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Disruptive Innovation 

What is it and why does it matter? 

 

“It is not the strongest of the species survive, nor 

the most of intelligent that survives.  It is the one 

that is the most adaptable to change...” 
Charles Darwin 

 

he topic of disruptive innovation pervades the media and the business press.  It 

would seem that businesses of all types face the prospect of being displaced by 

smaller, nimble competitors, empowered by dynamic innovations that allow them to 

compete in new and unexpected ways.  But what is disruptive innovation?  How does it 

work? And what can a Board of Directors do to prevent this type of innovation from 

destroying value in an existing business? 

The term ‘disruptive innovation’ has been used 

to describe a wide range of technologies and 

business models in the recent past.  The term 

was originally coined by Harvard Professor 

Clayton Christensen to describe how some 

technological innovations lead to broad scale 

technological substitution and significant 

industry change.  Since its original conception 

disruptive innovation has been identified in a 

number of forms, from new technologies to 

business models and a combination of the two.  

The threat of disruptive innovation is both real 

and imminent.  Novel technologies such as 

smart phones are disrupting established 

industries by delivering services in new and 

innovative ways.  Disruption is also occurring 

via business model innovation, as 

demonstrated by companies like Uber and 

Airbnb which are attacking the taxi and hotel 

industries.  And disruption is occurring through 

a combination of digitally enabled business 

models and technological innovation, where 

emerging additive manufacturing technologies 

(3D printing) threaten to disaggregate 

traditional supply chains for manufactured 

goods, disrupting industries that have been 

built up over the past century and a half. 

In an environment dominated by this type of 

change, organisations and their boards of 

directors must respond quickly if long standing 

businesses are to be kept relevant.  This 

places additional burdens on management and 

their boards to identify threats and formulate 

effective strategies to deal with them.   

However, with the proliferation of innovations 

being labelled as ‘disruptive’, the task of 

identifying these threats becomes even more 

problematic than in the past.  There are ways 

to deal with these threats, however, and 

disruptive innovation can be identified and 

action taken to prevent established businesses 

from being made redundant. 

The objective of this paper is to provide a clear 

explanation of disruptive innovation to allow 

directors to more effectively deal with the 

phenomenon.  It describes what disruptive 

innovation is, how it functions, and what can 

be done to deal with it.  While the common 

mantra is that firms must ‘disrupt or be 

disrupted’, this paper outlines actions that 

companies can take to defend against the 

destructive potential of this type of innovation.
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Disruptive Innovation 

What is it, how does it work, and 

how can it be dealt with? 

“The greatest danger in times of turbulence is not 

the turbulence; it is to act with yesterday's logic.” 
Peter Drucker 

 

isruptive technologies are commonly 

described as innovations that 

transform an existing market by 

introducing simplicity, convenience, 

accessibility, and affordability where 

complication and high cost are the status 

quo. Initially, a disruptive innovation serves a 

niche market that appears unattractive or 

inconsequential to industry incumbents, but 

eventually the new product or idea completely 

redefines the industry. 

In his definitive work on the subject Clayton 

Christensen identified two circumstances that 

provide fertile ground for disruption to occur.  

The first of these are the features of the 

innovation and how these are valued by 

established markets.  Initially disruptive 

innovations provide relatively low levels of 

performance when compared to mainstream 

products.  In his quintessential example, 

Christensen identified how new generations 

of computer hard disk drives had lower 

capacity and higher costs per unit of storage 

compared to established products.  This 

forced the innovators to seek other markets, 

in one instance addressing the nascent 

desktop PC market rather than the 

established market for mainframe hard 

drives. 

At the same time, ongoing innovation in 

established markets tends to continue to the 

point where established products exceed the 

requirements of users.  This has already 

occurred in the PC market, where even the 

most basic computer available for home use 

has specifications well in excess of what the 

user needs (opening the way for tablets to 

disrupt the traditional PC). 

While mainstream product improvement 

continues, the disruptive innovation also 

undergoes performance improvement.  

However, given the low starting point, 

disruptive innovations tend to improve at a 

much greater rate than established products.  

When market demands for performance have 

reached a plateau, this allows disruptive 

innovations to 'attack from below', gaining 

market share from higher performing 

products in the lower end of the market based 

on lower price, combined with 'good enough' 

performance.   

As incumbents retreat to premium segments 

of the market, disruptive innovations also 

move steadily upwards, securing ever 

increasing market share.  Eventually, the 

incumbents are left with nowhere to go, and 

exit the industry altogether. 

