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ARE YOUR 
INNOVATIONS 
TAKING OFF?

Our research reveals six levers 

to help manufacturers achieve 

a sustainable innovation culture
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BOOSTING 

INNOVATION 

PERFORMANCE 

BY CHANGING AN 

ORGANISATION’S 

MINDSET
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Spending on innovation 

in the manufacturing 

sector is on the rise. 
In Europe, the automotive industry alone spent 

more than €40 billion on R&D in 20141, but our 

‘Innovation as Unusual’2 research shows the 

commercial success of these innovations is 

stagnating. 

When we looked more closely at the 100 

respondents from the consumer products and 

manufacturing sector we surveyed, we found 

50% of all their innovation initiatives fail to 

become a reality. And when we drill down to look 

at the automotive sector specifically, just 20% of 

organisations’ investments in innovation initiatives 

pay off and only 10% achieve great commercial 

success. These figures are certainly cause for 

concern.

So how can manufacturers ensure their 

innovative ideas turn into commercial successes? 

Our findings suggest organisations with an 

embedded culture of innovation, reinforced by 

leadership that encourages and nurtures 

innovation and hence referenced as innovation 

leaders, are more successful at translating their 

efforts into financial reward. 

Our research reveals that organisations with a 

strong innovation culture had delivered over 10% 

earnings before interest, tax, depreciation and 

amortisation (EBITDA) growth in the last 12 

months, while a study by Innovation Excellence 

found over 70% of respondents see a positive 

impact of innovation culture on competiveness 

and financial targets3. 

Drawing on findings from our research, and 

using statistical analysis against the set of 

questions we asked respondents, we 

demonstrate how focusing on the following six 

essential levers will ensure organisations develop 

a sustainable environment for innovation:

• build internal fluidity

• establish external networks

• embed innovation in the company

• support experimentation

• use free space creatively

• strengthen the ability to manage conflicts.

The 100 respondents to our innovation research 

were active in consumer products (35%), 

industrial engineering (33%), automotive (18%) 

and related industries (14%). The majority of 

respondents (68%) came from the C-suite, with 

the rest from other senior management roles. 

Almost one-third (30%) came from organisations

with annual revenues exceeding $1 billion. In 

terms of geography, 33% came from the US, 

17% from the UK, 15% from Denmark, Sweden 

and Norway, 13% from Mexico, 11% from 

Germany, 9% from the Netherlands, Belgium 

and Luxemburg, and 2% from the Middle East.

______________________

1. European Automobile Manufacturers Association, 

www.acea.be/statistics/tag/category/key-figures

2. PA Consulting Group, ‘Innovation as Unusual’, 

www.paconsulting.com/our-thinking/innovation-research/ 

3. Innovation Excellence, ‘Role of employee engagement in the 

innovation process’, 

www.innovationexcellence.com/blog/2015/03/29/research-

employee-engagement-in-the-innovation-process/ 
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HOW CAN 

ORGANISATIONS 

CREATE A 

CULTURE OF 

INNOVATION? 

From our research we found that one way to 

achieve a culture of innovation is to fail safely and 

frugally. This is not a new concept, but many 

organisations are still reluctant to endorse failure 

of any kind. 

Failure does not need to be expensive and should not put 

careers at risk. We found brilliant innovators encourage 

innovation time among all their employees, while some 

consider celebrating or rewarding near-miss ideas that 

were good, but not possible. 

Organisations must also take a bold and visionary 

approach. Strategic innovation might mean cannibalising 

your own business or opening your organisation up to 

new threats. 

Manufacturing organisations specifically have yet to 

embrace the entrepreneurial mindset. As one global 

manufacturer said: “Innovation comes down to 

partnership. The key to success is open innovation. 

You need to have a network of companies – vendors or 

customers – around you to help you to innovate. It can be 

challenging, but if you do it well you will be a successful 

innovator in the future.”

Manufacturers should also democratise innovation. Within 

the consumer products and manufacturing respondents, 

38% said some of their best ideas originate from their 

rank-and-file employees – higher than R&D (32%) and in-

house innovation teams (28%). By enabling employees to 

contribute companies will create greater enthusiasm for 

innovation. 

You can read more findings from our Innovation as 

Unusual research in the Appendix.

Are your innovations taking off?
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Are your innovations taking off?

