy, to price points, to customer 
acquisition strategies, to target markets and so on. We can then apply innovation 
metrics to see whether or not any of these changes had a positive effect on visitor 
engagement. 

Assume we brought back the price point and shifted our target market from a B2B 
model targeting enterprise to B2C, targeting tech-heads. Suddenly, at the end of our 
second month we’re finding that 10 out of 100 visitors are expressing interest and 3 are 
hitting the mock subscribe button. We are moving in the right direction and as such, the 
numbers should be used to report learning, an improvement in visitor engagement and 
ongoing support for the project. 

However, if we run hundreds of smart tests over several months and see a negligible 
improvement in metrics, then perhaps it might be worthwhile exploring a different idea 
or concept.

Using this approach, we can set monthly or preferably quarterly milestones, where 
reporting is based on innovation metrics and learnings as opposed to ROI. Once we’ve 
reached where we want to be tomorrow (say, 5 out of 100 visitors ‘sign up’), we can 
then begin to apply a slightly more traditional lens having more confidence that we’ve 
found product market fit and are putting to market a product that solves problems 
people are willing to pay for.
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3. ONGOING SUPPORT

Finally, it’s incredibly beneficial for the ongoing support of innovation projects that we 
adopt a mindset of being patient for revenue, but not profit. Any profitable pursuit, even if 
it’s barely in the black, is unlikely to get canned in times of corporate restructure and cost 
centre culling.

In summary:
• Traditional accounting metrics don’t support the allocation of resources to potentially 

disruptive innovations
• If we don’t explore disruptive innovations we are likely to find ourselves disrupted by 

companies that do
• We should explore using innovation metrics when evaluating potentially disruptive 

ideas and measuring success
• Metrics should be actionable
• Be patient for revenue, but impatient for profit
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4. FIVE METRICS YOU NEED TO KNOW

In order to validate that the assumptions underpinning an idea or business model are 
flawed or valid, we must experiment, learn and iterate relentlessly in order to move closer 
to product market fit.

1. Rate of Acquisition – Validating the Problem
The first indication that people actually care about an idea is whether or not they actually 
click through to a website via say, an advertisement.

2. Rate of Activation – Validating the solution and features
Upon people finding out a little bit more about the solution, do they leave their email 
address, contact the company or sign up to a mailing list?

3. Rate of Conversion – Validating the revenue and pricing model
Do people ultimately pay for a product or service?

4. Rate of Return – Validating stickiness and engagement
Do people come back?

5. Viral coefficient – validating viral qualities
Do people refer friends and family?
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STARTUP INVESTMENT
 Incumbents can attempt to re-design or create parallel processes and 
systems internally to support exploration but need to ensure that it doesn’t 
compromise the delivery of the core business. They can carve out a new 
business unit to deal with disruptive innovation, create spin-offs or spin-ins 
or they can invest in, partner with or acquire startups.

The latter approach is indeed the most straightforward and popular one 
with technology M&A deals in the United States alone totaling US$42.8B 
across 486 investments in Q1 2017.

Globally, corporate venture capital participated in US$24.9B across 1,352 
deals in 2016 with seed and Series A investments accounting for almost 
half of this so clearly large incumbents see startup investment as a 
significant part of their growth strategy.

From corporate accelerator programs to reverse pitching and setting up 
venture funds, in each of these cases executives need a method to decide 
which startups to work with.

And it’s a decision not to be left to senior executives and their own devices 
as oftentimes that’s likely to result in evaluating the startups through the 
lens of a big corporate (how can we use this today? How big is the 
market today? How has this worked before? Is this a sure thing?).
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1. DECISION MAKING FRAMEWORK
To best make decisions, you need a framework to help you along the journey.
Find below a snapshot of the criteria we turn to at Collective Campus to help us evaluate 
startups for corporate partnerships.

PRODUCT, COMPANY AND ALIGNMENT
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TIMING
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MARKET
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TEAM, CUSTOMER & FINANCE
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EMPLOYEE
INCENTIVISATION

Many intrapreneurs leave the corporate world because there was little to 
no incentive for managers to encourage new ideas or change.

Managers were simply incentivised to deliver simply what was in their 
position description and more often than not, that had nothing to do with 
discovering new ways of doing things, much like the organisations they 
work for.

Change is risky after all, or so they say.

