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We now are coming to our next presentation: Driving Growth through
Innovation. It is another way to look at best practice for customers and add
more value to the products and at the same time to bring more revenue and
profit to the company. The speech is to be given by Magnus Wester from
Ericsson Multimedia in Sweden. Magnus has a technical background. He has
been leading Ericsson’s initiatives in the content and application area since
2001. He is working on new business models and he is currently the
innovation director at Ericsson Multimedia. Magnus, please take the floor.
Magnus Wester
Good afternoon,
it is the first time for me to be in this region. This seems to be a center of
innovation. The vision and dreams of this country will shape the future of the
whole world. I am here to speak about: Driving Growth through Innovation.
My agenda will be:
•Things are happening out there...
•Is R&D going to save us?
•What really works
•Driving change within Ericsson
•Innovation learnings
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Something happened 2004 ...
iPod became the king of digital music sales

Making a company that was not in the music industry, one of the top
three largest music distributors with accumulated sales of over $2.5
billion

Things are happening out there...
Taking a company like Apple, in 2004 they launched iPod, which all of you
probably know. This was only 4 years ago and today they have over 70%
of all digital music distribution of the world.
Things are happening.
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YouTube
Internet Video here to stay
YouTube was launched February 2005
In 18 months they had 20 million unique
visitors per month
YouTube had in end 2007 staggering 31%
market share of all web TV
Compared to Fox at #2 which has a market
share of 4,4%

"It's fine talking about TV, but TV
as we knew it is changing
dramatically, the business will
never be as it was".
Source: Arthur D Little, Wall Street Journal, 2006, Youtube, 2007

YouTube was launched in February 2005. They have already 31% market
share of webTV. The runner up, number 2, Fox has only 4%, a big gap
between the leader and the follower. But there are even more recent
things happening out there.
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Now you can fund your own artist!

Launched on 18 June 2007
400.000 registered users (Q1 2008)
Has raised £150.000 for 9 artists
to produce their first album
Plan for 2008. Securing financing
for over 30 artists in the UK, which is
more than EMI, Sony BMG or Warner
Music achieved last year.

I heard about a company "Slicethepie". It was formed last summer in the
UK. They are trying to take the role of the music industry, but doing it in a
community way instead. They allow you out there, who love music, to rate
music. It is for all kinds of people in office who listen to the music and say:
I like this one, it will become a hit. I can even agree to fund the production
of the first album by this artist. I can even buy those shares in the title that
I have rated, if I really believe this will be a big success.
Suddenly there is no role for the music industry. What is even more
interesting, half a year ago they had 400,000 users. They raised £150,000
and funded 9 artists to produce an album. During 2008, they are expecting
to have over 30 new artists in the UK, that is more than any of the
established brands such as EMI, BMG or Warner Music are doing alone.
This is being achieved by a company which has been around for one year.
Things are happening out there.
The clash of Internet and Media is happening right now and there is ample
room to dare to dream, for those who dare to take a chance to innovate
and find new ways. So, how do you come up with those great ideas?
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So how do we create new ideas?
”One person takes two previously known ideas and combines
them into a new idea”
Fredrik Härén
The Speaker of the Year 2006/2007

+

=

A good speaker in Sweden, Fredrik Härén, who won the Speaker of the
Year Price last year for his speech on innovation and creativity, whom I
can greatly recommend, defines new ideas in the following way: One
person taking two previously known ideas and combining them into a new
idea. He is basically saying, there is no such thing as a new idea, it is
always a combination of previously existing ideas and which are then used
in association. So it takes two old things to come up with a new thing.
Example: Freight ships and kite surfing and you have Skysails, a new
company that estimates that the usage of oil for an Atlantic crossing is
reduced by 30% by using the Skysails product.
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What is a new idea?