751
PARTICIPANTS

including CEOs

and senior

executives From
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COUNTRIES

and seven sectors
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products and
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sector
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DEVELOPING 

A SUSTAINABLE 

INNOVATION 

CULTURE
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THE CHANGING 

LANDSCAPE OF THE 

MANUFACTURING 

SECTOR

As you can see in Figure 1 we have outlined five building 

blocks of the current landscape of the manufacturing 

sector and how we predict these will change in the coming 

years. In the following pages we outline the six levers that 

organisations need to implement to address those current 

and future challenges.

Figure 1: How innovating in the manufacturing 

sector will change

Are your innovations taking off?

Innovation 

building blocks

Barriers

Structure

Processes

Areas

Context

The present

 Industrialisation

 Volume market

 Focus: production 

depth and utilisation

 Mechanical elements

 Individual innovation

 Hierarchically driven

 Allocation of tasks

 Strict demand to 

supplier 

 Hierarchy

 Top-down

 Sequential

 Bureaucracy and vanity

 Dependencies and 

power play

The future

 Digitisation

 Volatile markets

 Focus: customer wishes 

and flexible alliances

 Software elements 

 Systems innovation

 New business models

 Networking orientation

 Encourage synergies

 Reinforce position of 

suppliers

 Network related

 Spread across the 

entire organisation 

 Iterative

 Unclear structures 

and responsibilities

 New talent and capabilities



7

INNOVATION 

LEADERS IN THE 

MANUFACTURING 

SECTOR… 

WHAT SEPARATES 

THE BEST FROM 

THE REST? 

We know from our work with organisations that 

creating a sustainable innovation culture requires a 

combination of behavioural and structural elements 

that shape the way employees work. 

As you can see in Figure 2, the first five levers show 

statistical correlations for a sustainable innovation culture 

influencing commercial success, measured by earnings 

before interest, tax, depreciation and amortisation

(EBITDA). This is based on our further analysis of the 100 

respondents in the consumer products and manufacturing 

sector. These levers represent key dimensions based on 

a connected set of questions from the survey. The 

correlation coefficient ‘r’ represents the level of influence 

for each lever on commercial success – with supporting 

experimentation having the biggest influence at r* = 0.43. 

We have also added in lever six – ‘strengthen ability to 

manage conflicts’. This is because with a larger network of 

external stakeholders, fluid organisational structures and 

more freedom, the chance of conflict substantially 

increases. Skills to manage this conflict are therefore 

essential. 

Are your innovations taking off?
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Figure 2: Six levers that create a sustainable innovation culture*
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With 38% of respondents stating 

their innovative ideas fail due to lack 

of resources, and 24% saying that 

poor cooperation between the 

production, marketing and sales 

functions is a core reason why 

innovations fail, building internal 

fluidity is clearly a key area to 

address. 

We know that many organisations’ 

internal R&D processes are slow to 

adapt to changing requirements and 

siloed behaviour prevents success in 

innovation. Therefore, managers 

need to bring a team of experts 

together to address a specific 

customer need. 

Team members are then categorised 

into groups depending on whether 

they have general management 

skills or not – and further broken 

down based on their unique 

expertise into different knowledge 

pools (shown in Figure 3). 

LEVER 1 

BUILD INTERNAL 

FLUIDITY 

REACT QUICKLY TO 

CHANGING CONDITIONS AND 

IMPROVE TIME-TO-MARKET 

RECOMMENDATION IN ACTION

• Replace a rigid organisational structure with semi-

permanent teams or a temporary structure as fluid 

organisational model for innovation projects. These 

varying job roles will substitute position or functional 

descriptions and allow the organisation to build 

independent and autonomous product development 

units to react to changes in the market more quickly

• Ensure resource allocation is actively managed by the 

innovation or project portfolio to align the skills as 

required

Based on our analysis, the impact of internal fluidity is 

significant: 

• time-to-market improves by 5-10%

• headcount productivity rises by 3-5% per annum

• EBITDA increases by 1-2 percentage points

Spotify is a great example of this in action. The digital 

music giant has ‘squads’ – a group of up to nine people 

that work together – that have a long-term mission, are 

self-organised and cross-functional, and possess all the 

tools they require to work effectively. Ultimately, they have 

end-to-end responsibility for their parts of the product and 

each squad has a dedicated product owner who drives 

product vision and ensures alignment within the squad.4

______________________

4. Planet lean, ‘Playing a different tune’, 

http://planet-lean.com/how-music-streaming-giant-spotify-stays-

successful  

Are your innovations taking off?

