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The Innovator’s Dilemma  Clayton M. Christensen (1997, 2000, 2016) 
  

 Why is success so difficult to sustain?  Is successful 
innovation really as unpredictable as the data suggest? I became 
a doctoral student and made those questions my life’s work. I 
answered the first question and am homing in on the second.  
 Most companies that once seemed successful—the 
best practitioners of best practices—were in the middle of the 
pack or the back of it a decade or 2 later. 2 principles of good 
management taught in business schools: 1) you should always 
listen and respond to the needs of your best customers and 2) 
you should focus investments on those innovations that promise 
the highest returns. But these principles, in practice, actually 
sow the seeds of every successful company’s ultimate demise. 
That’s why we call it the innovator’s dilemma: doing the right 
thing is the wrong thing.  
 Disruptive technology is the cause behind “creative 
destruction,” the primary engine of economic progress. If we 
determined that innovation is inherently unpredictable, it would 
lead us to a very different path. Before WW2, if you were in the 
business of drilling for oil, 90% of the wells you drilled would 
be dry. But today over 60% of the wells drilled strike oil. My 
colleagues and I strive to bring to other businesses the same 
useful theories that geologists brought to oil drilling. 
 Managers voraciously consume theory. But research-
ers haven’t yet provided a theory valid and reliable enough to 
give innovators a solid sense of whether there is “oil down 
there” before they start drilling. Data only exist about the past. 
Theory must derive from careful observation of the past and 
improve by using it to predict what should have happened in 
the past and will happen in the future. Hundreds of  
students, consultants, investors, executives, and academics 
have joined with me to test the theory of disruption and research 
the problems of innovation. The key to improving any theory is 
to surface anomalies—events or phenomena that the theory 
cannot explain. It is only by accounting for outliers—excep-
tions to the theory—that researchers improve the theory.  

This book is about well-managed companies that have 
their competitive antennae up, listen astutely to their customers, 
invest aggressively in new technologies, and yet still lose mar-
ket dominance. Sears Roebuck, for example, was regarded for 
decades as one of the most astutely managed retailers in the 
world. It pioneered several innovations critical to the success of 
today’s most admired retailers: for example, supply chain man-
agement, store brands, catalogue retailing, and credit card sales. 
Yet no one speaks well of Sears today. Somehow, it completely 
missed the advent of discount retailing and home centers. It let 
arrogance blind it to basic changes taking place in the American 
marketplace. Its old merchandising approach--a vast, middle-
of-the-road array of mid-priced goods and services—no longer 

competes. Sears received its accolades at the time—in the mid-
1960s—precisely when it was ignoring the rise of discount re-
tailing and home centers, the lower-cost formats for marketing 
name brand hard goods that ultimately stripped it of its core 
franchise. Sears was praised as one of the best-managed com-
panies in the world at the very time it let Visa and Mastercard 
usurp the enormous lead it had established in retail credit cards.  

IBM dominated the mainframe market but missed the 
emergence of minicomputers. Digital Equipment Corporation 
(DEC) created the minicomputer market and was joined by a 
set of other aggressively managed companies: Data General, 
Prime, Wang, Hewlett-Packard, and Nixdorf. But each of these 
imissed the desktop personal computer market. Apple and IBM 
lagged 5 years behind the leaders in bringing portable comput-
ers to market. DEC was praised as a paragon of managerial ex-
cellence at the very time it was ignoring the arrival of the desk-
top computers that besieged it a few years later. Xerox long 
dominated the market for plain paper photocopiers used in 
large, high-volume copying centers. Yet it missed huge growth 
and profit opportunities in the market for small tabletop photo-
copiers, where it became only a minor player. 

The list of leading companies that failed when con-
fronted with disruptive changes in technology and market struc-
ture is a long one. One thing common to all is that the decisions 
that led to failure were made when the leaders were widely re-
garded as among the best companies in the world. There is 
something about the way decisions get made in successful or-
ganizations that sows the seeds of eventual failure. Many of 
what are now widely accepted principles of good management 
are, in fact, only situationally appropriate. 

This book derives a set of rules to judge when the 
widely accepted principles of good management should be fol-
lowed and when alternative principles are appropriate. These 
rules, which I call principles of disruptive innovation, show that 
when good companies fail, it often has been because their man-
agers either ignore or fight them.  

An innovator’s dilemma: the logical, competent deci-
sions of management critical to their success are also the rea-
sons why they lose their positions of leadership. Executives can 
simultaneously do what is right for the near-term health of their 
established businesses, while focusing inadequate resources on 
the disruptive technologies that ultimately could lead to their 
downfall.  

The history of the disk drive is an ideal field for stud-
ying failure because it has rich data and a “fast history.” In just 
a few years market segments, companies, and technologies 
emerged, matured, and declined. The same factors precipitating 
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the failure of the leading disk drive makers also proved to undo 
the leading makers of mechanical excavators.  

There is a strategic distinction between sustaining 
technologies and those that are disruptive. The pace of techno-
logical progress can, and often does, outstrip what markets 
need. Customers and financial structures of successful compa-
nies color heavily the sorts of investments attractive to entering 
firms. All sustaining technologies have in common the perfor-
mance improvement of established products in ways main-
stream customers value. Rarely have sustaining technologies 
precipitated the failure of leading firms.  

Disruptive technologies bring to market a very differ-
ent value proposition. They are typically cheaper, simpler, 
smaller, and more convenient to use. Small off-road motorcy-
cles introduced in North American and Europe by Honda, Ka-
wasaki, and Yamaha disrupted the powerful, over-the-road cy-
cles made by Harley-Davidson and BMW. Transistors dis-
rupted vacuum tubes. Health maintenance organizations dis-
rupted conventional health insurers.  