At this point, it's reasonable to ask why the 

management of companies that fail in this 

way don't respond to the threat posed by 

disruptive innovation.  After, all, shouldn't the 

normal strategic management processes spot 

the threat and respond accordingly?  Not 

necessarily.  In the second part of disruptive 

innovation theory, Christensen identified the 

factors that prevent this from happening.  

Those factors can generally be described as 

'culture'.
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Management Culture and Responding to 

Disruptive Innovation 

hen undertaking his research into 

why good companies fail, Clayton 

Christensen identified strong 

management cultures as a key element 

contributing to their failure.  In companies that 

had succumbed to disruptive innovation, he 

identified a strong management culture, with 

well-developed systems and effective 

investment decision making processes.  In 

fact, they were well run.  The problem was 

that this culture was exceptionally well tuned 

to assessing known markets and serving 

existing customers, but poorly adapted to 

considering disruptive innovations.  In turn, 

this created a number of problems. 

Firstly, established companies are typically 

well tuned to the needs of their customers.  

They regularly take feedback from these 

customers and use it to improve their 

products, defending their competitive position 

in the marketplace.  Disruptive innovations 

don't serve the needs of existing customers, 

at least not initially.  And as a result, 

established companies tend to ignore 

disruptive innovations, instead directing their 

resources towards existing product offerings. 

Secondly, disruptive innovations very seldom 

present normal profit margins in the first 

instance.  Due to their low level of 

performance and sale into niche markets, 

they tend to have low profit margins.  This 

isn't particularly appealing to established 

firms, with significant cost structures and 

expectations of providing consistent returns 

on investment to shareholders.  Investing in 

novel, low margin technologies doesn't 

makes sense in these circumstances.  As a 

result, decision making processes logically 

direct resources to the low risk exercise of 

improving existing products. 

Disruptive technologies also typically address 

very small markets initially and these markets 

can be very difficult to define.  Returning to 

the example of increasingly miniaturised hard 

drives, each new iteration lacked an obvious 

market, and even when one was found, its 

potential size was very difficult to estimate.  

When confronted with this situation - a small 

and potentially undefined market - most 

investment making decisions will reject the 

idea and quickly move on to the next one.   

And even if an initial market could be defined, 

the likely market size makes investing in 

disruptive innovations unattractive to 

established firms.  Larger companies need 

larger new markets to sustain historical 

growth rates, and small markets don’t provide 

the required scale of growth.  Normal 

strategic planning processes direct 

companies to new markets for existing 

products, or new products for existing 

markets, not the small, new and risky markets 

served by disruptive innovations.  

Finally established companies typically 

reward management for increasing returns 

over relatively short periods of time, and not 

for pursuing high risk, low return ventures.  

The high flyer is the one who can extract 

additional profitability out of current products 

and customers and as a result, managerial 

action tends to screen ideas out before they 

reach the level of the board for consideration.  

This further reinforces the pattern of directing 

limited resources towards initiatives with 

relatively predictable outcomes. 

Taken together, culture becomes a significant 

impediment to dealing with disruptive 

innovation.  Presented with a low performing, 

high risk innovation that fails to address 

existing customer needs in small, potentially 

undefined markets, most well run companies 

will choose to invest their limited resources 

into well tested, predictable improvements in 

established products.  This leaves the 

innovator untroubled by competition from 

industry incumbents while they steadily 

improve their product and enter the low end 

of established markets.
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The Innovator's Dilemma 

he threat posed by disruptive 

innovations can be understood once 

the two sides of the problem are 

considered together; that is, the needs of the 

market when compared to existing and 

disruptive innovations, and the effect that 

established business cultures have on 

investment decision making. 

Well managed companies are excellent at 

developing the sustaining technologies that 

improve the performance of their products in 

the ways that matter to their customers. This 

is because their management practices are 

biased towards listening to customers, 

investing aggressively in technologies that 

give those customers what they say they 

want, seeking higher margins and targeting 

larger markets rather than small ones. 

Disruptive technologies, however, are 

different from sustaining ones.  When they 

first appear, they almost always offer lower 

performance in terms of features that existing 

customers care about, stopping them from 

being viewed as a threat by incumbent firms. 

They are typically cheaper, smaller, simpler 

and frequently more convenient to use, but 

address alternative, niche markets instead of 

mainstream ones. However, because the 

performance of these technologies improve 

rapidly over time, they are eventually able to 

deliver sufficient performance on the old 

features, as well as offering new ones. 