BUILD
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Figure 3: An example for a fluid organisational model
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‘Not invented here syndrome’ is a 

mindset that favours internally-

developed products over externally-

developed products – even when the 

external solution is superior. And 

60% of respondents claim their 

organisation needs to make more 

use of open innovation. 

From our experience we find 

suppliers are restricted in their 

freedom to generate and develop 

own ideas fostering innovation. 

Companies must transform 

themselves from a traditional 

pyramid structure (as shown in 

Figure 4), which has the 

manufacturer at the top with the tiers 

of suppliers underneath them, to a 

network structure where suppliers, 

vendors or customers are around 

them. This will help them to 

collaborate, innovate and achieve 

quicker market penetration.

LEVER 2 

ESTABLISH 

EXTERNAL 

NETWORKS 

CLOSE CAPABILITY GAPS 

AND IMPROVE MARKET 

PENETRATION

RECOMMENDATION IN ACTION

• Create clearly defined roles and performance 

requirements that allow individuals to contribute their 

complementary skills and competencies

• Align networks by shared contractual objectives and a 

common idea for value creation

• Ensure communication is transparent and provided in 

short cycles that are supported by a shared IT platform

• Incentivise all partners through an effective 

performance management system and build personal 

relationships

• Leave IP rights with key players within the network to 

give them the opportunity to further commercialise their 

technology

At RWTH Aachen University, for instance, developers 

created ‘StreetScooter’ with the aim of making electric 

mobility in small quantities economically attractive. With its 

new production and development approach, a new 

electric car could be developed within 18 months and this 

caught the eye of Deutsche Post DHL Group – the world's 

leading mail and logistics group. With close collaboration, 

a new series production began in 2015, and the concept 

has proved successful, with Deutsche Post DHL taking 

over StreetScooter.5

______________________

5. DHL, ‘Deutsche Post DHL acquires StreetScooter GmbH’, 

www.dhl.com/en/press/releases/releases_2014/group/dpdhl_acquires_

streetscooter_gmbh.html 

Are your innovations taking off?
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Figure 4: Transitioning from a pyramid to network structure
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The majority of our respondents 

(52%) cite a lack of involvement in 

the innovation process as a main 

barrier to innovation. 

Creativity must be engendered 

across the entire organisation –

from the executive board to 

frontline customer service 

employees. 

This is backed up by 71% of the 

senior executives who believe 

innovation is at the core of an 

organisation and must be 

embedded into its mission. 

Statistically, it is also one of the 

strongest levers of influence on 

commercial success at r* = 0.41 

(shown in Figure 5).

LEVER 3 

EMBED INNOVATION 

DEVELOP SUSTAINABLE AND 

INNOVATIVE CAPABILITIES

RECOMMENDATION IN ACTION

• Make innovation an integral part of an organisation’s 

mission and include it in leadership guidelines and when 

setting objectives

• Establish innovation as a regular topic of conversation 

in internal communications

• Ensure innovative capabilities are a key criteria when 

recruiting talent and in personal development

• Make innovation the responsibility of all employees, no 

matter what level they are at, and reward innovative 

behaviour 

• Mobilise employees to look at a problem from different 

angles, encourage ‘out of the box’ thinking and 

proactively take part in innovation initiatives. 

Are your innovations taking off?

EMBED

* r represents the degree of the 

correlation between the levers 

and commercial success
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Figure 5: How innovation leaders compare against performance levers

Source: PA´s Innovation Research 2015 
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Only 44% of our respondents state 

that entrepreneurial thinking is part 

of their corporate culture, while over 

80% of organisations with 

‘breakthrough innovations’ begin 

radical innovation projects without 

estimating a future return on 

investment. 

As one R&D manager at a car 

manufacturer told us: “To be honest, 

we focus more on the mechanics of 

idea generation such as R&D 

pipelines or market research than 

about how we could enable 

innovations and turn them into 

reality.” This is a short-sighted 

approach given that we have found 

the higher the degree of 

experimentation, the higher the 

performance increase (as shown in 

Figure 6). This is the lever with the 

strongest impact on commercial 

success at r* = 0.43.