Suppliers often “overshoot” their market, giving cus-
tomers more than they need or are willing to pay for. The needs 
of many computer users increased more slowly than the rate of 
improvement provided by computer designers. Similarly, many 
shoppers who in 1965 felt they had to shop at department stores 
to be assured of quality and selection now satisfy those needs at 
Target and Walmart. Disruptive products are simpler and 
cheaper; they promise lower margins, not greater profits. They 
first commercialize in emerging or insignificant markets. Lead-
ing firms’ most profitable customers generally don’t want and 
can‘t use the products which are embraced by the least profita-
ble customers in a market.  

If good management practice drives the failure of suc-
cessful firms faced with disruptive technological change, then 
planning better, working harder, becoming more customer-
driven, and taking a longer-term perspective—all exacerbate 
the problem. Human flight became possible only after people 
understood the relevant natural laws and principles that defined 
how the world worked: the law of gravity, Bernoulli’s principle, 
and the concepts of lift, drag, and resistance.  

The history of the disk drive industry supports the the-
ory of resource dependence. While managers may think they 
control the flow of resources in their firms, it is really customers 
and investors who dictate how money will be spent. The only 
instances in which mainstream firms have successfully estab-
lished a timely position in a disruptive technology were those 
in which the firms’ managers set up an autonomous organiza-
tion charged with building a new and independent business 
around the disruptive technology. When faced with a threaten-
ing disruptive technology, people cannot be expected to allocate 
critical financial and human resources needed to carve out a 

strong position in the small, emerging market. Creating an in-
dependent organization, with a cost structure honed to achieve 
profitability at the low margins characteristic of most disruptive 
technologies, is the only viable way for established firms to har-
ness this principle.  

Companies entering emerging markets early have sig-
nificant first-mover advantages over later entrants. And yet, as 
these companies succeed and grow larger, it becomes progres-
sively more difficult for them to enter small markets destined to 
become the large ones of the future. The larger and more suc-
cessful an organization becomes, the weaker the argument is 
that emerging markets can remain useful engines for growth. 
Waiting until new markets are large enough to be interesting is 
seldom successful. However, giving responsibility to commer-
cialize the disruptive technology to an organization whose size 
matched that of the targeted market often succeeds. Small or-
ganizations can most easily respond to the opportunities for 
growth in a small market. It is difficult for large organizations 
to focus adequate energy and talent on small markets, even 
when logic says they might be big someday.  

Sound market research and good planning followed by 
execution according to plan are hallmarks of good management. 
They are the primary reason why established firms led in every 
instance of sustaining innovation. Technological progress has 
established most of them. Technology followers do about as 
well as technology leaders. Companies’ whose investment pro-
cesses demand quantification of market size and financial re-
turns before they enter a market get paralyzed or make serious 
mistakes when faced with disruptive technologies. They de-
mand market data when none exists. Using planning and mar-
keting techniques developed to manage sustaining technologies 
in the different context of disruptive ones is an exercise in flap-
ping wings. The right markets and strategy for exploiting them 
cannot be known in advance. Discovery-based planning sug-
gests that managers should assume that forecasts are wrong.  
Developing plans for learning what needs to be known is a more 
effective way to confront disruptive technologies successfully.  

An organization’s capabilities reside in its 1) pro-
cesses—the methods by which people have learned to trans-
form inputs of labor, energy, material, information, cash, and 
technology into outputs of higher value; and 2) values—the cri-
teria by which managers and employees prioritize decisions. 
Processes and values are inflexible. The very processes and val-
ues that constitute an organization’s capabilities in one context 
define its disabilities in another context. 

Disruptive technologies disrupt because they become 
performance-competitive within the mainstream market against 
established products. Because the pace of technological pro-
gress frequently exceeds the rate of improvement that main-
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stream customers demand or can absorb, products whose fea-
tures and functions match market needs today often follow a 
trajectory of improvement that overshoots market needs tomor-
row. And products that underperform today may become per-
formance-competitive tomorrow. When this happens the crite-
ria for product selection changes. The basis for product choice 
often evolves in sequence from functionality to reliability to 
convenience to price.  Product performance overshooting mar-
ket demands is the primary mechanism driving shifts in the 
phases of the product life cycle. Many companies don’t realize 
the speed at which they are moving up-market, over-satisfying 
the needs of original customers as they race the competition to-
ward higher-performance. In doing so, they create a vacuum at 
lower price points which competitors employing disruptive 
technologies can enter. Only those companies that carefully 
measure trends in how their mainstream customers use their 
products can catch the points at which the basis of competition 
will change.  

Companies often begin their descent into failure by ag-
gressively investing in products and services their most profit-
able customers want. No automotive company is currently 
threatened by electric cars and none contemplates a wholesale 
leap into that arena. The industry is healthy. Gasoline engines 
have never been more reliable. Never before has such high per-
formance and quality been available at such low prices. Indeed, 
aside from governmental mandates, there is no reason why we 
should expect the established car makers to pursue electric ve-
hicles. The innovator’s task is to ensure that innovation—the 
disruptive technology that doesn’t make sense—is taken seri-
ously within the company without putting at risk the needs of 
present customers who provide profit and growth. Each of 25 
innovations in new technologies or business models is now dis-
rupting the established order.  

