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Executive Summary

During February 2010, InnovationTools.com conducted a brief survey of innovation practitioners
to measure the current climate for innovation. It asked respondents to quantify the changes in
their organization’s innovation climate and funding since the global recession hit, and about the
specific strategies they’re utilizing to help to keep innovation alive in their firms.

After weathering a difficult 2009, innovators are expecting a slight improvement in the climate
for innovation in 2010. But bigger gains are expected in the next 2-3 years, according to the
results of the 2010 Innovation Climate Survey recently released by InnovationTools.com, the
world's largest and most trusted innovation website.

Compared to this time last year, innovators are clearly more hopeful about the climate for
innovation. A modest increase in the levels of investment in innovation programs, cited by
respondents to this year's survey, points to growing optimism about the future: Over one-third of
respondents (36.0%) reported that their budgets for innovation initiatives increased up to 30%, a
significant increase in confidence compared to 12 months ago, when only 20% of respondents
reported this range of increases in innovation funding.

In addition, nearly one-half of respondents (47.8%) said the climate for innovation has
"improved slightly" in the last 12 months, an increase of over 20% compared to this time last
year.

Respondents were also asked what the outlook for innovation is within two timeframes: In the
next 12 months and in the next 2-3 years. The majority of innovators surveyed (47.3%)
anticipate slight improvement in the climate for innovation in the next 12 months. That will be
followed by a significant improvement in the next 2-3 years (49.2% foresee this higher level of
improvement in the longer term). This appears to follow the cycle of slow recovery that typically
occurs after a prolonged recession.

Chuck Frey

Founder & Publisher
InnovationTools
http://www.innovationtools.com
chuck@innovationtools.com
http://twitter.com/chuckfrey
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Survey results

Total respondents: 364

How has the climate for innovation changed in your organization in the last 12
months?

8%
Gotsignificantly worse 2.0%
0,
Gotslightly worse 17.9%
0,
No change 26.7% 2010
m 2009
4718%
Improved slightly 27.0%
2%
Improved significantly 0.5%
0.0% 10.0% 20.0% 30.0% 40.0% 50.0%

When it comes to the climate for innovation, 2010 does not appear to be a time for widespread
optimism, but rather steadily growing hope for its future. Nearly half of the respondents (47.8%)
said that the climate for innovation in their organization has “improved slightly,” up over 20%
from this time last year.

However, another 25.9% said the climate for innovation in their firms isn’t doing as well as last

year (combination of “got slightly worse” and “got significantly worse,” which suggests that we
have some time to go before widespread support for innovation improves.
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What has happened to your organization's funding for innovation initiatives in the
last 12 months?

Decreased 50% or more _ 55'_'37%
Decreased 40-50% _ i_l;"éc
Decreased 30-40% _ 430’?]%
Decreased 20-30% _ i{_%ﬁ%
Decreased 10-20% _ 006.80
Decreased less than 10% _ i 5.4%
No Change - 0036.9% m 2010
Increased less than 10% _ 7.4% 13.2% 2009
Increased 10-20% _ 9_1%12'4%
Increased 20-30% _ 3.1% 10.4%
Increased 30-40% _ %13%:?6
Increased 40-50% _ 0}5,'%0
Increased 50% or more _ 3.1% 1%
0.0% 5.[I}% 10.IO% 15.IO% 20.I0% 25.I0% SO.IO% 35.I0% 4O.IO%

During the last 12 months, the majority of respondents (36.9%) said that their organization’s
level of funding for innovation was unchanged.

As in question 1, there is cause for hope for innovation funding: A significant number of
respondents also reported increases in funding. Just over 13% said their budgets increased less
than 10%; another 12.4% said innovation funding is up 10-20% in 2010, while another 10.4%
reported increases in the 20-30% range.

