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HISTORY OF THE INNOVATION LAB
While the past 15 years have seen the rise of innovation labs in some of the world’s
largest companies, the concept of an innovation lab isn’t revolutionary. To track
the origins of the innovation lab we can look to Bell Labs, the revered research arm
jointly owned by AT&T and Western Electric. From its inception in the 1920s
through its downfall in the monopoly breakups of the 1980s, Bell Labs produced
some of the most important advances in technological communications of the past
century including the transistor and fiber optic transmission [1]. And while the
focus of innovation labs today is incredibly different, many of the world’s labs at
revolutionary companies like HP and Google are built around the same principles
that made Bell so successful- the focus on creating a dedicated physical space for
innovation, connecting the research and development back to the business, and
cultivating an autonomous creative community.
Today, more than ever, innovation is a critical component of how an organization
succeeds. And when successful, an innovation lab can have a huge impact on an
organizations’ performance, particularly in the digital space. Many companies
looking to foster innovation decide to build an innovation lab, that it will capture
the magic like Bell Labs did and catapult them to success.
But if the benefits are clear, shouldn’t every company looking to digitally transform
invest in such a program? The answer is a little more complicated. Innovation labs
often don’t deliver on their intended results. In fact, research has shown that 8090% of labs fail to achieve their stated goals [2]. Reasons for these failures often
include lack of alignment with the business, an incorrect balance of skillsets on the
team, and no mechanism to track the lab’s results [3]. Companies also often build a
lab hoping the effects will spill over to the rest of the organization and create a
more creative and innovative culture. But research has shown that in companies
with innovation labs, only 17% report innovation being carried out across the full
organization [4].

[1] Jon Gertner. ‘True Innovation.’ The New York Times, 2012.
[2] ‘Capgemini Consulting and Altimeter Global Report Reveals Leading Businesses Continue to Struggle with
Innovation, with Traditional R&D Model 'Broken'. Capgemini Worldwide, 2017.
[3] Simone Banh Ahuja. ‘Why Innovation Labs Fail and How to Ensure Yours Doesn’t.’ Harvard Business Review, 2019.
[4] Jerome Buvat, et al. The Discipline of Innovation. Capgemini Digital Transformation Institute, 2017.
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Many leaders looking at these numbers, rightfully so, feel trepidation as to
whether or not to open a lab. Leaders should be cognizant that an innovation lab
isn’t a cure-all that will allow your organization to deliver on its goal of digital
innovation. Rather, establishing a lab should be just one component in a broader
innovation program.
The questions facing innovation leaders at the start of their journey are daunting
ones: How should companies evaluate whether or not to start a lab? What choices
do they have to make at the outset to make the labs successful? And how should
they measure this success over time? While looking to successful labs for best
practices is useful, each lab should be designed according to the specific goals of
the organization. This paper offers a guide to leaders as they set out to make these
important decisions that will impact the future of their innovation programs.

WHAT IS AN INNOVATION LAB?
Before diving into key decisions that need to be made when opening such an
outpost, it’s important to contextualize what we mean by the term ‘innovation lab’.
Labs are a space dedicated to innovation that vary in size from 20 employees to
hundreds, and even thousands. Companies might call this space an innovation
center, lab, or outpost (these terms will be used interchangeably here).
Innovation labs can serve a number of different organizational goals. Because
building an innovation lab outside of the traditional corporate structure is often
fairly costly and risky, these labs tend to work on high impact strategic
opportunities [5]. Common charters of innovation include developing new
products and services or designing new business models. Many labs are tasked
with building connections with tech startups in their industry or larger tech
companies who might represent important strategic partnerships for the
company. Labs are often are focused on ‘trendspotting’ to ensure the organization
is on top of potential threats and opportunities that they might learn through their
connections. Additionally, labs are often tasked with evangelizing an innovative
idea across the organization. They’re are responsible for storytelling to the
broader organization and showing the ‘why’ behind their ideas [6]. This has the
critically important outcome of helping the parent organization develop a strong
culture of innovation within the company.
[5] Jackie Fenn, et al. Seven Best Practices to Create an Innovation Center. Gartner, 2017.
[6] Megan Ripol. How Innovation Labs Can Drive Digital Business. Gartner, 2019.
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Innovation labs are much more open than a traditional research and development
arm. They build connections with startups, tech companies, and communities to
glean learnings, inspiration, and even forge important partnerships. Conversely,
R&D efforts are fairly closed off, often focused too on theoretical work, such as
producing patents that might not even lead to profit. Innovation labs, on the other
hand, are much more focused on tying ideas back to implementable businesses
initiatives.