Those who study genetics avoid studying humans be-
cause they live so long. Instead, they study fruit flies which con-
ceive, birth, mature and die all within a single day. If you want 
to study business, study the disk drive industry—the closest 
thing to fruit flies in the business world.  

A few stunningly simple and consistent factors deter-
mine the success and failure of the best firms. When they failed, 
it was for the same reasons—they listened to their customers 
and invested aggressively in the technology, products, and man-
ufacturing capabilities that satisfied their next-generation 
needs. This is one of the innovator’s dilemmas: Blindly follow-
ing the maxim that good manages should keep close to their 
customers can be a fatal mistake.   

Disk drivers write and read information that computers 
use. The price per megabyte has declined about 5% per quarter 
for more than 20 years. Neither the pace nor difficulty of tech-
nological change lay at the root of the leading firms’ failures. 

Study of their history revealed 2 types of technology change, 
each with very different effects on the industry leaders. The first 
sort sustained the industry’s rate of improvement in product 
performance and ranged in difficulty from incremental to radi-
cal. By contrast, innovations of the 2nd sort disrupted or rede-
fined performance trajectories—and resulted in the failure of 
the industry’s leading firms.   

The pattern is stunningly consistent. The leading prac-
titioners of the prior technology led the industry in the develop-
ment and adoption of new technologies. But disruptive changes 
toppled them. Disruptive innovations were often simpler than 
prior approaches, with attributes valued only in emerging mar-
kets remote from and unimportant to the mainstream. Failure 
resulted from delay in a strategic commitment to enter the 
emerging market in which 8-inch drives initially could be sold. 
The established 14-inch drive manufacturers were held captive 
by customers. Their customers were pulling them along a tra-
jectory of 22% capacity growth in a 14-inch platform that 
would ultimately prove fatal.  

But the technology improved at nearly twice the rate 
demanded in the new market. Growth in the use of 5.25-inch 
drives occurred in 2 waves. The first followed creation of a new 
application for rigid disk drives: desktop computing. The 2nd 
wave followed substitution of 5.25-inch for large drives in es-
tablished minicomputer and mainframe computer markets. Fear 
of cannibalizing sales of existing products is often cited as a 
reason why established firms delay the introduction of new 
technologies. The 5.25-inch drive manufacturers were 7misled 
by their customers, notably IBM and its direct competitors and 
resellers, who themselves seemed oblivious to the potential 
benefits and possibilities of portable computing and the new 
disk drive architecture. Established firms seem unable to suc-
cessfully confront downward vision and mobility. 

Companies’ organizational structure typically facili-
tate component-level innovations. But, when architectural tech-
nology change is required, this type of structure impedes inno-
vations that require people and groups to communicate and 
work together in new ways. The organization’s structure and 
the way its groups work together can then affect the way it de-
signs new products. The magnitude of the change relative to the 
companies’ capability will determine which firms triumph after 
a technology invades an industry. Firms failed when a change 
destroyed the value of competencies previously cultivated and 
succeeded when new technologies enhanced them. If their cus-
tomers needed an innovation, the leading firms somehow mus-
tered the resources and wherewithal to develop and adopt it. 
Conversely, if their customers did not want or need an innova-
tion, these firms found it impossible to commercialize techno-
logically simple innovations.  
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Within a value network, each firm’s competitive strat-
egy determines its perceptions of the value of new technology. 
In established firms, expected rewards, in their turn, drive the 
allocation of resources toward sustaining innovations and away 
from disruptive ones. For example, competing within the main-
frame computer network needed gross profit margins of 50-
60% to cover the overhead cost structure inherent to the value 
network in which they worked. Competing in the portable com-
puter value network, however, only required gross margins of 
15-20%. The cost structures characteristic of each value net-
work can have a powerful effect on the sorts of innovations 
firms deem profitable. Those technologies whose attributes 
make them valuable only in networks with lower gross margins 
will not be profitable. Clearly, the strength of established firms 
in sustaining innovation and the weakness in disruptive innova-
tion are consequences of their positions in the industry’s differ-
ent value networks.  

The S-curve forms the centerpiece of thinking about 
technology strategy. It suggests that the magnitude of a prod-
uct’s performance improvement is likely to differ as technolo-
gies mature. In the early stages the rate of progress in perfor-
mance will be relatively slow. As the technology becomes bet-
ter understood, controlled, and diffused, the rate of improve-
ment will accelerate. But in its mature stages ever greater effort 
will be required to achieve improvements. The challenge is to 
switch technologies at the point where S-curves of old and new 
technologies intersect.  

Disruptive technologies emerge and progress on their 
own. If and when they progress to the point that they can satisfy 
another value network, the disruptive technology can then in-
vade it. Good managers do what makes sense primarily shaped 
by their value network. Established firms confronted with dis-
ruptive change did not have trouble developing the requisite 
technology. Rather, disruptive projects stalled when it came to 
allocating scarce resource among competing proposals. Sus-
taining projects addressing the needs of the firms’ most power-
ful customers almost always preempted resources from disrup-
tive technologies. Sustaining investments appeared far less 
risky than those in disruptive technology: The customers ex-
isted and their needs were known.  