Idea = p(k+i)

Source: Fredrik Härén’s speech at Kunskapens Dag

Being an engineer we like formulas, don't we? I like formulas. We can
define the number of ideas with this equation.
The number of ideas produced in the world (Idea) equals the number of
persons (p) having the knowledge (k) plus information (i) to make those
associations.
Today we have about 6.5 billion people in the world, about 106 billion
persons have ever lived in history, i.e. approximately 5% of all people are
living right now and it will increase. Soon there will be 9 billion people living
on earth, i.e. almost 10% of the total population will be alive and kicking
now.
What happens with knowledge? In Sweden, having a population of about 9
million, we have roughly 300.000 students in our universities. Comparing us
with China may not be the right thing. Last year they increased the number
of students by 600.000. They are graduating five times as many engineers
as the whole European Union. Knowledge is not a scarce resource
anymore.
How is it with information? When I was a kid I went to the library. Then
something happened around 1992, called Internet. With one click on a
computer I may find almost all information available in the world. This will
have a big impact.
We will face an idea explosion. This is not going to happen in Western
Europe, that is for sure, hopefully in America, but definitely in China, India
and in the developing countries of Asia.
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Are we facing an idea explosion?

Idea = p(k+i)

Source: Fredrik Härén’s speech at Kunskapens Dag

The CEO of Axzo Nobel says, ”I am not looking for people with knowledge.
I can buy those for 2 EUR per hour in India. I am not looking for persons
with information. That can somebody do for me in China for even less. I am
looking for people with imagination - creative persons who can come up with
new ideas.”
The value of knowledge is rapidly declining in the world today. The value of
imagination is increasing.
The organizations of our companies are not structured to empower people,
who burn to create new ideas and to drive change. Are they going to stay in
your company? Well, from a CEO perspective the standard procedure may
be to give R&D a little bit more money and then expect that good things will
be developed. Throughout the industry it seems to be true.
”U.S. spending on R&D will also have to increase if the country wants to remain
technologically dominant.” – Fortune, July 2005
”We need at NEC to increase our R&D spending by as much as 50 percent to keep
ahead of the competition.” – NEC Corporation quoted in The Age, July 2005
”The European Commission will today appeal to E.U. Countries to increase spending on
research and devlopment, or face being out-paced by competitors such as China.” –
Financial Times, July 2005

”Yahoo spends as heavily on product development and R&D as Google and Microsoft ...
Falling behind in this arms race would spell big trouble.” – Fortune, August 2005
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No relationship between R&D investment
and sales growth

Is R&D going to save us?
A couple of years ago Booz Allen made a study of the top 1000
companies and had a look at R&D vs. sales ratio and compared it with the
actual sales growth. Of course I am not a statistical expert but I don’t see
any relation and neither did they. Practically, there seems to be no relation
between investment in R&D and sales growth of the company. If you
invested more than the industry average it really did not matter. What
Booz Allen found out, was how we deal with innovation in a company, it is
about the culture in a company. Do you encourage innovation? Do you
promote people when they come up with some new idea? How do you
handle it? What processes do you have in place?
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The success of Apple
Brains rather than budget
The Apple success of iMac, iBook, iPod,
iTunes, iPhone was a result of brains
rather than R&D budget.
Apple had 5.9% R&D/Sales ratio vs.
industry average 7.6%.
Apple R&D (1999-2004) spent 1:10th of
IBMs budget.

Anyone who wants to know how to do it, should go to see Steve Jobs. He
was fired from Apple, but later returned when Apple started to go bad .
When this study was made during 1999 and 2004, Steve Jobs returned to
Apple. He really did not invest more in R&D, which was actually below the
average of the industry 5.9% to 7.6% and at the time it was only one tenth
of what IBM was budgeting for R&D.
Still, when Steve Jobs came back, he started to drive intrapreneurship in
the company, finding those projects, he believed had a future. Something
that could drive a dream of Apple. In a very short time Apple delivered the
iPod, the iMac, the iBook, the iTunes, the iPhone. Today Apple is seen as
one of the most innovative companies in the industry. And they didn’t do it
by increasing the budget for R&D. They came out with constructive new
innovations in a field they had not been in before.
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A rapidly changing world...
Performance

Revolutionary
A revolutionary innovation
has highly improved features
that replaces existing
technology

Disruptive
A disruptive innovation have initially
lower performance than existing
technology but quickly enhances and
outperform the existing technology

Incremental
Traditional R&D development
that improves existing
features incrementally, with
lesser and lesser value add

Time

What we as large companies are good at is incremental innovation, this
means that we try to improve our existing system technologies. The
problem with this methodology is that over time the value added is
perceived by the market as declining. But every step is just as costly as
the first one. The sad thing is that we are not very good at coming up with
revolutionary or disruptive innovation. It usually happens outside of large
corporations. It happens in small start-up companies, where dreams are
allowed to become reality.
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Where do management think new innovation
ideas come from?