Significantly, the percentage of respondents who reported funding increases outnumbered
those that said their organization’s funding declined by 49% to 18%.
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Finally, just over 7% of respondents reported innovation funding increases in excess of 50% -
an astounding amount, considering the current economic climate. This suggests two possible
explanations: First, these companies may not have had funded innovation initiatives in the past,
so any increase would loom large from a percentage standpoint. The other possibility is that a
handful of organizations see a real opportunity to gain competitive ground now, while others in
their markets are still hunkering down and trying to survive the latter days of the global
recession.

What innovation strategy is your company using that has been the most effective
in helping it to weather the economic downturn?

Increasing your focus on changing customer needs

Focusing on process innovation 1.7%
Improving collaboration 7. 1%
Focusing on service innovation 6.9%
Other 6.6%
Marketing innovation 5.8%
Inexpensively prototyping new ideas 5.2%
Hunkering down/ignoring innovation for now 4.9%
Open innovation - partnering with other companies 4.7%
Eliminate low value projects from innovation portfolio 4.79
Exploring innovation opportunities in adjacent markets 3.0%
Increasing your investment in innovation 2.5%
Uncovering disruptive innovation opportunities 2.5%
Scenario planning to anticipate future trends/needs 2.5%
Reallocating innovation funds to faster ROI projects 2.2%
Open innovation - partnering with universities 2.2%
Open innovation - partnering with key suppliers 1.9%
Business model innovations for existing products 1.4%
Eliminate riskier projects from the innovation portfolio 1.4%

Conducting a disruptive threat assessment 0.5%

Outsourcing R&D to lower-cost countries 0-3%/

Improving or extending existing products 12.49

13.7%

0.0% 2.0% 4.0% 6.0% 8.0% 10.0% 12.0% 14.0%
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When asked which single most important strategy respondents are using to weather the
recession, the top 5 responses were, in order of popularity:

Increased focus on understanding the changing needs of their customers (13.7%)
Improving or extending existing products (12.4%)

Focusing on process innovations (7.7%)

Improving collaboration (7.1%)

Focusing on service innovation (6.9%)

arwnE

Surprisingly, some of the practical strategies that innovation experts recommended in last year’s
Innovating in the Recession special report from InnovationTools.com ranked poorly in this
survey. For example, reallocating innovation funds to projects that promise a faster return on
investment is only being pursued by 2.2% of respondents. Similarly, only 4.7 of respondents
said they are eliminating lo w value projects from their innovation portfolios. Finally, exploring
innovation opportunities in adjacent markets — which represents a low-cost, low-risk strategy for
most companies in most industries — was only cited as a primary innovation strategy by 3% of
respondents.

Open innovation didn’t fare as well as expected, either. “Open innovation — partnering with other
companies” was only ranked 10" by respondents, while partnering with universities and key
suppliers ranked close to last, with 2.2% and 1.9% identifying these as their primary innovation
strategies. The last — partnering with key suppliers — is perhaps most surprising, because this is
typically one of the first places where organizations explore open innovation. They already have
these relationships; the focus is typically upon improving the communication with these partner
firms, bringing them into innovation projects at an earlier stage, and so forth. Keep in mind, as
you review the results of this question, that we only asked respondents for their number one
innovation strategy. Some respondents may be already experimenting with open innovation, but
not as their number one strategy.

Other innovation strategies cited by survey respondents included these:

Improving our knowledge management and making strategic vision one of our key
services.

Engaging middle management in innovation projects creation and implementation.
Focusing on investor support for product manufacturing, marketing and sales.
Focus on developing a culture of innovation.

Launching in-house IDEA (idea management) tool for 3,500 global employees.

Deferred the development of some innovative new business services when the
economy's outlook improves.

Internal improvement suggestion process (trying to bring in ideas from all areas).

Encouraging all members to present their ideas for improvement (IFIs) on a regular
basis.
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How do you think the climate for innovation will change in the next 12 months/2-3
years?