The established firms’ view downmarket and the 
down-market entrant firms’ view upmarket were asymmetrical. 
In contrast to the unattractive margins and market size that es-
tablished firms saw when eyeing the new, emerging markets for 
simpler drives, the entrants saw the potential volumes and mar-
gins in the upscale, high-performance market above them as 
highly attractive. Once their needs for capacity and speed were 
met, the new drives’ smaller size and architectural simplicity 
made them cheaper, faster, and more reliable than the older ar-
chitectures. The firms attacking from value networks below 

brought with them cost structures set to achieve profitability at 
lower gross margins. The defending, established firms experi-
enced a severe price war. None of them ever won a significant 
share of the new market; the new drives simply cannibalized 
sales of older products to existing customers. Expect customers 
to lead their suppliers toward sustaining innovations and explic-
itly mislead in instances of disruptive technology change. The 
S-curve framework asks the wrong question when used to as-
sess disruptive technology. What matters instead is whether the 
disruptive technology is improving from below along a trajec-
tory that will ultimately intersect with what the market needs.  

Entrant firms have an attacker’s advantage over estab-
lished firms in innovations that disrupt or redefine the level, 
rate, and direction of progress in an established technological 
trajectory. The essence of their advantage is in the ease with 
which entrants can identify and make strategic commitments to 
attack and develop emerging market applications, or value net-
works. At its core, the issue may be the flexibility of successful 
established firms versus entrant firms to change strategies and 
cost structures, not technologies.   

Excavators and their steam shovel predecessors are 
huge pieces of capital equipment sold to excavation contractors. 
The triumph of hydraulic excavators took 20 years. In the early 
1920s gasoline-powered engines were substituted for steam 
power. Despite the radical nature of the change, gasoline tech-
nology had a sustaining impact on the industry. Beginning 
about 1928 the established manufacturers initiated a sustaining 
technological transition to shovels powered by diesel engines 
and electric motors. A further transition, made after WW2, in-
troduced the arched boom design, which allowed longer reach, 
bigger buckets, and better down-reaching flexibility. The estab-
lished firms continued to embrace and succeed with each of 
these innovations.   

Then in the 1960s a new mechanism emerged for ex-
tending and lifting the bucket: hydraulically actuated systems 
replaced the cable-actuated systems. Only 4 of the 30 estab-
lished successfully transformed into sustainable hydraulic ex-
cavator manufacturers by the 1970s. Contractors measure func-
tionality of mechanical excavators by their reach and cubic 
yards of earth lifted in a single scoop. The first hydraulic exca-
vators were called backhoes because they were mounted on the 
back of industrial or farm tractors. Because their capacity was 
so small and their reach so short, hydraulic excavators were of 
no use to mining, general excavation, or sewer contractors, who 
were demanding machines with buckets that held 1-4 cubic 
yards. Small residential contractors, however, purchased these 
units to dig narrow ditches from water and sewer lines in the 
street to the foundations of houses under construction, which 
had always been dug by hand. Early backhoes were sold 
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through tractor and implement dealerships accustomed to deal-
ing with small customers. Established firms attempt to push 
technology into their markets, while the successful entrants find 
a new market that values the technology.  Even today, the cable-
actuated architecture attain much longer reach and greater lift 
than can hydraulic excavators. Contractors found, however, that 
hydraulic machines were much less prone to breakdowns than 
cable-actuated excavators. Once both technologies were good 
enough in the basic capabilities demanded, the basis of product 
choice in the market shifted to reliability. Established compa-
nies failed because hydraulics didn’t make sense—until it was 
too late. The patterns of success and failure are a natural, sys-
tematic result of good managerial decisions.    

It is clear from these histories that it is in restraining 
downward mobility into markets enabled by disruptive technol-
ogies that value networks exercise unusual power. Moving 
downmarket appears to have been difficult. Indeed, disruptive 
technologies had such a devastating impact because the firms 
that first commercialized each generation of the disruptive disk 
drives chose not to remain contained within the initial value net-
work. It is this upward mobility that makes disruptive technol-
ogies so dangerous to established firms—and so attractive to 
entrants. Behind this asymmetric mobility are resource alloca-
tion processes that direct resources toward new product pro-
posals that promise higher margins and larger markets. Gener-
ally, they found it difficult to improve profitability by hacking 
out cost while steadfastly standing in their mainstream market: 
The research, development, marketing, and administrative costs 
they were incurring were all critical to remaining competitive 
in their mainstream business. Moving downmarket was anath-
ema to that objective.  

Resource allocation is a rational, top-down decision-
making process in which senior managers weigh alternative 
proposals. Most proposals are generated from deep within the 
organization, not from the top. Middle managers play a critical 
but invisible role in screening these projects. Managers’ careers 
receive a big boost when they sponsor a very successful pro-
ject—and their careers can permanently derail if they back pro-
jects that fail. Projects that fail because the market wasn’t there 
impact managers’ careers far more seriously and tend to be 
more expensive and public. Middle managers tend to back pro-
jects for which market demand seems most assured and package 
their proposals to win senior management approval. Many crit-
ical resource allocation decisions are made long before senior 
management gets involved. The needs of existing users will al-
ways win over proposals to develop products for markets that 
do not exist.  

Established firms are captive to the financial structure 
and organizational culture inherent in the value network in 
which they compete, which can block investment in the next 

wave of disruptive technology. The impetus to drift upmarket 
can be powerful when a firm’s customers themselves are mi-
grating upmarket. 3 factors—promise of upmarket margins, 
simultaneous upmarket movement of many of a company’s cus-
tomers, and difficulty of cutting costs to move downmarket 
profitably—together create powerful barriers to downward mo-
bility. Cultivating a systematic approach to weeding out new 
product development initiatives that would likely lower profits 
is one of the most important achievements of any well-managed 
company. The rational pattern of upmarket movement can cre-
ate a vacuum in low-end value networks that draws in entrants 
with technologies and cost structures better suited to competi-
tion.  