Here you can look at the sources of innovative ideas. Partnership with
customers is the most important source. We have to get closer to the
customers and try to learn what they want. Booz Allen also concluded that
this relationship with our customers is the one we have to improve the
most.
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Where do they really come from
Answers from representatives from 88 innovation projects in 28 Swedish companies

Sources of ideas

Percent

Daily work and internal contacts

46.6%

Customers

11.4%

Suppliers

0%

Observations outside daily work

25.0%

Technical and scientific magazines

6.8%

Prior employees

5.7%

Competitors

2.3%

Missing

2.3%

Source: When Ideas meet Organizations, Christian Czernich, Stockholm School of Economics

There was a quite unique research project in Sweden. It was looking at
intrapreneurship in the context of 88 innovative projects in 28 Swedish
companies. We have a tendency to hide our failures, we don’t want to go
public with candid information. But in this study they came to the
conclusion that the most ideas are generated internally, very little comes
from the outside, 11% from customers, 0% from suppliers. Really what we
are seeing here is that we are not good at getting our ideas from our
customers. The likelihood of coming up with a new idea greatly increases
when you meet with people with different backgrounds and different
cultures.
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Some sobering facts...

99.99% of invention patents are basically worthless.
Independent startup ventures outnumber intrapreneurial ventures
by a factor of 10-100.
Most ventures fail - only 1 of 10 intrapreneurial ventures are highly
successful.

Entrepreneurial Venture Performance
Answers from representatives from 88 innovation projects in 28 Swedish companies
60%
50%
40%
30%
20%
10%
0%

Strongly below
expectation

Slightly below
expectation

Sales performance

Slightly above
expectation

Strongly above
expectation

Technical performance

It is easier to solve technical problems than to find customers
Entreprenurial success is in line with venture capital industry 1/10 rule of
thumb
Source: When Ideas meet Organizations, Christian Czernich, Stockholm School of Economics
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What Really Works
Professor Nitin Nohria, Harvard Business School
PRIMARY
Having a well-defined, clearly communicated Strategy
Consistently Meeting Customer’s Expectations via superior operation
execution
Achieving the most stringent quality levels (e.g. Product Quality)
Creating a high-performance, high values Culture
Enabling a Structure that simplifies working in and with the organization
SECONDARY
Hiring superior Talent at all levels of the organization
Having a great Leader
Driving Innovation in your industry
Developing a strong Mergers and Partnership capability
Source: What Really Works, Professor Nitin Nohria, Harvard Business School

What really works
I can highly recommend the book “What Really Works” by Professor Nitin
Nohria. He looked at 160 companies in 40 different industries and tried to
find out, why some companies over a period of 10 years managed to be
winners over the whole time, why some are losers and why some became
better or lose out in the end. They looked at the factors which really
mattered. There were primary and secondary reasons for that, as you can
read above.
But whatever your idea is, good or bad, doesn’t really matter if you don’t
live up to the customer expectation, such as product quality and culture as
well as having great leaders and driving innovations.
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Achieving the most stringent quality levels
(e.g. Product Quality)

1st

100%
90%
80%

Highest Product Quality

70%
60%

High Product Quality

50%

Average Product Quality

40%
30%

Low Product Quality

20%

Lowest Product Quality

10%
0%

Winners

Losers

Source: What Really Works, Professor Nitin Nohria, Harvard Business School

Creating a high-performance, high values
Culture

Establish and abide by clear company values
Inspire all to be their best
Reward achievement, but keep raising the performance bar
Create a work environment that
is challenging, satisfying, and fun

Source: What Really Works, Professor Nitin Nohria, Harvard Business School
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1st

Having a great Leader

2nd

Leaders must establish personal connections with people at all levels
Leaders must improve their capacity to spot opportunities and
problems early
Board members must understand
the company and be committed
to its success

Source: What Really Works, Professor Nitin Nohria, Harvard Business School

Driving Innovation in your industry

Drive change in technologies and business models
Use technologies to enhance operations
Don’t hesitate to cannibalize existing products