Many managers wonder why on earth they should take a risk on change 
when they’re sitting pretty on a six figure salary, probably have mouths to 
feed, are comfortable with “the way things have always been done around 
here” rhetoric and have no real desire to rock the boat.

But with more than 50% of today’s S&P500 facing replacement in the next 
10 years alone and with one in three listed companies at risk of being de-
listed in the next five years, it’s no secret that organisations need to start 
incentivising innovation if top-down calls from senior executives to “be 
bold, be innovative!” are to be heeded. This need is even more 
pronounced at a middle manager level which can either be the lifeblood or 
ring the death knell of corporate innovation.

The question often becomes one of how to incentivise innovation without 
compromising the core business model. After all, the core business model 
is where we make money today (but not necessarily tomorrow - just ask 
Kodak, Blockbuster, Borders, Compaq and countless others who have 
fallen by the wayside thanks to technology and/or business model 
disruption).

Tastes and economic realities converge.

https://www.collectivecampus.com.au/blog/corporate-startup-partnerships-101
https://www.collectivecampus.com.au/blog/corporate-startup-partnerships-101
https://hbr.org/2014/10/the-key-to-change-is-middle-management
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DEFINE YOUR OBJECTIVES
Every organisation is different and when it comes to corporate innovation, there are no silver 
bullets but my hope is that the following triggers your thinking and supports the 
development of incentives that truly incentivise innovation, in line with the corporate 
strategy, and provides a much needed move away from rudimentary and input focused 
metrics such as “number of ideas raised” which seem to be gaining prominence in many 
organisations.

Why is your organisation looking to incentivise innovation?
This may sound like an arbitrary question but stay with me.
In the early stages, most companies might harbour desires to become the next Google or 
Apple, much like most cities want to become the next Silicon Valley.

As ridiculous as this might sound, aspirations can be a great source of motivation and the real 
desire here is to become more innovative and create more impact.

Step one for most is not going from zero to one and bringing new products to market that 
blow people’s minds but shifting mindsets and culture from one planted in 20th Century 
industrial revolution-grounded management science to one that supports the behaviours
required to drive innovation today, you know... in 2017.

The rate of change is simply too fast for companies to rest on their laurels and continue to 
treat people like widgets on an assembly line whose sole priority is survival. This may have 
made sense in the post-war 20th Century, but not today.

https://www.forbes.com/forbes/welcome/?toURL=https://www.forbes.com/sites/petercohan/2017/07/21/dont-try-to-make-your-city-the-next-silicon-valley/&refURL=https://www.google.com.au/
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SO HOW DO WE IDENTIFY OUR OBJECTIVES?
Figure out where your company sits on the Hierarchy of Needs for Corporate 
Innovation pyramid when defining your overarching overarching organisational objectives.

Clearly defined objectives will go a long way to defining the backdrop for the types of 
initiatives your company will pursue and the KPIs and incentives used to monitor these 
initiatives and reward contributions accordingly.

The very bottom of the pyramid is all about raising awareness and culture change and as we 
make our way up the pyramid, we focus on capability uplift, incremental innovation and 
eventually adjacent and disruptive innovation.

Sample objectives:
• Culture change
• Capability uplift
• Brand uplift (association with innovation and creativity)
• Tangible outcomes (cost savings or new revenue lines)

https://www.collectivecampus.com.au/blog/the-hierarchy-of-needs-for-corporate-innovation
https://www.collectivecampus.com.au/blog/the-hierarchy-of-needs-for-corporate-innovation
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TYPE OF INNOVATION
In addition to our overarching objectives, the type of innovation being sought will also 
play into the types of KPIs and incentives you’ll use to assess people’s individual 
performance.

THE 3 TYPES OF INNOVATION
Horizon 1 incremental innovation: extend and defend the course business (eg. iPhone 7S)
Horizon 2 adjacent innovation: build new lines of business by combining your core assets 
with new technologies or business models (eg. Uber Eats)
Horizon 3 disruptive innovation: create new breakthrough businesses
This could be doing something radically better or cheaper (eg. Netflix) or creating an 
entirely new market (eg. Apple iPad).