LEVER 4 

SUPPORT 

EXPERIMENTATION 

REALISE INTERNAL AND 

EXTERNAL INNOVATION 

POTENTIAL

RECOMMENDATION IN ACTION

• Create different approaches for radical innovation versus 

incremental innovation. This will involve various 

objectives, iterations, planning phases and degrees of 

freedom with which people are given to experiment

• Do not use potential return on investment as the only 

criteria for radical innovation projects 

• Avoid simply focusing on incremental product or 

process improvement. Consider disruptive approaches 

but ensure the incentives for risky innovation initiatives 

are high enough

• Incentivise employees to take responsibility for their 

innovations and allow them to make mistakes – an open 

approach to mistakes is essential if innovation is to 

succeed

• Support iterative learning processes such as ‘Think it, 

build it, launch it, improve it’.

Are your innovations taking off?

SUPPORT

* r represents the degree of the 

correlation between the levers 

and commercial success
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Figure 6: The impact of experimentation on organisations’ performance
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Innovators need time and space to 

develop strong ideas. Firms such 

as Google and 3M, highlighted in 

Figure 7, are good at creating this 

type of environment but we have 

found managers and employees in 

the manufacturing sector still have 

little freedom for generating creative 

ideas – just 30% of respondents 

say their organisation allocates time 

to innovate. 

3M’s ‘15 per cent time’ programme 

allows employees to use a portion of 

their paid time to think up their own 

ideas and has led to some of the 

company’s best-selling products. It 

also set a precedent for some of the 

top technology companies such as 

Google.6

LEVER 5 

USE FREE SPACE 

FOR CREATIVITY 

ALLOW SUPRESSED IDEAS 

TO BE EXPLOITED

RECOMMENDATION IN ACTION

• Ensure free spaces are balanced against the demands 

of daily business 

• Support free spaces with a range of methods and 

creativity techniques such as ‘related worlds’ or ‘rope of 

scope’

• Create a mix of free space formats such as future 

forums, whether it be through a strategic initiative or self-

organised teams

• Develop innovative ideas further from the open space in 

self-organised, independent teams 

• Regularly communicate and conduct feedback sessions 

from the experience and learnings aired in the open 

space ideas.

______________________

6. Fastcodedesign.com, ‘How 3M gave everyone days off and created an 

innovation dynamo’, www.fastcodesign.com/1663137/how-3m-gave-

everyone-days-off-and-created-an-innovation-dynamo 

7. Forbes, Google's best new innovation: rules around '20% time‘, 

www.forbes.com/sites/johnkotter/2013/08/21/googles-best-new-

innovation-rules-around-20-time/#67cbe53368b8 

Are your innovations taking off?
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Figure 7: The time organisations dedicate to innovation
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We know from past experience that 

risks of conflict will rise with the more 

open approach to innovation. 

Managing these conflicts 

successfully requires employees to 

stay within the ‘working zone’ 

displayed in Figure 8 and avoid the 

‘lose-lose’ scenarios. 

Fluid organisation models, with 

cross-functional and external 

collaboration, soften the traditional, 

hierarchical structure so it is 

essential to build trust between 

parties to maximise the potential of 

internal and external networks. 

LEVER 6 

STRENGTHEN THE 

ABILITY TO MANAGE 

CONFLICTS 

ESSENTIAL FOR FLUID 

INTERNAL STRUCTURES AND 

EXTERNAL INTERFACES

RECOMMENDATION IN ACTION

• Identify your individual personal conflict style through 

workshops or coaching and differentiate between 

different types of conflicts

• Build trust and change your perspective 

• Define the ground rules to manage conflicts

• Focus on the rational – not emotional – aspects and 

identify the resistance you are up against

• Offer workshops on how to manage conflicts in teams 

or groups and conduct them in various formats, 

eg departmental, internal and cross-functional on a 

regular basis.

Are your innovations taking off?

STRENGTHEN
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Figure 8: Preventing the escalation of conflict and building trust instead
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In recent years we have seen R&D 

units start to implement elements 

required that will lead to an 

innovative culture. Below we have 

outlined, using an analysis we 

conducted on various organisations, 

how they are doing this. 