One of these powerful downmarket voids occurred in 
the steel industry when entrant companies employing disruptive 
minimill process technology entered through low-end beach-
heads. Minimill steel making first became commercially viable 
in the mid-1960s. They have that name because the scale at 
which they produce molten steel from scrap is less that one 
tenth of that required for an integrated mill in blast and basic 
oxygen furnaces. In 1995, the most efficient minimill required 
0.6 labor-hours per ton of steel produced; the best integrated 
mill required 2.3 labor-hours. Integrated mills are also more 
than 4X as costly to build. As a result, minimills’ share of the 
North American market has grown from nothing in 1965 to 
40% in 1995.  

None of what most experts regard as the best-managed 
and most successful of the world’s integrated steel makers in-
vested in minimill technology even though it is demonstrably 
the lowest-cost technology. Their cost structure differed from 
those of the integrated mills: little depreciation and no research 
and development costs, low sales expenses, and minimal gen-
eral managerial overhead. The minimills’ view upmarket 
showed that opportunities for greater profits and expanded sales 
were all above them.  

As integrated mills ceded the bar and beam business to 
minimills, the integrated steel makers experienced dramatically 
improving profit. Not only did they attack cost, they forsook 
their lowest-margin products and focused on high-quality rolled 
sheet steel where quality-sensitive manufacturers of cans, cars, 
and appliances paid premium prices for metallurgically con-
sistent steel with defect-free surfaces. At first, sheet steel mar-
kets were an attractive haven for the integrated produces be-
cause they were protected from minimill competition. It cost 
about $2 billion to build a state-of-the-art, cost-competitive 
sheet steel rolling mill, and this capital outlay had been too 
much for even the largest of the minimills.  

Because of its promised 20% reduction in cost of mak-
ing sheet steel, thin-slab casting was carefully evaluated by 
every major player in the steel industry. In the end, however, it 
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was minimill Nucor Steel, rather than the integrated mills, that 
made the bold move into thin-slab casting.  It was in the least-
profitable, most price-competitive and commodity-like end of 
the integrated mill business. It is the same innovator’s dilemma 
that confounded the leading providers of disk drives and me-
chanical excavators: Sound managerial decisions are at the very 
root of the impending fall from industry leadership.  

Attempts by researchers to define the problem ruled 
out poor management as a root cause. It was only when con-
fronted with disruptive technology that companies failed. Good 
management itself was the root cause. Managers played the 
game the way it was supposed to be played. The very decision-
making and resource-allocation process key to the success of 
established companies rejected disruptive technologies.    

The few companies that succeeded were led by exec-
utives who managed by a different set of rules. The firms that 
lost their battles with disruptive technologies chose to ignore or 
fight these 5 principles: 1) Customers effectively control the 
patterns of resource allocation in well-run companies. 2) Small 
markets don’t solve the growth need of large companies. 3) The 
ultimate uses or applications for disruptive technologies are un-
knowable in advance. 4) The very processes and values that are 
core capabilities within the current business model also are dis-
abilities when confronted with disruption. 5) Attributes that 
make disruptive technologies unattractive in established mar-
kets are often the greatest value in emerging markets.  

When successful managers aligned a disruptive inno-
vation with the “right” customers, demand increased probabili-
ties that an innovation would get the resources it needed. They 
placed projects to develop disruptive technologies in organiza-
tions small enough to get excited about small opportunities and 
wins. They planned to fail early and inexpensively in the search 
for the market for a disruptive technology. They utilized some 
of the resources of the mainstream organization, but were care-
ful not to leverage its processes and values. They created dif-
ferent ways of working within an organization whose values 
and cost structure were tuned to the disruptive task at hand. 
They found or developed new markets that valued the attributes 
of the disruptive products.  The drivers of success or failure 
when confronted with disruptive technology are consistent 
across industries. 

In practice, it is a company’s customers who effec-
tively control what it can and cannot do. A theory called re-
source dependence posits that companies’ freedom of action is 
limited to satisfying the needs of those entities outside the firm 
(customers and investors, primarily) that give it the resources it 
needs to survive. Those who do not will ultimately die off, 
starved of the revenues they need to survive. The customer-fo-
cused resource allocation and decision-making processes of 

successful companies are far more powerful in directing invest-
ments than executives’ decisions. When faced with a disruptive 
technology that customers explicitly do not want, managers 
should create an independent organization and embed it among 
emerging customers that need the technology. Only those who 
aligned themselves with this tendency harness survived disrup-
tive technology change.  

Resource allocation and innovation are 2 sides of the 
same coin.  Only those new product development projects that 
get adequate attention have a chance to succeed; those that are 
starved will languish. Hence, the patterns of innovation in a 
company will mirror the patterns in which resources are allo-
cated. Great companies must invest in things customers want—
and the better they are at this, the more successful. Senior man-
agers typically see only a well-screened subset of the innovative 
ideas. From the view of aggregate importance, it is decisions of 
non-executive participants in organizations which should enlist 
major interest. It is through these mechanisms of seeking cor-
porate profit and personal success, that customers influence the 
process of resource allocation, and hence the patterns of inno-
vation.  

Disruptive technologies had a deadly impact on com-
puters, retailing and printers, among others. The emergence of 
the minicomputer disrupted IBM and its competitors. The mis-
sile-like attack of the desktop computer from below severely 
wounded every minicomputer maker. A similar sequence of 
events characterized the emergence of the portable computer. 
They simply couldn’t hack away enough overhead cost to be 
competitive in low-end personal computers because it needed 
those costs to remain competitive in its higher-performance 
products. It is difficult to manage the peaceful, unambiguous 
coexistence of 2 cost structures and 2 models for making money 
within a single company. Position in one market will suffer un-
less 2 separate organizations, embedded within the appropriate 
value networks, pursue their separate customers. 