KEY DECISIONS

So… you’re an executive looking to build an innovation lab to connect with
customers in new ways, learn from external communities, and create an innovative
culture within your organization. Where do you start?

ORGANIZATIONAL GOVERNANCE
Innovation labs often are one component of a broad innovation program and the
organizational governance of this program can have a big impact on results.
Ensuring there is appropriate governance model in place to support any
innovation lab is an important aspect of putting together a successful program.

CENTRALIZED GOVERNANCE
Centralized governance of innovation is characterized by a centralized innovation
department that sets the innovation strategy across the whole organization. In an
extreme scenario, this might be one innovation lab or center that is responsible
for all innovation activities of a company. More often this consists of innovation
centers in a number of locations. These teams might share physical space in
corporate offices but will report into a separate unit typically led by a Chief
Innovation of Transformation Officer. This unit will have a dedicated budget, staff,
and its own metrics [7]. In this structure, it’s easy to manage, govern and
coordinate across all innovation teams. Additionally, because all the innovations
are developed by one department it’s fairly simple to quantify results.

[7] Alessandro de Fiore and Gabriele Rosani. “Two Questions to Ask Before You Set Up an Innovation Unit.” Harvard
Business Review, 2018.
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Typically, organizations that employ this approach are looking to introduce radical
innovation, vs. incremental improvements, and as such this work requires more
distance from existing business units. Often the focus of a centralized innovation
department is to respond to market or industry disruption. Organizations are
trending more towards this approach, especially among those that are strong
innovators. According to research by Boston Consulting Group, 71% of strong
innovators employ a centralized approach to innovation [8].
Ideas are fostered within this centralized group and then passed to the existing
business units to execute at scale. But because the ideas are developed in a silo
without collaboration from these business units, there sometimes are challenges
with adoption. Additionally, centralization can also create a bottleneck in which
innovation teams aren’t able to respond fast enough to the needs of the business,
thus driving up costs and delivering a limited return on investment.
IBM Research is an excellent example of a centralized innovation program. The
labs focus on disruptive innovations such as AI and quantum computing that have
the potential to transform IBM’s business. The group employs 30,000 employees
across 19 locations [9]. One reason IBM takes a centralized approach is to shield
the unit from budget cuts. Their former CEO Ed Gerstner advocated that their
innovation program ‘had to be protected from the normal budgetary cycle because
if things get tight, more often than not, profit-center managers would be tempted
to starve the future-oriented projects’ [10].

DECENTRALIZED GOVERNANCE
A decentralized model consists of innovation units that are linked to a business
unit and report into the leadership of that business unit [11]. In this model, the
innovation teams are closer to the business and as such are more aligned with the
business requirements of each unit.Decentralized governance allows the
innovation units to scale across the organization and produce a high frequency of
ideas by responding quickly to the needs of the business. Additionally, the ideas
tend to be more easily adopted because they are developed in partnership with
the business. This structure typically works best for organizations who have
business units with very different goals.

