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DEAR READER,



Welcome to edition 52 of the Capco Institute Journal of
Financial Transformation.

Transformation has been a constant theme in our industry for
several decades, but the events of 2020 have accelerated
change in employee working patterns, and in the very nature of
the workplace itself. This Journal examines three key elements
of these new working paradigms — leadership, workforce, and
organization.

As we explore in this edition, a key part of any firm’s
transformation agenda centers around digital leadership
and how to tackle the novel challenges created by changes
within organizations and society. Leaders need advanced
organizational skills to build teams that use digital technologies,
as well as to inspire millennial workers who have grown up in a
digitally transformed world. They also need deeper technology
skills to lead, and a broader understanding of the ethical
paradigms introduced by the challenges created through new
technologies such as Al. These enhanced skillsets will help
today’s leaders and their teams fully realize the benefits of new
working models.

The topics reviewed in this Journal offer flexibility for
employees, increased agility for teams, and a combination of
both for organizations. When supported by the right technology,
these can create collaborative, outcome-driven environments.
Through the resulting remote or hybrid models, organizations
can transform their workforce and operations to boost
productivity, cost effectiveness and employee engagement,
while enhancing resilience and customer experiences.

As always, our contributors to this Capco Journal are
distinguished, world-class thinkers. | am confident that you will
find the quality of thinking in this latest edition to be a valuable
source of information and strategic insight.

Thank you to all our contributors and thank you for reading.

Lance Levy, Capco CEO
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ABSTRACT

Is your organization full of hackathons, shark tanks, incubators, and other innovation programs, but none have changed
the trajectory of your company/agency? Finding out why some innovation programs succeed and others fail is not easy,
and it took many years for Pete Newell, CEO at BMNT Inc., and | to identify the answer to this question. We now believe
that we have a better understanding of how to build innovation programs that will deliver products and services, not just
demos. In this article, we explain why an understanding of “Innovation Stack” — the hierarchy of innovation efforts that

have emerged in large organizations and consist of “individual innovation”,

"o«

innovation tools and activities”, “team-based

innovation” and “operational innovation” — could help organizations build successful innovation programs.

1. INTRODUCTION

Is your organization full of hackathons, shark tanks, incubators,
and other innovation programs, but none have changed the
trajectory of your company/agency?

Over the last few years, Pete Newell, CEO at BMNT Inc.,
and | have helped build innovation programs inside large
companies, across the U.S. federal science agencies, and
in the Department of Defense and Intelligence Community.
However, it is only recently that we realized why some
programs succeed and others are failing.

After doing deep dives in multiple organizations we now
understand why individual innovators are frustrated, and why
entrepreneurial success requires heroics. We can also explain
why innovation activities have generated innovation theater,
but few deliverables, and why innovation in large organizations
looks nothing like startups. Most importantly, we now have a
better idea of how to build innovation programs that will deliver
products and services, not just demos.

It starts by understanding the “Innovation Stack” — the
hierarchy of innovation efforts that have emerged in large
organizations. The stack consists of: “individual innovation”,
“innovation tools and activities”, “team-based innovation”, and

operational innovation”.

2. INDIVIDUAL INNOVATION

Pursuit of innovation inside large companies/agencies is
not a 21st century invention. Ever since companies have
existed, there have been passionate individuals who saw that
something new, unplanned, and unscheduled was possible.
Pushing against the status quo of existing processes,
procedures, and plans, they went about building a demo/
prototype, and through heroic efforts succeeded in getting a
new innovation over the goal line — by shipping/deploying a
new innovation.

' This article first appeared on steveblank.com
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INNOVATION STACK
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PROCESS EXAMPLES DELIVERABLE

We describe their efforts as “heroic” because all the established
procedures and processes in a large company are primarily
designed to execute and support the current business model.
From the point of view of someone managing an engineering,
manufacturing, or operations organization, new, unplanned,
and unscheduled innovations are a distraction and a drag
on existing resources. (The best description | have heard is
that, “Unfettered innovation is a denial of service attack on
core capabilities.”) That is because until now, we had not
levied any requirements, rigor, or evidence on the innovator
to understand what it would take to integrate, scale, and
deploy products/services.

Finally, most corporate/agency innovation processes funnel
“innovations” into “demo days"? or “shark tanks", where
they face an approval/funding committee that decides which
innovation ideas are worth pursuing. However, without any
measurable milestones to show evidence of the evolution of
what the team has learned about the validity of the problem,
customer needs, pivots, etc., the best presenter and flashiest
demo usually win.

Individual innovation Heroic

Innovators alliance

In some companies and government agencies, innovators even
have informal groups, i.e., an Innovators Alliance, where they
can exchange best practices and workarounds to the system.
(Think of this as the innovator’s support group.) However,
these innovation activities are adhoc, and the innovators’ lack
authority, resources, and formal processes to make innovation
programs an integral part of their departments or agencies.