While it will be different for every organisation, conventional wisdom suggests that the 
split of R&D investment across the three horizons should resemble something like the 
following:

Horizon 1: 70-80%
Horizon 2: 10-20%
Horizon 3: 5-10%

The old Facebook mantra of “move fast and break things” might work well when exploring 
disruptive innovation, but not so much for those focused on improving core assets that 
already make money.

I don’t imagine a banking architecture lead in charge of core personal banking assets 
would want to break anything anytime soon and perhaps that’s why Facebook too, now a 
listed company with a US$492B market cap has updated its mantra to “move fast with 
stable infrastructure”.

The good news for most organisations is that more than half of the organisation still need 
to focus on delivery and incremental improvement of the existing business model, which 
is what they’re pretty good at doing already. It comes back to that “what we make money 
today with” thing.

Now it stands to reason that the 
workforce distribution and education the 
organisation delivers should also reflect 
this (eg. not everybody needs to learn 
the lean startup methodology, some 
might get by with a traditional waterfall 
product development lens).
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H1 AND H3 REQUIRE DIFFERENT MINDSETS

The above table makes it clear why we can’t measure everybody with the 
same yardstick because the attitudes and behaviours required to be 
successful when exploring the different types of innovation are almost 
diametrically opposed.

DEFINE KPIS

Next up, based on your objectives and 
type of innovation sought, it’s time to 
define your KPIs for the different areas.

One helpful way of doing this is to put KPIs 
into three buckets: input, outcome and 
hard measures.

INPUT MEASURES

• Ideas
• participation in sprints/hackathon
• mentoring startups in accelerator
• contributing to innovation program dev
• attend conference/meetup/meetings
• contribute to innovation surveys or 

customer testing
• Courses or workshops taken

OUTCOME MEASURES

• Prototypes built
• Experiments run
• Data collected
• Learnings mapped to innovation 

metrics or the lean canvas building 
blocks

• People engaged in initiative
• Course or workshop results

HARD MEASURES

• Products to market
• Customer # generated
• Revenue generated
• Sign ups
• Cost savings
• Time savings

https://www.collectivecampus.com.au/blog/5-innovation-metrics-you-need-to-know
https://www.collectivecampus.com.au/blog/5-innovation-metrics-you-need-to-know
https://www.collectivecampus.com.au/resources/lean-canvas
https://www.collectivecampus.com.au/resources/lean-canvas


COLLECTIVE CAMPUS | INNOVATE OR DIE 23

INCENTIVES
Finally, if people meet their KPIs, how do we incentivise them?
First up, given the stigma that still exists around failure at most large companies, the 
reward should be large enough to offset any perceived risk of a downside.
To this point, incentives for the achievement of the Outcome and Hard KPIs defined 
earlier, should be greater than that for simple Input KPIs.
Incentives normally fall into one of two buckets, intrinsic or extrinsic.

INTRINSIC

EXTRINSIC

Think money, time, public recognition, prizes (perhaps tickets to attend a hot tech 
conference - SXSW anyone?!).

In some cases, if the organisation has set up, say, a spin-off to explore disruptive 
innovation, or many spin-offs, then you could go the extra mile and reward 
‘employees’ with funding and/or equity in the new ventures.
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FINAL THOUGHTS

Your incentives, especially insofar as exploring Horizon 2 and 3 innovation is concerned, 
should be set up to encourage and celebrate small failures that deliver valuable 
learnings and serve to optimise the company’s Return on Failure (ROF).

Remember the Chinese proverb that “difficult ending is new beginning in disguise”.
As such, failure is learning in disguise, and the faster our organisations and their people 
get comfortable with the concept, the more likely they are to navigate the uncertainty 
and ambiguity that today faces every organisation on the planet.

https://www.collectivecampus.com.au/blog/how-to-optimise-your-return-on-failure-rof
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ORGANISATION
SUCCESS METRICS

If our objective is to create an environment that supports intrapreneurship, then 
we would expect that people would exhibit more of what Clayton Christensen 
refers to as the innovator’s DNA - that is, one who embraces experimentation, 
networking, questioning, observing, challenging the status quo and taking smart 
risks. The purpose of creating this environment of course is ultimately to 
generate and more importantly, execute, on ideas that create new revenue and 
in today’s day of rapid technological disruption and increased market 
uncertainty, help keep an organisation afloat.