1.4%
Get significantly worse 299
1.6%
Get slightly worse 3.6%
8.0%
No change 17.6%
39.8%
Improve slightly 47.3%
409.2%
Improve significantly 9.4%
0.0% 10.0% 20.0% 30.0% 40.0% 50.0%
m2-3yrs. m12mo.

The responses to this question are quite interesting: The majority of respondents (47.3%)
believe that the climate for innovation will “improve slightly” during the next 12 months, while a
slightly larger number (49.2%) believe that the climate for innovation will “improve significantly”
in the next 2-3 years. This appears to be consistent with the outlook for the global economy:
Slow growth for the next several years, followed by a faster rate of growth after that.

One other thing that’s remarkable about the responses to this question is the incurable level of
optimism that it represents. Very few respondents expect the climate for innovation to get
worse, either in the short term or the longer term. Only a relative handful believe the climate will
stay the same (“no change”). Most innovators surveyed expect a bright future for innovation.

Is there anything else you would like to share about your company’s innovation
outlook?

“Sadly, innovation is at present linked to the availability of bank funding. even long term
profitable companies are being charged double old rates and are therefore less competitive than
their overseas competitors. the UK government needs to sort the banks out, but | can
understand their reticence to do so.”

“Innovation is the most important way to improve competitiveness.” - Alexandre Pauperio -
BRAIN Brasil Inovagéo
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“l don't personally agree with the company's ‘hunker down’ approach, but I'm not given a choice
in the matter.”

“We only started our innovation initiative last year so this is a new venture for us, hence the
significant investment response above. Our business is committed to developing innovation as a
core value and believe it will ultimately deliver significant growth year on year.”

“We have been able to launch new services based on our core products and competencies to
penetrate our traditional markets (adding value to our proposal to traditional clients).” - Ricardo
Zermefno-Gonzalez, Select

“Our company has always had a passion for continuous improvement which for us is
synonymous with innovation. Unfortunately, we invested heavily leading two to three years ago
leading into the recession. Last year was a very difficult year - a year of survival - by focusing on
the relationships we have with our best customers. The strategy has paid off - this year is more
of a year of recovery. We are continuing to leverage the investment we made in innovation two
years ago which we believe will pay off in the next year.”

“We have a well defined and comprehensive innovation strategy which is gradually being
implemented. We are already seeing the benefits and these will increase over the next 12
months. We have also significantly expanded our network and reach and our reputation as an
innovation-driven organization is starting to increase.” - Chris Dymond, TechnoPhobia Ltd.

“We believe in Innovation comes from involving people at grass root level and working on
building a culture that it is everyone’s responsibility.”

“Innovation is punished - company seems to be in a model of do your job and only your job.
deliver on your objectives.”

“We are looking at products, services, and alliances that we may never have considered
before.”

“We are continually looking at ways to help our consulting customers in area of environment,
health and safety from adding innovating the engagement experience to new service options,
including integrated management system development. One of our key initiatives is to utilize e-
learning platforms to improve delivery for training.” - Phillip McCreight, Life and Safety
Consultants, Inc.

“As a services organization we are vested in helping our clients realize their full innovation
potential. Innovation as a process is nothing new but helps combine strategic thinking about
areas such as customer relationship management, product life cycle management, new product
development and quality control.” - Brian Jones, KS&R

“(The) managing director of the organization is steering the innovation. It is evident that all
employees take this initiative seriously and tend to take ownership. Slowly innovation will
become the order of the day in our organization.”

“Open innovation - Currently, it's felt commercially risky (or) not something with value, but that's
because we haven't tried it. I'm sure we'll successfully work with an outside org within the next
two years and people will realise that they've been doing it anyway.”

“We have been innovation consultants for nearly 10 years, but it has only been in the last year
or so that organizations have stopped paying lip service to the need to innovation, and have
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woken up to the fact that innovation is a necessity not only to thrive, but to survive.” - Rowan
Norrie, True North Innovation

“Innovation (research, development) and manufacturing has pretty much stalled. Funding - dried
up. Stimulus is fixing state governments, small business is getting very little...pretty much not
making any difference.”