2.1 Innovators versus entrepreneurs

There are two types of people who engage in large
company/agency innovation:* innovators — those who
invent new technology, product, service, or processes;
and entrepreneurs — those who have figured out how to
get innovation adopted and delivered through the existing
company/agency procedures and processes. Although some
individuals operate as both innovator and entrepreneur, any
successful innovation program requires an individual or a
team with at least these two skill sets.

ENTREPRENEURS — GET INNOVATION ADOPTED
INNOVATORS — INVENT THINGS

One-off successes
Frustration with system

EXAMPLES DELIVERABLE

2 https://bit.ly/33LPkxr
3 https://bit.ly/2FdT4h9
* https://bit.ly/2ChwhQr
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3. INNOVATION TOOLS AND ACTIVITIES

Over the last decade, innovators have realized that they needed
tools and activities that are different from traditional project
management tools used for new versions of existing products/
customers. They have passionately embraced innovation tools
and activities that, for the first time, help individual innovators
figure out what to build, who to build it for, and how to create
effective prototypes and demos.

INNOVATION STACK

Guidance/investment/

Leadership organizational decision

Operational innovation Pipeline
Single team innovation Lean/I-Corps
Innovation activities

Activities/training

Individual innovation Heroic

Innovation as a parallel system

Lean, design thinking,
hackathons, incubators, outposts,

Some examples of innovation “tools” are “customer
development”, “design thinking”, “user-centric design”,
“business model canvas”, “storytelling”, etc. Companies/
agencies have also co-opted innovation activities developed
for startups such as hackathons,® incubators, internal
“kickstarters”, as well as “open innovation” programs® and
“maker spaces” that give individual innovators a physical
space and dedicated time to build prototypes and demos. In
addition, companies and agencies have set up “innovation
outposts”® (most often located in Silicon Valley) to be closer
to the relevant technology and then to invest, partner, or buy.

Innovation doctrine
Barrier reduction

Deliver more, faster
Decision points

Innovation pipeline
H4X, ONR

Evidence-based MVPs

[-Corps@NSF, H4D Incubator-ready team

Innovation demos, prototypes

maker spaces gl

One-off successes

Innovators allian X .
ovators alliance Frustration with system

PROCESS EXAMPLES DELIVERABLE

These activities make sense in a startup ecosystem, where
100 percent of the company is focused on innovation;
however, they generate disappointing results inside
companies/agencies, when 98 percent of the organization is
focused on executing the existing business/mission model.
While these tools and activities educated innovators and
generated demos and prototypes, they lacked an end-to-end
process that focused on delivery/deployment. Hence, it should
be no surprise that very few contributed to the company’s top
or bottom line (or an agency’s mission).

One of the ironies of the tools/activities groups is rather than
talking about the results of using the tools — i.e., the ability
to rapidly deliver new products/services that are wanted and
needed — their passion has them evangelizing the features of
the tools and activities. This means that senior leadership has
pigeonholed most of these groups as extensions of corporate
training departments and skeptics view this as the “latest fad.”

4. TEAM-BASED INNOVATION

Rather than just teaching innovators how to use new tools or
having them build demos, we recognized that there was a need
for a process that taught all the components of a business/
mission model (who are the customers, what product/service
solves their problem, how do we get it to them, support it, etc.)
The next step in entrepreneurial education was to teach teams
a formal innovation process for how to gather evidence that
lets them test if their idea is feasible, desirable, and viable.
Examples of team-based innovation programs are the National
Science Foundation Innovation Corps (I-Corps@NSF),° for the
Intelligence Community ICorps@NSA, and for the Department
of Defense, Hacking for Defense (H4D)™.

In contrast to single-purpose activities like incubators,
hackathons, kickstarters, etc., these curricula teach what
it takes to turn an idea into a deliverable product/service

5 https:/bit.ly/2XOyHNO
® https:/bit.ly/2PEud8d
7 https://bit.ly/3g0p20N
& https:/bit.ly/3f0iBtP

® https://bit.ly/30LNo60
10 https://bit.ly/3kvg0gJ
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PROCESS EXAMPLES DELIVERABLE

by using the scientific method of hypothesis testing and
experimentation outside the building. This process emphasizes
rapid learning cycles with speed, urgency, accepting failure as
learning, and innovation metrics.

Teams talk to 100+ beneficiaries and stakeholders while
building minimal viable products to maximize learning and
discovery. They leave the program with a deep understanding
of all the obstacles and resources needed to deliver/deploy
a product.

The good news — I-Corps, Hacking for Defense, and other
innovation programs that focus on training single teams
have raised the innovation bar. These programs have taught
thousands of teams of federally funded scientists, as well
as innovators in corporations, the Department of Defense,
and intelligence community. However, over time, we have
seen teams that completed these programs run into scaling
challenges. Even with great evidence-based minimal
viable products (prototypes), teams struggled to get these
innovations deployed at scale and in the field; or a team
that achieved product-market fit building a non-standard
architecture could find no way to maintain it at scale within the
parent organization.