The technology of discount retailing was disruptive to 
traditional operations because the quality of service and selec-
tion offered by discounters played havoc with the accustomed 
metrics of quality retailing. Discounters didn’t accept lower 
profits than traditional retailers; they just earned their profits 
through a different formula. Discounters took advantage of their 
cost structure to move upmarket and seize share. A few of the 
leading traditional retailers saw the disruptive approach coming 
and invested early. None of the other major retail chains made 
a significant attempt to create a business in discount retailing. 
Kresge (with its Kmart chain) and Dayton Hudson (with the 
Target chain) succeeded. They both created focused discount 
retailing organizations independent from their traditional busi-
ness. In committing to discount retailing, Kresge exited the va-
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riety store business entirely. Woolworth proved unable to sus-
tain within a single organization the 2 different cultures. Both 
Woolworth and DEC founded new ventures within the main-
stream organization that had to earn money by mainstream 
rules, and neither achieved the cost structure and profit models 
required to succeed in the mainstream value network.  

Inkjet printing was a disruptive technology for 
Hewlett-Packard. It was slower than laser jet, its resolution was 
worse, and its cost per printed page was higher. But the printer 
itself was smaller and potentially much cheaper. HP created a 
completely autonomous organization unit. It then let the 2 busi-
nesses compete against each other. HP’s ink-jet printer business 
captured many laser jet users. By staying in the laser business 
as well, HP is making a lot of money while executing an up-
market retreat.  

Managers who confront disruptive technological 
change must lead in commercializing disruptive technologies. 
Doing so requires implanting organizations that match in size 
the market they address. Leadership is more crucial in coping 
with disruptive technologies than with sustaining ones. Small, 
emerging markets cannot solve the near-term growth and profit 
requirements of large companies. Creating new markets is less 
risky and more rewarding than entering established markets 
against entrenched competition. But as companies become 
larger and more successful, it becomes more difficult to enter 
emerging markets early enough. The most straightforward way 
of confronting this difficulty is to implant projects aimed at 
commercializing disruptive technologies in organizations small 
enough to get excited about small-market opportunities, and to 
do so on a regular basis, even while the mainstream company 
grows. 

A crucial strategic decision in the management of in-
novation is whether it should be a leader or a follower. Neither 
position is always right. In contrast to the evidence that leader-
ship in sustaining technologies has historically conferred little 
advantage on the pioneering disk drive firms, there is strong ev-
idence that leadership in disruptive technology has been very 
important. What mattered was whether it was a leader in intro-
ducing disruptive products. The failed firms left behind ex-
changed market risk, the risk a market might not develop for the 
disruptive technology, for a competitive risk, the risk of entering 
markets against entrenched competition.     

Despite evidence that leadership in disruptive innova-
tion pays huge dividends, established companies often fail to 
lead.  Their stock price is driven by changes in the projected 
rate of growth in earnings. Rising share prices help make stock 
option plans that cheaply incentivize and reward valuable em-
ployees. It creates room at the top for high-performing employ-
ees to expand the scope of their responsibility. But companies 

that become large and successful find that maintaining growth 
becomes progressively more difficult.  

It is precisely when emerging markets are small—
when they are least attractive to large companies in search of 
big chunks of new revenue—that entry into them is so critical. 
Three approaches may be useful: 1) Try to affect the growth 
rate of the emerging market, so that it becomes big enough, fast 
enough, to make a meaningful dent on a large company. 2) En-
ter the market after it has become large enough to be interesting. 
3) Place responsibility to commercialize disruptive technolo-
gies in organizations small enough that their performance will 
be meaningfully affected by the disruptive business in its earli-
est years.  

Building disruptive markets entails a process of mu-
tual discovery by customers and manufacturers—and this takes 
time. Organizations or projects perceived to be profitable and 
successful attract resources from both their corporate parents 
and capital markets. Initiatives perceived as failures struggle to 
attract either. Small markets can’t satisfy the near-term growth 
requirement of big organizations.  

Every innovation is difficult, which is compounded 
when a project is embedded in an organization in which most 
people continually question why it is being done at all. A small, 
emerging market is unlikely to be considered essential to suc-
cess in a large company; small markets don’t solve the growth 
problems of big companies. Large companies should spin out 
independent organizations or acquire an appropriate small com-
pany.  

Of the 5 leading manufacturers of electromechanical 
motor controls—Allen Bradley, Square D, Cutler Hammer, 
General Electric, and Westinghouse—only Allen Bradley re-
tained a strong market position as programmable electronic 
controls improved in ruggedness and began to invade the core 
motor control marker. In 1969, just one year after Modicon en-
tered the market, AB executives bought a 25% interest in it. The 
following year it purchased a nascent division of Bunker Ramo, 
which focused on programmable electronic controls and their 
emerging markets. AB combined these into a single unit and 
maintained it as a business separate from its mainstream prod-
ucts operation. By contrast, each of the other 4 companies tried 
to manage its electronic controller business from within its 
mainstream electromechanical divisions. Each failed to develop 
a viable position in the new technology.  