So what kind of metrics might you use to assess the progress of a team?
I’ve prepared the following list which is by no means exhaustive but is designed 
to get you thinking about this from the context of your organisation’s objectives. 
Can you think of any others? Please, add them to the comments!
And before you dive in, it’s critical to measure our performance against the 
previous period. So if we’re looking at a three year period, what did the 
preceding three year period look like? We need to be comparing like for like and 
omitting external factors that might distort the numbers as best we can.

http://www.collectivecamp.us/blog/how-to-identify-innovators-amongst-accountants
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ORGANISATION-WIDE METRICS
Number of experiments run
Remember, when it comes to disruptive innovation it’s about moving away from a culture of 
taking few large bets slowly to one that takes lots of small bets quickly.

Average experiment cycle time and cost
The lower, the better - oftentimes we can test the problem and solution without even having to 
build something and that constitutes an experiment. Failed early? Great, that’s a huge 
improvement on failing big and late which is far too often the case.
You might also call this the average time to market validation.

Number of learnings
If you’re going to fail then it’s crucial to share those learnings with the organisation in order to 
decrease the likelihood of that failure being repeated and share insights that may lend 
themselves to new ideas and opportunities - ultimately, you want to increase your return on 
failure by sharing your learnings.

Return on failure
Click here for more on this metric.

New revenue v existing revenue
What volume and percentage of new revenue is attributable to new products? How did this 
compare with the previous period?

Experiment failure rate
What is the average failure rate for your experiments? 10%? 20%? 30%? These are all way too 
low. Venture capitalists cast the net wide and expect 1 in 10 investments to pay off and that’s 
for a reason. Early stage, disruptive ideas, no matter how good, no matter how talented their 
team, are fraught with so much uncertainty and risk that getting it right is really hard. It might 
sound counterintuitive but setting your failure rate high, say at about 90%.

This is also why learning to bring down the time and cost of your experiments is critical to bring 
the number of experiments up and support an experiment failure rate this high.

Number of ideas raised / tested / validate problem / validate solution / validate product 
market fit / implemented
This is a funnel of sorts because we don’t want to get carried away with collecting thousands of 
ideas that go nowhere or lack any substance. We want to know of the ideas raised, how many 
did we test? How many of the tests provided enough validation of problem and solution? How 
many validated that people were willing to pay for the product? And finally, how many were 
released to market as official products?

http://www.collectivecamp.us/blog/how-to-optimise-your-return-on-failure-rof
http://www.collectivecamp.us/blog/how-to-optimise-your-return-on-failure-rof
http://www.collectivecamp.us/blog/how-to-optimise-your-return-on-failure-rof
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ORGANISATION-WIDE METRICS
Growth gap
What’s the gap between our growth objectives and our existing revenues? Has this decreased 
over the three years? Adjust for factors like inflation and new revenue not attributable to 
innovation efforts.

Average time to market
How long does it take you to get products to market? In GE’s case, since implementing the 
lean startup methodology, they managed to slash the time to market for products such as 
industrial circuit breakers by half.

Number of ideas sourced internally / via customers / partners / the public
In today’s fast moving landscape, many companies are realising that they need to get out of 
the building and embracing the broader innovation ecosystems and companies in their value 
chain to innovate. This metric helps to measure engagement with the outside, but you might 
want to extend it by building out some of the aforementioned metrics with this in mind. For 
example, number of experiments run with partners such as external startups.

Patents
I would be wary of patents because there is often no direct correlation with innovation or new 
revenue growth. When we’re talking about disruptive innovation, this is especially true. There 
are so many unknowns that the best way to win is to - and I quote Eric Ries - move faster than 
everyone else. In the early stages, we want to validate problem, solution and product market 
fit, which does not require a slow, drawn out patent registration process. Not only that, but 
most patented ideas are powerless against minor modifications released by copycat 
competitors. As mentioned earlier, expect more than 90% of your ideas to fail.

This is because traditional financial metrics such as NPV, IRR and RoNA are used as measures 
of success. In addition, the allocation of capital for new ideas hinges on business cases that ask 
us to forecast indicators such as the target market, the market size, the payback period and 
aforementioned financial metrics - all factors that can’t be reliably predicted when it comes to 
disruptive innovation which is inherently uncertain and chaotic.

http://www.linkedin.com/pulse/increase-your-return-optimisation-roo-steve-glaveski?trk=prof-post
http://www.linkedin.com/pulse/increase-your-return-optimisation-roo-steve-glaveski?trk=prof-post
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BONUS CHAPTER

CREATING PARALLEL 
PROCESSES TO SUPPORT 
DISRUPTIVE INNOVATION 
INSIDE THE BUILDING
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WHAT IS DISRUPTIVE INNOVATION?
Hold up! What’s disruptive innovation?