Some companies 

have already begun 

to invest in shaping 

an innovative 

culture

PA INSIGHTS

Outside of their R&D units, these organisations have 

begun to create elements of an innovative culture. These 

include:

• working in networks

• conducting interdisciplinary research

• supporting a degree of risk taking

• encouraging and rewarding personal initiatives and 

increasing employees’ sense of responsibility 

With an integrated approach, companies can fully unlock 

their innovation potential

As you can see in Figure 9, carmakers have a lot to learn 

from innovation leaders such as Google. 

Are your innovations taking off?
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Figure 9: Organisations creating an innovation culture
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DEVELOPING A 

SUSTAINABLE 

INNOVATION 

ENVIRONMENT 

Are your innovations taking off?
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WHAT ABOUT YOUR 

ORGANISATION?

We help our clients to develop a sustainable 

innovation environment, using a clear structured 

three step approach. 

In step one PA will jointly prepare the current status of 

existing behaviours and networks to deduce barriers, 

innovation potential and change objectives. 

The second step consists of scheduling and piloting the 

way forward using innovative methods like design-thinking 

workshops or rich picture development. 

Building on the results of step two we will support rolling 

out and implementing initiatives using e.g. action learning 

elements and measuring overall progress. 

Are your innovations taking off?
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For further information about our 

research and approach, please contact:

Dr Uwe Klein

PA innovation and 

organisational design expert

uwe.klein@paconsulting.com

Stefanie Baumgaertner

PA business design and change 

management expert

stefanie.baumgaertner@paconsulting.com
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ACTIONS 

TO TAKE

ACTIVITIES

OBJECTIVES

OUTPUT

KPIS

1
PREPARING TEAMS 

AND THE ORGANISATION

Are your innovations taking off?

 Segmentation heat map

 Network analysis tool

 Maturity scan to assess the innovative

behaviour in the organisation

Maturity check

 Analyse current behaviours and structures

 Conduct workshops with reflection groups 

 Carry out interviews

 Observe ways of working in daily business

Network analysis

 Understand the environment and context

 Define change objectives

 Segmentation of business units according 

to innovation potential has taken place

 Objectives for the initiative defined  

KPIs for success evaluation are defined
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3 TRANSFERRING

Are your innovations taking off?

 Implement schedule

 Conduct and  evaluate feedback loops

 Evaluate and interpret of KPIs

Progress will be monitored

 Action learning/coaching

 Nudging interventions

 Changing mind-set monitoring tool

Action learning
Changing mind-

set monitor

 Initiative is rolled out

 Success of initiative will be 

monitored and evaluated

 Continuous improvement will be ensured

 Initiatives have been launched 

and rolled out successfully

 Successful achievement will be tracked

 Evaluation of results from step one in design 

thinking workshops

 Fields of activity for rollout are defined

 Pilot is designed and conducted

Baseline is defined

 Design thinking workshop

 Rich picture

 Pilot game

Design thinking Pilot game

 Target state is defined

 Schedule is developed and tested

 Results of pilot are evaluated

 Desired target state, defined with objectives, 

working model and incentives, are developed

 Rollout approach is defined

2
SCHEDULING

AND PILOTING
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20% 

Increasing 

product 

development 

efficiency 

for a global car 

manufacturer

A global manufacturer of premium cars and 

commercial vehicles had to reorganise its R&D 

electrical/electronic architecture department and 

develop new working models with 150 external 

developers.

What we did

We conducted a quick scan analysis to understand the 

current organisation’s structures, performance and decision 

making process. We then defined new working models for 

the scope of documentation, software testing, vehicle 

testing, design, modelling and project management 

support.

Based on the new working models, a new requirement 

profile for ‘developers of the future’ was also formed, 

together with a new concept for efficient resource 

management.

The value we delivered

We developed a fit-for-purpose organisational design that 

provided an open space for innovative thinking and 

supported cross-functional collaboration. The new delivery 

capabilities allowed the organisation to speed up the 

product development process and increase efficiency by 

20%.

Case story
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Identifying

25%

potential 

efficiency 

savings

for a premium 

carmaker 

A premium German carmaker faced a massive 

increase in demand for its R&D resources to improve 

their cars’ electronics and interior design, and to 

tackle future challenges such as autonomous driving, 

connectivity and expansion of software development.

How we helped

We conducted a detailed analysis to understand the 

company’s capabilities, the networking structure of its R&D 

function, identify their inefficiencies and see how they 

allocate resources and manage third parties.