Companies which focus on extending the performance 
of conventional technologies and choose to be followers in 
adopting new ones, can remain strong and competitive. This is 
not the case with disruptive technologies, however. Growth-ori-
ented companies face the problem that small markets don’t 
solve their near-term growth needs. Markets whose emergence 
is enabled by disruptive technologies all began as small ones. 
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And the companies that cultivated those markets had to develop 
cost structures enabling them to become profitable at a small 
scale. 

Markets that don’t exist can’t be analyzed. Suppliers 
and customers must discover them together. Most technologies 
developed by established companies are sustaining in character, 
targeted at known markets in which customer needs are under-
stood. Much of what the best executives in successful compa-
nies have learned about managing innovation is not in disrup-
tive technologies. Most marketers have been schooled in the 
important art of listening to their customers. Applying inappro-
priate marketing, investment, and management processes can 
render good companies incapable of creating the new market in 
which enabling or disruptive technologies are first used.  

Initial strategies for entering disruptive technology 
markets will generally be wrong. Managers can target them suc-
cessfully, but rarely believe our theory applies to them. It vio-
lates their intuitive sense that creating new markets is risky. 
There is a big difference between the failure of an idea and the 
failure of a firm. As a company, Intel survived many false starts 
in its search for the major market for microprocessors. Simi-
larly, Honda’s idea about how to enter the North American mo-
torcycle market was wrong, but it didn’t deplete its resources 
and was able to invest aggressively in the winning strategy after 
it had emerged. The dominant difference between successful 
ventures and failures is conserving enough resources so that 
new business initiatives get a 2nd or 3rd stab at getting it right.  

Individual managers in most organizations believe that 
they cannot fail. The inability or unwillingness to put their ca-
reers at risk acts as a powerful deterrent to the movement of 
established firms into the value networks created by disruptive 
technologies. When demand was not assured, established firms 
could not make the bets required to commercialize such inno-
vation. Discovering markets for emerging technologies inher-
ently involves failure, and most decision makers find it difficult 
to risk backing a project that might fail because the market isn’t 
there.  

Managers need an approach very different for a sus-
taining technology. In disruptive situations, action must be 
taken before careful plans are made. Plans must serve a very 
different purpose: They must plan for learning rather than for 
implementation. Managers should identify what critical infor-
mation about new market is most necessary and in what se-
quence. Discovery-driven planning, which requires managers 
to identify the assumptions upon which their business plans are 
based, works well in addressing disruptive technologies. Test 
market assumptions before making commitments that are ex-
pensive to reverse.  Markets for disruptive technologies often 
emerge from unanticipated successes and watching how people 
use products, rather than listening to them. No one can know 

whether, how, or in what quantities a disruptive product can or 
will be used before they use it. Managers confronting disruptive 
technologies must get out of their labs and focus groups and 
create knowledge about new customers and applications 
through discovery-driven expeditions into the marketplace.  

Three classes of factors affect what an organization 
can do: resources, processes and values. Resources are usually 
things. Processes are the patterns of interaction, coordination, 
communication, and decision-making through which they ac-
complish transformation of resources into products and ser-
vices. Some are formal in the sense that they are explicitly de-
fined, documented, and consciously followed. Others are infor-
mal, in that they are habitual routines that have evolved over 
time. These constitute the culture of an organization. Some of 
the most crucial processes are those that support investment de-
cision-making. Inflexible processes are where many organiza-
tions’ most serious disabilities in coping with change reside.  

Values are the criteria by which decisions about prior-
ities are made. The larger and more complex a company be-
comes, the more important for senior managers to train employ-
ees at every level to make independent decisions about priori-
ties consistent with the strategic direction of the company. A 
key metric of good management is whether such clear and con-
sistent values have permeated the organization. A company’s 
values must reflect its cost structure or business model. An or-
ganization that encourages middle managers to kill ideas that 
promise gross margins below 40% would be incapable of com-
mercializing projects targeting low-margin markets. How big a 
market must be in order to be interesting is determined by its 
desire to maintain a constant rate of growth. As companies 
grow, they lose the capability to enter small emerging markets 
because their values change.  

The resources-process-values (RPV) framework is a 
useful tool. Industry leaders have developed and introduced 
sustaining technologies repeatedly. They developed a capabil-
ity to develop sustaining technologies which fit their values. On 
the other hand, when disruptive innovations occurred intermit-
tently, no company had routinized process for handling them. 
Innovations were inconsistent with the leading companies’ val-
ues. Their processes and values constituted disabilities to suc-
ceed at disruptive technologies. Large companies often surren-
der emerging growth markets because smaller, disruptive com-
panies are more capable of pursuing them. Start-ups’ values can 
embrace small markets; their cost structure can accommodate 
lower margins; and their resource allocation processes allow 
managers to proceed intuitively.  

 Over time the locus of the organization’s capabilities 
shifts toward its process and values. Whereas their initial suc-
cess was grounded in resources—the founding group of engi-



9 

 

neers—they failed to create processes that can create a se-
quence of hot products. For a highly successful firm such as 
McKinsey and Company the processes and values have become 
so powerful that it almost doesn’t matter which people get as-
signed to which project teams. Its core capabilities are rooted in 
its processes and values rather than in its resources.  

In the formative stages of a company’s processes and 
values, the actions and attitudes of the founder have a profound 
impact. With success, processes become defined and the com-
pany’s values coalesce. The processes and values come to con-
stitute the organization’s culture. Culture is a powerful manage-
ment tool that enables employees to act autonomously and con-
sistently. As long as the organization continues to face similar 
problems for which its processes and values were designed, 
managing the organization is straightforward. But this also de-
fines what the organization cannot do. These factors are disa-
bilities when the problems facing the company change. When 
the organization’s capabilities reside primarily in its people, 
changing to address new problems is simple. But when the ca-
pabilities reside in processes, values, and culture, change is dif-
ficult. 