First up, we need to have a process for defining whether an idea is disruptive, mere 
incremental innovation or somewhere in between.
So, a quick refresher on McKinsey’s three horizons (or types) of innovation:

According to Clayton Christensen, characteristics of disruptive businesses, at least in their 
initial stages, can include: lower gross margins, smaller target markets, and simpler products 
and services that may not appear as attractive as existing solutions when compared against 
traditional performance metrics.

Again, it’s clear to appreciate why large companies don’t support disruptive ideas in their 
infancy.
If a listed company made $1B last year and analysts are forecasting 5% growth then it needs 
to find an additional $50M this year or suffer a decline in share price and value.

Finding an extra $50M in small markets with products that aren’t yet good enough for the 
mainstream is probably not the best place to find the extra coin.

These are the negative attributes of disruptive innovations in their infancy that prevent large 
companies from taking an interest until, oftentimes, it’s too late (hello Blockbuster...or, erm, 
goodbye I guess?).
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So what other factors might define disruptive innovation that we could use to determine 
which investment pathway to funnel an idea into - a traditional business case or our 
alternative?

The disruptive innovation litmus test, first put forward in Christensen’s The Innovator’s 
Dilemma, proposes the following solution for new market or low-end disruptive 
innovations.

New Market Disruption (innovation that creates a new market, eg. iPad)
• Is there a large population of people who historically have not had the money, 

equipment, or skill to do this thing for themselves, and as a result have gone without it 
altogether or have needed to pay someone with more expertise to do it for them?

• To use the product or service, do customers need to go to an inconvenient, centralized 
location?

Low-End Disruption (innovation is better or cheaper than what came before it, eg. 
Netflix)
• Are there customers at the low-end of the market who would be happy to purchase a 

product with less (but good enough) performance if they could get it at a lower price; 
and

• Can we create a business model that enables to earn attractive profits at the discount 
prices required to win the business of the over-served customers at the low end? Once 
an innovation passes the new market or low-end disruption test, there is still a third 
critical question to answer affirmatively;

• Is the innovation disruptive to all of the significant incumbent firms in the industry? If it 
appears to be sustaining to one or more significant players in the industry, then the odds 
will be stacked in that firm’s favor, and the entrant is unlikely to win.

WHAT IS DISRUPTIVE INNOVATION?
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CREATING PARALLEL PROCESSES TO 
SUPPORT DISRUPTIVE INNOVATION

For emerging businesses, startups and new corporate ventures, there is a tendency to jump 
to conclusions with a product and try to optimise things like marketing channel and ad 
campaigns, which might bear a little fruit, but when you’re selling a half baked solution to a 
poorly defined problem, you might steal a few unsuspecting bases, but you won’t hit any 
home runs.

What if there was a way to test and optimise our assumed problem and solution
before investing in subsequent development?

Customer discovery philosophies like the lean startup have opened people’s eyes to this 
possibility, especially during a time of ubiquitous internet access where building, testing 
and iterating can be done warp speed.

Below is what Ash Maurya, author of Running Lean and creator of the lean canvas, 
essentially describes as the new product development lifecycle:

1. Validate the problem you are solving
2. Define the smallest possible solution
3. Validate your solution / unique value proposition
4. Validate product market fit (that people will pay for your product)
5. Scale

Source: BenneliJacobs&co

https://www.linkedin.com/pulse/increase-your-return-optimisation-roo-steve-glaveski
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The “Silicon Valley Entrepreneurial Tech Company” Investment Approach
When startups seek investment, they do so based on different factors, from different 
people, at different stages of their lifecycle.

TYPICAL STARTUP INVESTMENT CYCLE

A venture capitalists’ primary job is to invest in early stage disruptive innovation and so they 
cast a wide net given the risk profile of a startup, only striking gold, on average, once out of 
every ten times, with a couple of moderate wins to boot.