Upon reflection we identified two root causes. The first is a
lack of connection between innovation teams and their
parent organization. Teams form/and are taught outside of
their parent organization because innovation is disconnected
from other activities. This meant that when teams went back to
their home organization, they found that execution of existing

priorities took precedence. They returned speaking a foreign
language (What’s a pivot? Minimum viable what?) to their
colleagues and bosses who are rewarded on execution-based
metrics. Further, as budgets are planned out years in advance,
their organization had no slack for “good ideas.” As a result,
there was no way to finish and deploy whatever innovative
prototypes the innovators had developed — even ones that
have been validated.

The second root cause emerged because neither the
innovator’s teams nor their organizations had the mandate,
budget, or people to build an end-to-end innovation
pipeline process, one that started with innovation sourcing
funnel (both internal and external sources) all the way to
integrating their prototypes into mainstream engineering
production (see below and Blank and Newell (2017)"on the
innovation pipeline).

5. OPERATIONAL INNOVATION

As organizations have moved from individual innovators
working alone, to adopting innovation tools and activities, to
teaching teams about evidence-based innovation, our most
important realization has been this: having skills/tools and
activities are critical building blocks but by themselves are
insufficient to build a program that delivers results that matter
to leadership. It is only when senior leaders see how an
innovation process can deliver stuff that matters — at
speed - that they take action to change the processes
and procedures that get in the way.

" Blank, S., and P. Newell, 2017, “What your innovation process should look like,” Harvard Business Review, September 11, https://bit.ly/31HXC6K
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INNOVATION PROBLEM CURATION PRIORITIZATION
SOURCING DAYS — WEEKS DAYS
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........ Ho

We believe that the next big step is to get teams and leaders
to think about the innovation process from end-to-end — that
is to visualize the entire flow of how and from where an idea
is generated (the source) all the way to deployment (how it
gets into users’ hands). Hence, we have drawn a canonical
“innovation pipeline” [Blank and Newell (2017)]. For context,
in the figure below, the I-Corps program described earlier is
the box labeled “Solution exploration/hypotheses testing.”
We have surrounded that process with all the parts necessary
to build and deliver products and services at speed and
at scale.

Second, we have realized that while individual initiatives
won “awards,” and incubators and hackathons got coffee
cups and posters, senior leadership sat up and took notice
when operating groups transformed how they work in
the service of a critical product or mission. When teams
in operating groups adopted the innovation pipeline, it made
an immediate impact on delivering products/services at speed.

INNOVATION STACK
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Individual innovation Heroic
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HORIZON 3
DISRUPTIVE

An operating group can be a corporate profit and loss center
or anything that affects revenue, profit, users, market share,
etc. In a government agency it can be something that allows
a group to execute mission more effectively or in a new
disruptive way. Operating groups have visibility, credibility, and,
most importantly, direct relevance to mission.

Where are these groups? In every large company or agency
there are groups solving operational problems that realize
“they can’t go on like this” and/or “we need to do a lot more
stuff” and/or “something changed, and we rapidly need to
find new ways to do business.” These groups are ready to
try something new. Most importantly, we learned that “the
something new” is emphatically not more tools or activities
(design thinking, user-centric design, storytelling, hackathons,
incubators, etc.) Because these groups want an end-to-end
solution, the innovation pipeline resonates with the “doers”
who lead these groups.

Innovation doctrine
Barrier reduction

Innovation pipeline
H4X, ONR

Deliver more, faster
Decision points

Evidence-based MVPs

I-Corps@NSF, H4D Incubator-ready team

Innovation demos, prototypes
People

One-off successes
Frustration with system

DELIVERABLE

Innovators alliance

EXAMPLES
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One example of moving up the Innovation Stack is that the
NSA |-Corps team has recently shifted their focus from
working with individual teams to helping organizations
deploy the methodology at scale. In true lean startup fashion,
they are actively testing a number of approaches with a
variety of internal organizations ranging in size from 40 to
1000+ people.

However, without a mandate for actually delivering innovation
from senior leadership, scaling innovation across the
company/agency means finding one group at a time —
until you reach a tipping point of recognition. That is when
leadership starts to pay attention. Our experience to date is
that 25- to 150-person groups run by internal entrepreneurs
with budget and authority to solve critical problems are the
right place to start to implement this. Finding these people
in large companies/agencies is a repeatable process. It
requires patient and persistent customer discovery inside your
company/agency to find these groups and deeply understand
their pains/gains and jobs to be done.

127/

6. CONCLUSION
Companies/agencies  have  adapted and  adopted
startup innovation tools (lean, design thinking, user-

centric design, business model canvas, etc.) as well as
startup activities and team-based innovation (hackathons,
incubators, kickstarters, I-corps, FastWorks, etc.). However,
because they are disconnected from the mainstream
business/mission model very few have been able to scale past
a demo/prototype. Use the Innovation Stack and start working
directly with operating groups. More importantly, find those
who realize “they can’t go on like this,” and/or “we need to do
a lot more stuff,” and/or “something changed, and we rapidly
need to find new ways to do business,” and you will end up
delivering stuff that matters instead of coffee cups.
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