DEC was spectacularly successful from the 1960s 
through the 1980s. But the very processes that made it succeed 
in one business rendered it incapable of succeeding in another. 
Because personal computers generated lower margins, they did 
not “fit” DEC’s values.   

Training often works because individuals can learn 
multiple tasks. Processes are not nearly as flexible or “traina-
ble” and values even less so. There are 3 options to create new 
organization capabilities: 1) Acquire a different organization 2) 
Try to change the processes and values of the current organiza-
tion. 3) Separate out an independent organization and develop 
within it the new processes and values required to solve the new 
problem.  

If the acquired company’s processes and values are the 
real driver of its success, the last thing the acquiring manager 
wants to do is to integrate the company into the new parent or-
ganization. Integration will vaporize many of the processes and 
values of the acquired firm. A better strategy is to let the busi-
ness stand alone and infuse its resources. If, on the other hand, 
the company’s resources were the primary rationales for the ac-
quisition, then integrating the firm into the parent may make 
sense. Processes are very hard to change. Organizational 
boundaries often facilitate the operation of present processes. 
New challenges require managers to pull the relevant people out 
of the existing organization and draw a new boundary around a 
new group. New team boundaries enable or facilitate new pat-
terns of working together that ultimately can coalesce as new 
processes. In some cases, managers don’t want to throw the ex-
isting processes out. Processes are meant not to change. They 

are task-specific and unable to do 2 fundamentally different 
things. If a company needs to do both types of tasks simultane-
ously, then it needs 2 very different processes. And it is very 
difficult for a single organization to employ fundamentally dif-
ferent, opposing processes.  
 A separate organization is required when the main-
stream organization’s values would render it incapable of fo-
cusing resources on the innovation project. The primary re-
quirement is that the project not be forced to compete with 
projects in the mainstream organization for resources. It must 
be independent from the normal resource allocation process. 
Only the CEO can ensure that the new organization gets the 
required resources and is free to create processes and values 
appropriate to the new challenge. Walmart’s strategy of man-
aging its new on-line retailing operation through an independ-
ent organization in Silicon Valley spin-out was wise.  
 When performance oversupply occurs, it creates an 
opportunity for a disruptive technology to emerge and invade 
established markets from below. Performance oversupply also 
triggers a fundamental change in the basis of competition in 
the product’s market: The rank-ordering of the criteria by 
which customers choose one product or service over another 
changes. The intersecting trajectories of performance supplied 
and demanded are fundamental triggers behind the phases in 
the product life cycle.  
 A product becomes a commodity within a specific 
market segment when the repeated changes in the basis of 
competition completely play themselves out, that is, when 
market needs on each dimension of performance have been 
fully satisfied by more than one available product. Differentia-
tion loses its meaning when the features and functionality ex-
ceed market demands. The buying hierarchy describes  4 typi-
cal phases: functionality, reliability, convenience, and price. 
The factor driving transitions from one phase to the next is 
performance oversupply. On the customers’ side, the stages 
are similar: early adopters, early majority, majority, A disrup-
tive technology heralds a change in the basis of competition. 
Disruptive products tend to be simpler, cheaper, and more reli-
able and convenient than established products.  
 Firms that are most successful in commercializing a 
disruptive technology where their primary development chal-
lenge is framed as a marketing one along dimensions that fa-
vor the disruptive attributes of the product. Find markets that 
embrace attributes of disruptive technologies by creating a 
commercial base and then moving upmarket. Established com-
panies find it difficult not to overload their first disruptive 
products with features and functionality.  
 Quicken dominates its market because it is easy and 
convenient and continues to make it simpler and more conven-
ient by watching how customers use the product. QuickBooks 
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changed the basis of product competition from functionality to 
convenience and captured 70% of the market within 2 years of 
its introduction. Novo developed a line of insulin pens, a more 
convenient way for taking insulin. This contrasted with an in-
dustry that had pursued greater purity to attract the time and 
attention of busy physicians. Microsoft increased the slope of 
the trajectories of improvement in functionality demanded by 
their customers to parallel the slope of improvement provided 
by their technologists. Its Excel spreadsheet software, for ex-
ample, required 1.2MB of disk storage capacity in its version 
1.2, released in 1987. Its version 5.0, released I 1995, required 
32MB.  
 HP’s pursuit of the first strategy in its laser jet printer 
busines has been enormously profitable. Compaq Computers 
and the trinity of Intel, Microsoft, and the disk drive makers 
have succeeded by implementing the 2nd and 3rd strategies, re-
spectively. But the list of firms that have done this is disturb-
ingly short. Even the best managers are subject to laws that 
make disruptive innovation difficult.  
 
[The innovator’s dilemma: the logical, competent decisions of 
management that are critical to their success are also the rea-
sons why they lose their positions of leadership. There is a 
strategic distinction between sustaining technologies and those 
that are disruptive. They found it difficult to improve profita-
bility by hacking out cost. Sound managerial decisions are at 
the very root of the impending fall from industry leadership. A 
company’s customers who effectively control what it can and 
cannot do. Successful ventures and failures conserve enough 
resources so that new business initiatives get a 2nd or 3rd stab at 
getting it right. Plan for learning rather than for implementa-
tion. When the capabilities reside in processes, values, and 
culture, change can be very difficult. Disruptive technology 
heralds a change in the basis of competition.] 
 