Now if VCs have a strike rate of about 25%, then what chance does a large listed company, 
with a culture characterised by certainty, appeasing short-term shareholder demands, risk 
mitigation by analysis, change advisory boards, steering committees and getting things 
‘perfect’ before engaging customers have of getting it right every time?

Yet, our current systems are setup to do, or expect rather, exactly that outcome. 

What Gets Measured Gets Managed
Recall from our startup investment example above that each stage in the product 
development lifecycle has different metrics used to determine investment.
So we need to define similar metrics for our investment into disruptive ideas at a large 
company.

CREATING PARALLEL PROCESSES TO SUPPORT DISRUPTIVE 
INNOVATION

PRODUCT 

DEVELOPMENT STAGE

INVESTMENT 

STAGE

INVESTMENT 

SOURCE
EXAMPLE METRICS

INVESTMENT 

AMOUNT

VALIDATE PROBLEM Bootstrap Own Funds User Feedback 0 - $10,000

VALIDATE SOLUTION Seed Family & Friends 
Crowdfunding

As Above
Website Sign ups 0 - $10,000

VALIDATE BUSINESS 

MODEL
Seed

Crowdfunding
Angels
Venture 
Capitalists

As Above
Sales
Pre-orders
Engagement Rate
Net Promoter Score (NPS)
CPA v LTV*

$50,000 - $1M

FEATURE 

DEVELOPMENT
Series A

Venture 
Capitalists
Private Equity

Average Revenue Per 
Account (ARPA)
Monthly Recurring
Revenue (MRR)

$2M+

SCALE Series B+
Venture 
Capitalists
Private Equity
IPO

All of the Above $5M+

https://www.wsj.com/articles/SB10000872396390443720204578004980476429190
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Effective metrics are characterised by the following:
• SMART - specific, measurable, actionable, realistic, time bound.
• Actionable - ties specific and repeatable actions to observed results
• Capture the why, where, who and what
• Generate key market insights
Okay, so what is this “alternative approach” you keep speaking of?!

Well, if we take the startup investment model above and map it to the product 
development lifecycle, we might land on something like this to back disruptive innovation 
at a large company.

THE BUSINESS CASE ALTERNATIVE FOR DISRUPTIVE INNOVATION

EXPERIMENTATION DOESN’T NEED TO COST MUCH.

You’ll note the tiny funding amounts of as little as $500 for problem validation (depending 
on the idea, this could in fact be much less than $500)

That’s because with nominal amounts like these, some smarts and an internet connection 
we can test lots of our assumptions fast and generate enough data to determine whether or 
not we should receive a subsequent capital injection.
Remember, we’re looking to test problem and solution in the early stages of an idea, which 
doesn’t require functional, working software or hardware.

Make no mistake, this is way lighter than your traditional ‘proof of concept’ which is still all 
about some kind of functional offering that takes months to get out of the building.

CREATING PARALLEL PROCESSES TO SUPPORT DISRUPTIVE 
INNOVATION

STARTUP 

INVESTMENT 

STAGE

PRODUCT 

DEVELOPMENT 

LIFECYCLE 

STAGE

EXAMPLE 

METHODS
EXAMPLE TOOLS EXAMPLE METRICS

INVESTMENT 

AMOUNT

BOOTSTRAPPING
Validate 
Problem

Customers 
Discovery

Problem interview
Jobs to be done 
prioritisation
Customer Survey
Online Ads

User Feedback
% of Positive Responses
Acquisition rate (Pirate 
Metrics)

$500 -
$5,000

FRIENDS & 

FAMILY

Validate 
Solution

Customer 
Developmen
t
Design 
Thinking
Lean Startup

As Above
Landing Page
User Testing
Solution Interview

As Above
Waiting List Sign-ups
Activation Rate (Pirate 
Metrics)

$500 -
$5,000

SEED

Validate 
Business 
Model

Lean Startup
As Above
Lean Canvas
Validation Board
Clone Scripts

As Above
Sales
Pre-orders
Engagement Rate
Net Promoter Score 
(NPS)
CPA v LTV*

$1,000 -
$5,000

SERIES A
Build out 
feature sets Agile

Kand Questionnaire
Feature to be done 
prioritisation
Analytics Software 
Sprint Review

As Above
Average Revenue Per 
Account (ARPA)
Monthly Recurring 
Revenue (MRR)

$10,000+
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Think your organisation is too big, bureaucratic and over-regulated to apply lean startup?
Think again.