[7] Alessandro de Fiore and Gabriele Rosani. “Two Questions to Ask Before You Set Up an Innovation Unit.” Harvard
Business Review, 2018.
[8] Kim Wagner, et al. “A Breakthrough Innovation Culture and Organization.” Boston Consulting Group, 2014
[9] “IBM.” IBM Research, 5 June 2018, www.research.ibm.com/.
[10] Rolf-Christian Wentz. The Innovation Machine: How the World's Best Companies Manage Innovation.
Createspace, 2012.
[11] Brian Solis, et al. The Innovation Game: Why and How Businesses Are Investing in Innovation Centers. Digital
Transformation Research Institute, 2015.
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This model typically drives innovation within the context of the existing
operational business units and doesn’t tend to produce as large-scale ideas as in a
centralized model [12]. Decentralization makes it harder to align with the
organization’s broad corporate goals. It can also be a challenge to produce a
consistent level of work across all the innovation units. Another concern is that
these units may be working on duplicative work because of challenges in
communication and management across many disparate teams.
Google has pushed to the extreme of the decentralized model by building
innovation into the DNA of its business. They have a policy of encouraging
employees to spend 20% of their time working on ideas that are outside of their
core job responsibilities. The message- everyone is responsible for innovation.
They even built a dedicated space, ‘The Garage,’ open to all employees as a
collaborative place to encourage innovative thinking.

RECOMMENDATION
As outlined above there are significant benefits and trade-offs to either
governance model. And some of the best innovators employ a hybrid governance
model that allows for strong direction from innovation leaders while also fostering
better alignment with the business. Johnson & Johnson is a hallmark example of a
company who has successfully employed a hybrid governance model. In 2012, they
established four innovation labs in key science and technology ecosystems. The
goal was to engage these ecosystems and provide ‘one-stop access to science and
technology experts at Johnson & Johnson who can facilitate collaborations across
its pharmaceutical, medical device and diagnostics and consumer companies’ [13].
Their labs continue to produce innovative work by employing new tech such as AI
in an effort to solve some of the world’s largest health challenges.

[12] Ralph-Christian Ohr. “Centralizing vs. Decentralizing Innovation.” Integrative Innovation, 2019.
[13] “Johnson & Johnson Announces Plans to Establish Innovation Centers.” Johnson & Johnson, 2012.
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LOCATION

Although the choice of where to locate the lab may
seem trivial, location can have a lasting impact on
the outcomes of the innovation program, and
should be carefully considered. A few common
trends are for companies to establish an innovation
outpost in an area with a strong tech presence, create a lab in partnership with a
leading research university, or build the lab ‘in-house’ close to, or sometimes even
inside of, the company’s headquarters. Each of these decisions has implications for
the lab’s performance, and organizations should evaluate these implications and
decide which model aligns best with their programs’ goals.

INNOVATION OUTPOSTS
Companies often choose to locate their labs in an ecosystem with a strong tech
presence. In fact, among firms in the Fortune 200, 61% have chosen to locate their
innovation labs in Silicon Valley [14]. The reasoning behind this decision makes
sense. Locating near a tech hub like Silicon Valley or New York allows the
company to attract top digital talent, especially when corporate headquarters is
located in an area lacking in such talent. Additionally, it allows for a significant
amount of learning and cross pollination with the rich tech ecosystem. By
immersing an innovation lab in Silicon Valley, a company can interact with tech
leaders, entrepreneurs, and startups that it might not come into contact with
closer to home.
On the other hand, by building labs that are far away from customers or
headquarters, organizations who pursue this approach run the risk that the ideas
they produce won’t align with the true requirements of the business. Also, costs
for talent, office space, and mindshare can be higher in these locations.
Ford’s Greenfield Labs is a perfect example of this structure. With the ultimate
headquarters in Dearborn, MI, Ford choose to locate its lab in Palo Alto, the heart
of Silicon Valley. Dragus Maciuca, the Executive Technical Director of the lab,
views the lab as a way to ‘bridge the gap between Silicon Valley and Dearborn' [15].