Source: What Really Works, Professor Nitin Nohria, Harvard Business School
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2nd

The Multimedia Innovation Process
Realizing the Opportunities

INNOVATION
NETWORK

Idea generation
Idea collection
> Idea Competitions
> MUs
> R&D
> Partners

BUSINESS
ANALYSIS

Business analysis
> Value proposition
> Market Situation
> Technical Feasibility
> Financial Outlook
> Assign grand-father
> Customer short-list

MARKET
VALIDATION

Live customer trial or prototype
Market validation
> Customer Feedback
> Usage data
> Adoption rate
Business Plan
Commercialization proposal

Driving change within Ericsson
First, I would like to describe how it is to be an innovator in a large
organization. It means that you face the whole organization being against
you. If you go to a venture capital (VC) company, they might say no, but
then you go to the next one and they might be interested in your idea.
If you go to a large organization you have to convince 4, 5 or maybe even
6 different stakeholders in that organization that your idea is really good.
Any one of them says no, your idea is out. That is why we see 10 times as
many ideas happening outside of large companies as compared to those
inside of them. We have way too many gatekeepers and not enough
stakeholders willing to start investing in new things.
At Ericsson we started an innovation process which was outside the
general product process. We focused very much on creating an innovation
network, on business analysis and on market validation.

Driving Growth through Innovation – Magnus Wester – page 106

2020 Market Unit Ideation

How do we deal with ideation, i.e. the generation of ideas? We have a
game thing called 2020 which forces you to do associations between
different things. We have run this in all our market units, trying to get
people to envision the future by putting it in 2020 perspective, you can
take away some of the things which limit your thinking, such as: “We don’t
have the technology.” or “We can’t make that work.” In 2020 everything
works. It is about dreaming and daring to believe in what the future could
hold.
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Idea Gathering Tools
Idea Boxes - A colaborative ideation tool

We have introduced an idea posting system, so that other people can rate
your ideas and comment on them and give suggestions to improve them.
Once the idea is rated high, then innovation managers can go in and
decide to invest budgeted funds in it in order to realize it.
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Changing the Culture

Multimedia Trainee
Program
Attract highly talented people and
ensure their development and
retention
1,5 year rotation program

Multimedia Campus
Change the culture of the existing
organization
> mTube (Multimedia Videos)
> Blogs and Communities
> Demo Zone
> Online courses
> Training Program
> Campus Newsletter

We have tried to invest in the culture, to get top talented people with
multimedia background who could help to teach us the lessons from out
there in the markets with the young population today. But we are also
trying to change our existing people, managers with a telecom background
become multimedia persons by doing the multimedia campus. It is all
about changing the culture.
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Innovation KPIs
Targets for Innovation Team
The ”smörgåsbord” approach
Next Big Money Maker
> Potential accumulated revenues over 5 years
Quick Wins Innovations
> Potential accumulated revenues over 3 years
Wildcard Innovations
> High potential but with higher risk and uncertainties
Benchmark for Overall Organization
X% of Current Year’s Net Sales
contributed from new innovations
made over the last 5 years

Being Swedish, we like ”smörgåsbord”. So we tried ”smörgåsbord”, a little
bit mixed with the key performance indicators (KPIs). We had, of course,
targets for the big money makers, looking at the accumulated revenues
over the next 5 years. There are probably some “low hanging fruits” out
there that we don’t want to ignore. So let us have a goal for quick wins,
too, with a perspective of 3 years.
Naturally, there are also some wildcard innovations, where we have a
strong gut feeling, but where we have a hard time to quantify what the
potential may be.
We have done benchmarking on our overall organization, looking at the
percentage of Current Year’s Net Sales. It is a way to see if the
organization is stagnant, relying on old stuff all the time, or if it is an
organization revitalizing itself, by adding new things in the existing
portfolio.
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Innovation Learnings
Top management must lead the way
Establish norms and values that support innovation
Write an “inspiring” mission and vision
Review the existing reward systems
Assimilate innovations from the outside
Create a system to identify new ideas
Create new venture departments

To summarize what innovation learnings consist of at Ericsson I have
listed here the major points.
Thank you very much!
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