General Electric, with its $120B market cap and 200,000 employees worldwide, did exactly 
that. And it’s exactly this kind of progressive thinking, entrenched in GE’s DNA, that sees 
the company enter its 127th year in a commanding position, ranking 13th in the 2017 
Fortune 500 list.

GE has fast become a model of how to implement lean startup in a large organisation.

Eric Ries, author of the Lean Startup, a new solution development methodology that has 
radically transformed the way startups get products to market, approached GE with a 
simple question, after introducing a group of stakeholders to the philosophy that was 
rooted in software development.

“Is this something you can use to make things like turbines and jet engines, as well?”

Rather than simply shoot down Eric’s question, GE got testing. They put together several 
new product introduction (NPI) teams at Crotonville, the company’s leadership institute. 
Eric was brought in and taught the teams how to apply the methodology.

When asked whether this was something that was applicable to their respective businesses, 
the resounding response was “yes”.

But How?

As soon as team members returned to their respective business units, their ideas and new 
ways of working were quickly squashed. They realised that applying lean startup would not 
only require training but a cultural shift in the organisation.

GE promptly created its Fastworks program - geared towards the successful adoption and 
use of lean startup philosophy across GE.

At GE, limiting characteristics that embody the values of its people were failure not being 
an option, an addiction to being right and a lack of customer-centricity and empathy when 
developing new products. Why engage customers when you have all the answers right?

The company zeroed in on these cultural challenges and started to attack them by creating 
a new belief system that aligned with the Fastworks and lean startup principles.

CASE STUDY: CULTURE CHANGE AND THE 
LEAN STARTUP AT GE
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This belief system was summarised by the following:

1. Empower and inspire each other
2. Customers determine our success
3. Stay lean to go fast
4. Learn and adapt to win
5. Deliver results in an uncertain world

This was supported by senior management projecting to their people that “this is what we 
believe”.

New beliefs underpin new behaviours and these new behaviours are critical to the 
success of lean startup in a large organisation. Still, there are challenges as one would 
expect of a company the size and scale of GE - 200,000 diverse employees across 175 
countries.

But the results speak for themselves.

Results
Transport: Using lean startup, GE developed and commercialised a new engine based on 
regulatory changes brought on by the EPA. It got to market 2 years before its competition 
not only resulting in significant cost savings, but bettering the EPA’s requirements. This 
positioned them extremely well with customers, gave them first mover advantage.

Energy: GE developed a gas turbine which enabled it to deliver the most efficient, low 
cost energy solution it could to customers and it decreased development costs by 60% by 
doing so!

In its Industrial business GE:
• Reduced time of NPI by two thirds
• Reduced time to customer validation by 80%

The latter not only represents a significant cost saving but also frees up NPI funds to 
reinvest into new ventures, rather than over-invest building the wrong thing and 
scrambling to find budget for new projects. This snowball effect enables GE to explore a 
much higher number of new innovations and products in a much shorter time-frame with 
much lower expense.

The underlying message is clear - if an organisation the size of GE can implement 
lean startup, then chances that your organisation can too.
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CONCLUSION

Ultimately, not every company was created equal, and as is the case when 
experimenting with new ideas, incumbents should opt to experiment with different 
approaches to innovation to see what works for them. 

It’s tempting to invest in an a well planned out transformation program in order to feel 
busy at the expense of being truly effective. 

As John Boyd, the US Air Force fighter pilot and Pentagon consultant whose theories 
have been highly influential in not just the military, but in sports, business and litigation, 
said, observe, orient, decide, act… repeat. 

Real estate incumbents have two choices. Ignore these threats or respond to them in a 
timely manner in which case they become, not threats, but opportunities. 

What’s timely? Now. 



COLLECTIVE CAMPUS | INNOVATE OR DIE 37

ADDITIONAL RECOMMENDED READING

https://www.collectivecampus.com.au/resources/the-innovation-managers-handbook-free-ebook
https://www.collectivecampus.com.au/blog/why-your-company-should-run-an-accelerator-program
https://www.amazon.com/dp/B06XBHNF5R/ref=sr_1_1?ie=UTF8&qid=1488240288&sr=8-1&keywords=steve+glaveski
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