[14] ‘Capgemini Consulting and Altimeter Global Report Reveals Leading Businesses Continue to Struggle with
Innovation, with Traditional R&D Model 'Broken'. Capgemini Worldwide, 2017.
[15] “Driving Innovation in Silicon Valley.” Ford Corporate.
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IN-HOUSE INNOVATION CENTER
Companies sometimes choose to locate their primary innovation lab near their
headquarters. Labs that are physically close to their headquarters office are often
working on projects that are key to the existing core business, versus working on
disruptive innovations. In-house centers allow the labs to better connect with
local leadership and customers. Additionally, these types of centers work well for
organizations who demand a high degree of secrecy around new products or
business models.
But building a lab close to headquarters run the risk of focusing inwardly and not
truly connecting with external communities or customers. Also depending on the
location, qualified leadership and talent may be hard to source.
Fidelity Labs, located near the Fidelity headquarters in Boston, focuses on building
innovative products that are tied directly to Fidelity’s customer base and can be
implemented today [16]. The proximity to its headquarters allows them to connect
what they’re working on seamlessly back to the core business. They are also to
take advantage of the fact that Fidelity is located in Boston, a city with a strong
tech presence and talent pipeline.

RECOMMENDATION
Start by building a lab in a location that suits the objectives of the lab itself. Think
of this location as the first outpost. Over time, building centers in a number of
different areas allows for more connections with customers, communities, and
even internal business units across a broad set of locations.

[16] Robert Tucker. “Starting An Innovation Lab? Avoid These Pitfalls.” Forbes, Forbes Magazine, 2017.
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MEASURING INNOVATION
Many organizations struggle to quantify the results they derive from an innovation
lab. Often the first tendency is to use traditional financial metrics such as profit or
R&D measures like annual innovation budget as a percent of annual sales. But
these measures don’t fully capture the real value produced by an innovation lab
because it can take years before the lab’s efforts show up in these typical metrics
[17]. Seeing limited results, companies often slash innovation budgets or shrink the
scope of a lab.
Thus, it’s very important that organizations choose metrics that better capture the
results that stem from the lab. These metrics should be focused around assessing
the quality of the innovation, the adoption of the innovation, and even evaluating
the innovation process itself. Organizations should leverage a combination of
metrics that surface progress against their innovation goals. Labs should also
measure performance at a project, progress, and overall portfolio level to fully
evaluate their work across all timescales [18].

MEASURING INNOVATION QUALITY
To measure the quality of the innovation, organizations should track the financial,
operational, and learning impacts of an initiative. While typical financial metrics
alone don’t fully capture how an innovation program is performing, research has
shown that outperforming organizations do track innovation initiatives with clear
financial metrics. Specifically, they are 48% more likely to measure the financial
return on investments from innovation and 47% more likely to assess its impact on
the company’s market [19]. By showing the financial value, funding and
sponsorship decisions are much more seamless.
But financial metrics should only be one part of the evaluation of innovation
quality. Since many innovation metrics are related to customer experience,
organizations might want to assess customer satisfaction or Net Promoter Scores.
Additionally, organizations should assess how innovations impact their operational
capabilities such as time to market or the product development cycle.
[17] Joe Brown. “Don't Throw Away Your Innovation Budget.” IDEO, 2019.
[18] Joe Brown. “Don't Throw Away Your Innovation Budget.” IDEO, 2019.
[19] Kazuaki Ikeda, et al. “More than Magic: How the Most Successful Organizations Innovate.” IBM Institute for
Business Value, 2016.
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Particularly for labs that are working on disruptive digital innovations, it’s
important to assess the degree of learning produced by the lab. When labs are
focused on scanning the market or evaluating disruptive innovations, a key output
are the lessons learned from the research and interaction with the new
ecosystems. As such, labs with these goals should include metrics that capture
how much is learned from external communities.
Measures such as time to market, customer satisfaction, impact on market size, or
lessons learned can serve to highlight projects or initiatives that are of long-term
strategic importance to the business, but might not be delivering a short term
return on investment.
The Deloitte Innovation Lab measures learning velocity- how much they are
learning week over week [20]. Tracking the learnings on such a regular basis
allows them to rule out scenarios and capture key feedback from customers along
the way, which helps focus in on what a new business model ultimately will look
like.