“Company has a history of generating new ideas in response to project issues. Our challenge is
to generate a culture where these responses are capture distilled and shared.” - lan Buchan,
Thiess Pty. Ltd.

“We are convinced innovation will be key in our success, this is why we began this year with a
specific Major Business Goal called Innovation, with two champions and a dedicated team to
start the journey. We are new to this though and we plan to begin with training and peoples'
awareness of the importance of this goal.” — Juan Manuel Ramos, Oceanside Glasstile

“Our business is once again at a start up place, not unusual for engineering. Innovative
applications for our business have been difficult as clients have held firmly to the "old ways",
however, we are convinced that to improve the overall standards and end product these
innovations must become a common aspect of our industry, and we look forward to this difficult
economic climate to implement these standards and services.” - J. D. Adam, Computer
Graphics Services

“We are focusing on process innovation, product innovation as well as business model
(innovation) simultaneously, using multiple approaches.”

“First of all, we have to develop innovation as a mature and structured management discipline
with clear targets and expected added value within the general management domain...

So far innovation is mixed with invention, research, creativity etc. resulting in a neutral
impression in the heads of many top company managers (solves everything, but in practice
nothing new...) by my opinion, innovation must be clearly defined and supported by methods,
tools, etc: e.g. innovation is a change process with measurable positive results.” - Attila Toth,
Novitech

“Analyzing the industries potentials / developments and combining it with fresh creativity tools
and the trends in other industries proofs to be a never-ending fountain of possibilities and
business model generation.”

“We focus on disruptive innovations that have the potential for sufficient improvements to justify
commitment of resources when resources are scare.” - Karl Dakin, DaVinci Quest

“We are seeing a significant rebound in our technology, product and business model innovation
consulting activity with core clients. We are seeing more corporate boards and senior
executives embracing open innovation practices as key components of their 2010 growth
strategies and pressing their organizations to enter new markets while creating new markets in
promising "white spaces"” at the intersections of shifting markets.” - Peter G. Balbus, Pragmaxis
LLC

“Resources are strapped and it's challenging to get buy-in.”

“It's not about companies its about people running them - a couple of good directors makes all
the difference. Sounds obvious but it’s true.”
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“Seems the sector | work in (the chemicals industry) is investing more in Innovation tools. What
they are struggling with is the innovation culture and organization to implement the initiatives
and make the most of the tools and processes!”

“Innovation consulting is changing, tougher market place, more demanding and specific
challenges presented by clients, attention time is reducing, speed and impact of results
demanded in tighter time demands.” - Paul Hobcraft, Agility

“‘We are very optimistic and believe adversity is the mother of innovation. Like Akio Morita once
stated " If you cannot obsolete your own products - your competitor will do it for you "

So very relevant in today's time. We are pro active, sensitive and aware about what is
happening in your own home, neighborhood, your town, your country and your planet and not
get lost in your day to day daily routine - then anyone can miss the bus.” - Geev Panthaki,
Sparks & Ideas

“Social networking, combined with all members presenting their ideas for improvement (IFIs),
are becoming a ‘killer app.™

“Structure and budget is driving what is done. Lip service will not make innovation happen.”
“We took our future into our own hands and invested in new technology and new products while
others were hunkering down. You have to spend money to make money!” - Kimberly A.
Johnson, PMP, NPDP, Johnstech International

“Creating a culture of innovation needs time and constant attention. Leaders must role model

innovation (processes and behaviors). Visible changes must occur within your organization for
people to know that innovation is not just lip-service.”

Questions?

Please contact Chuck Frey at chuck@innovationtools.com.

To view the full results of the 2009 Innovation Climate Survey, please visit the
InnovationTools.com website.
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