Based on the analysis, we worked with them to define a 

new governance and working model to improve the 

collaboration and efficiency between design and concept 

development, and the testing and vehicle trial team. 

We also conducted an ‘out of the box’ thinking workshop 

with senior executives to identify and develop the right 

change management activities. It also helped people to 

develop the necessary skills and brought new ways of 

working to life.

The value we delivered

We identified a potential increase in efficiency of 25% that 

could be achieved with the right implementation activities 

and the correct external service management. The new 

free space could be used as time for developing creative 

ideas and future projects.

Case story
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1

2

3

4

5

INNOVATION KILLERS

Our survey reveals five ‘innovation killers’ that 

senior executives must address to stop their 

great ideas from leaking through the cracks.

FEAR

Around three in five respondents (58%) say they 

are unlikely to back high-potential but risky 

innovations, while overzealous risk management 

ranks among lack of budget, people or skills and 

difficulty moving beyond small scale as a top 

reason why brilliant ideas fail.

LACK OF FOCUS

53% say they use the term ‘innovation’ to 

describe different things, while 42% agree 

innovation is something they talk about more 

than they do. This suggests many organisations 

lack focus and a clear innovation strategy –

which can lead to wasted energy and resources.

ENGINE FAILURE

Organisations are struggling to develop and 

commercialise their best ideas at pace. Asked to 

pick from 13 common barriers to innovation 

respondents point first and foremost to scaling 

up ideas for large-scale use (25.3%). 

THE WRONG ROI

Organisations need tools to model the ROI on 

innovation projects – but they must be careful an 

accounting mindset does not kill creativity. 

Respondents rank difficulty in measuring ROI 

close behind scaling up ideas for large scale use 

in the list of 13 barriers to innovation, which 

suggests that many are conflicted about the best 

approach to identifying winning ideas.

RELUCTANCE TO INVEST

When ideas fail for avoidable reasons, the cause 

most frequently cited by respondents is lack of 

budget, people or skills. Simply, the resources 

required for innovation are not made available. 

This is backed up by 24.5% of respondents who 

said insufficient investment is a top barrier to 

innovation.

Cross-sector findings from our ‘Innovation as Unusual’ research

Our research, including 751 senior executives, spanning 15 countries and nine sectors, shows that 

organisations are losing money and missing out on valuable opportunities. Below are the key findings.

APPENDIX

Appendix

A
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CROSS-SECTOR 

RECOMMENDATIONS

Be visionary, aggressive 

and bold with innovation

For all kinds of innovation, organisations need to 

be doing something new, visionary and bold. 

They need to be prepared to take risks. 

Bring new life to 

the traditional board

Today, organisations need a wider mix of talents 

and skills at the top. As well as professionals 

from financial and operational backgrounds, they 

need creative talent to challenge assumptions 

about what their organisation should and should 

not do.

Bring in antibodies to fight 

off standard innovation killers

Across sectors, the same barriers to innovation 

crop up again and again. The resources are not 

available. Organisations can put a set of 

standard ‘antibodies’ in place, for example, 

incentivising employees to come up with and 

implement ideas.

Measure by value

Our research suggests that a narrow focus 

on profit and loss can stifle innovation. 

Organisations need to think differently about 

what constitutes – and what is likely to create –

lasting success.

Fail safe, fail frugal

Brilliant innovators encourage innovation time 

among all their employees. Some even consider 

celebrating or rewarding near-miss ideas that 

were good, but not possible.

Go beyond 'token digital’

Whatever kind of innovation they are pursuing, 

organisations need to adopt a ‘disruption 

mindset’ to ask whether digital technologies 

could make their tried-and-tested approaches 

more effective.

Look beyond your sector 

– and then keep going

Brilliant innovators look to other sectors, to see 

how they can adapt their innovations. 

Appendix

To find out more, visit 

www.paconsulting.com/our-thinking/innovation-research/ 
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An independent firm of over 2,600 people, we operate 

globally from offices across the Americas, Europe, 

the Nordics, the Gulf and Asia Pacific.

We are experts in consumer and manufacturing, defence 

and security, energy and utilities, financial services, 

government, healthcare, life sciences, and transport, 

travel and logistics.

Our deep industry knowledge together with skills in 

management consulting, technology and innovation 
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