MEASURING INNOVATION PROCESSES AND CAPABILITIES
Most companies are much more focused on measuring the outputs of innovation
versus the inputs to the process [21]. But just measuring the outputs doesn’t create
a clear picture of the productivity and effectiveness of the innovation program.
To track productivity, organizations should look at the rate of which an idea moves
through the process from idea to innovation—called the process throughput [22].
Other metrics include the total number or ideas produced, the number of ideas
that get to the prototype stage, and the final conversation rate from idea to final
innovation. Tracking productivity helps ensure that lab employees are working on
the right activities. As such, these activities should also be tied to employee
incentives.
Additionally, the innovation process itself should not be a static process.
Organizations should evaluate and refresh the process annually to ensure it still
fits with organizational goals. A helpful metric to track whether or not the process
is effective is the percentage of new ideas that pass through the process rather
than circumvent it [23].

[20] Norm Malloch. “How We Measure Progress in the Innovation Lab.” Medium, 2018.
[21] Chan, Vanessa, et al. “Assessing Innovation Metrics.” McKinsey & Company, 2008,
innovbfa.viabloga.com/files/McKinseyQuaterly___assessing_innovation_metrics___oct_2088.pdf.
[22] Mary Mesaglio. “Overcoming Innovation's Measurement Problem.” Gartner, 2015.
[23] Mary Mesaglio. “Overcoming Innovation's Measurement Problem.” Gartner, 2015.
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Toyota Research Institute measures the productivity of its innovation process by
tracking the number of patents produced from the lab, the published research,
and also the number of demos of new technology projects [24]. While these
metrics don’t fully tie to ROI, they do show the volume of new ideas produced by
the lab.

MEASURING CULTURE CHANGE
Some labs are expressly created to drive a cultural change within an organization.
If this is the stated goal, then it’s important to track this with hard metrics. This
can sometimes be done with an employee wide survey focused on tracking
innovative competencies.
Organizations can also track metrics such as the time employees spend being
creative or working on projects outside their core role. Being comfortable with
failure and taking risks is an important aspect of innovation, so organizations can
track the failure rate of projects to ensure that employees are putting forward
enough risky ideas. Here a high failure rate would actually be a good sign.
Additionally, companies can monitor the level of collaboration between the lab and
the rest of the organization.

RECOMMENDATION
Tracking financial metrics of new digital initiatives won’t be enough to fully assess
performance. Companies should develop a customized set of metrics that track
the quality of the innovation, the productivity and effectiveness of the innovation
process, and the cultural climate around innovation in the organization. Labs need
to choose which metrics that align with their business goals. Additionally, these
metrics should be supported with employee incentives to drive the right behavior.

[24] “Interview with Matthew Wallach, Toyota Research Institute.” 2020.
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GENERAL BEST PRACTICES

Once you’ve made these key decisions, you’re ready to start building an
innovation lab. Below are some best practices derived from some of the
world’s highest performance innovation labs to help along the journey.

1
2
3

DESIGN THE PHYSICAL SPACE INTENTIONALLY.
The space itself can have a big impact on an innovation lab. The design of the lab is
often markedly different than other offices and should align to the purpose for the
lab. For example, IKEA’s famed innovation lab, SPACE10, has a gallery to showcase
external projects and an area where they host public events. Mikkel Christopher,
the Lead Creative Producer for the lab, states that this design is to “underline that
we are in ways not a secret lab; not a secret innovation lab working on some kind
of plans that no one can hear about" [25].

CRAFT A MISSION STATEMENT THAT ALIGNS WITH OVERALL
CORPORATE STRATEGY. BROADCAST IT WIDELY.

When the mission doesn’t align with the overall corporate vision, it can create a lab
that is disconnected and not tied back to the business. Thus, creating a clear
mission for the lab helps to align the lab’s employees and the rest of the
organization around what the lab is trying to achieve. Johnson & Johnson
Innovation mission statement embodies this principle perfectly by explaining its
purpose and how this purpose will be achieved: Johnson & Johnson Innovation
seeks to positively impact human health through innovation. We do this by helping
entrepreneurs realize their dreams of creating healthcare solutions that improve
peoples’ lives around the world. We work side-by-side with innovators throughout
their journey, providing a robust exchange of ideas and resources to support their
success' [26].

ENSURE SENIOR LEVEL STAKEHOLDER ALIGNMENT
Earlier in this paper, the pros and cons of centralized or decentralized governance
were discussed. Whichever model you may choose, it’s critical that the lab is
connected back to senior stakeholders. Labs won’t succeed unless there are strong
ties back to senior stakeholders who can advocate for the ideas that come out of
the lab to both technology and business leaders. The importance of innovation at
the executive level is underlined by the fact that by 2017, 79% of Fortune 500
companies had a senior innovation executive, with the number only trending
upwards [27].
[25] Meredith Somers. “3 Things IKEA's SPACE10 Isn't.” MIT Sloan, 2020.
[26] “Our Commitment to Innovation.” Johnson & Johnson Innovation.
[27] Darko Lovric and Greig Schneider. “What Kind of Chief Innovation Officer Does Your Company Need?” Harvard
Business Review, 2019.
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FOCUS ON PRODUCING QUICK WINS AND TRACKING TOWARDS LONGTERM GOALS

Labs face a tradeoff in choosing the time horizon for projects in their portfolio.
Focusing only on long-term projects might lead to funding issues when a lab doesn’t
produce a quick ROI. And focusing on short-term innovations might cause the lab to
completely miss on disruptive or breakthrough technologies. To counteract this, HP
Labs takes a balanced portfolio approach. One third of their work focuses on longterm projects that look between 5-10 years into the future. Another third focuses on
product research that is relevant in 6 months to 18 years, and the last third they call
‘applied research’ with a time horizon of 2 to 5 years [28].

CREATE A CULTURE OF TRUST AND TRANSPARENCY

The work culture within the innovation lab has a large impact on whether or not a
lab is successful. Because these projects require a high degree of collaboration,
transparency and trust are key. To build these cultural competencies, Toyota
Research Institute opens their bi-weekly reporting meetings to all employees.
These meetings help to shed light on the lab’s decision-making process and foster a
culture of openness [29].

EMBRACE EXTERNAL ECOSYSTEMS
Unless working on highly secretive projects, innovation labs should not operate in a
silo. Engaging with partners, customers, and other internal business units allows for
a cross pollination of ideas that are rooted in real-world feedback. For example,
McDonald’s Innovation Center creates mock restaurants and asks customers to go
through the a mock ordering process or drive-thru to test new ideas in real time
and get their feedback [30].

INNOVATION IN THE TIME OF COVID-19

In today’s climate, organizations are cutting innovation programs in an effort to save money.
And it’s tempting to embrace the thinking behind this decision. Innovation labs are focused on
projects with a long-time horizon. How can we innovate for the long term if there is so much
uncertainty even in the short term? Many of the benefits of the lab comes from in person
collaboration with customers and partners. If we can’t have this in-person experience, do labs
make sense?But organizations contemplating cutting an innovation program should reconsider.
Now more than ever, companies need to engage with customers, partners, and broad
ecosystems to determine new customer needs. They need to quickly develop new business
models, products, or services to serve customers in a new way. For many companies in the
healthcare space, innovation labs are critical in developing technologies that are helping in the
fight against COVID-19. In this current reality, companies that don’t innovate will certainly fail.
But organizations can leverage their innovation teams to help them whether the storm and be
ready for the new future.
[28] “Wedding Innovation with Business Value: An Interview with the Director of HP Labs.” McKinsey Quarterly, 2010.
[29] “Interview with Matthew Wallach, Toyota Research Institute.” 2020.
[30] Jessica Wohl. “McDonald's Innovation Center Goal: Better Service at Restaurants.” Chicago Tribune, 2014.