At this point, it becomes apparent that the 

disruptive innovation presents a tangible threat 

to an established business.  However, a 

tenacious belief in the competencies, 

strategies and products which made the 

company successful in the first place acts as 

an ongoing barrier to addressing the growing 

threat.  After all, what manager is willing to 

junk an existing cash cow to bet the company 

on a yet to be proven upstart innovation?  And 

what board of directors is likely to support such 

a strategy?  Typically, short term performance 

trumps long term restructuring of the business, 

with the eventual outcome being that by the 

time action is taken, it’s too late to prevent the 

failure of an existing business.  This is the 

'innovator's dilemma' as described by 

Christensen. 

The key to addressing this problem, however, 

lies in the nature of disruptive innovation and 

managing the culture of successful, 

established businesses.  This is the topic of 

the next section, but before moving to that, a 

real life example in the case of Kodak is briefly 

discussed below. 

  

T 

Case Study – Kodak 

Kodak is a well-documented case of disruptive innovation.  For a century, Kodak dominated the photography industry 

based on silver halide film and paper technology, but spectacularly failed to make the transition to the digital era.  It’s 

not that it wasn’t aware of digital imaging; the digital camera, the device that led to the company’s undoing, was 

invented by Kodak in 1975.  Kodak management’s inability to see digital photography as a disruptive technology, even 

as its researchers extended the boundaries of the innovation, would continue for decades.  As late as 2007, a Kodak 

marketing video felt the need to trumpet that “Kodak is back “ and that Kodak “wasn’t going to play grab ass 

anymore” with digital.  
 

But it is easy to see why the company didn’t act.  Although Kodak developed the first digital camera, the product was 

dropped for fear it would threaten Kodak's photographic film business.  Early digital cameras were of such poor quality 

that there seemed little reason for Kodak to see them as much of a threat.  Its core market was film and film cameras 

for customers who wanted good quality photos.  Executives were reluctant to invest in a technology which disrupted 

their existing markets and customers, and was likely to bring in much less revenue, at least initially. 
 

The fall of Kodak is an example of how companies struggle to balance investing in sustaining innovations that prop up 

existing markets and customers, and disruptive innovations which challenge long-standing ways of doing business and 

require a radical rethink in corporate strategy.   



 

Disruptive Innovation – What Boards Need to Know 6 

 

Defensive Strategies 

“We can’t solve problems by using the same kind 

of thinking we used when we created them.” 

Albert Einstein 

 

he process of disruption is the key to 

understanding the challenges it 

presents and the actions that can be 

taken to counter it.  Some of these strategies 

are outlined below. 

 

Identify the innovation and get it out into 

the open 

New innovations take longer than we expect 

to become dominant, but when they finally 

take off, they move fast.  However, this lead 

time means that there is time to spot 

disruptive innovations and formulate plans to 

address them. 

The key to doing this is to overcome the 

processes that stop these innovations being 

brought to the Board's attention.  Given the 

long gestation periods for most technological 

innovations, it's almost certain that someone 

in the organisation is aware of the innovation 

before it has its disruptive effect.  Directors 

therefore need management to access this 

knowledge and bring potentially disruptive 

innovations to the board without screening 

them out first.  This can be done via the 

normal strategic planning process, but it can 

also form a part of normal reporting and 

review processes. 

Watch 'outside' companies rather than just 

traditional competitors 

Disruptive innovations are typically 

introduced by an outsider.  As a result, 

competitor surveillance needs to be 

extended to non-traditional rivals of the firm.  

While this may appear to create a very broad 

ambit for competitor review, the information 

obtained from employee experts allows for a 

more focussed search than would otherwise 

be the case. 

Take action 

Once armed with this information, the most 

critical action to take...is to actually take 

action.  One of the hallmarks of disrupted 

companies is that they fail to act on 

information available to them - a problem 

acutely highlighted in the case of Kodak.  

The board must challenge the ingrained 

thinking and assumptions of management to 

ensure that the threat posed by disruptive 

innovation are raised and reviewed.  Once a 

real risk is identified, action needs to be 

taken, and taken early in the life of a 

disruptive innovation, as first mover 

advantages have been proven to be even 

more critical for this type of investment. 

Establish a separate entity to pursue a 

disruptive innovation 

Given the constraining effects of established 

management culture, deciding to compete 

with your own version of a disruptive 

technology requires a separate business.  

This allows management to be freed of prior 

thinking and decision making patterns; it 

creates a low cost structure to enable the 

venture to compete with the small, new 

entrant; and it creates a business that can 

get excited about the small sales that 

characterise the market in its early stages. 

Fail often, fail fast 

The undefined nature of markets for 

disruptive innovations means that the right 

market may not be hit upon first time round.  

Rather than allocating all of a new venture's 

resources to a single planning and marketing 

campaign, plan to 'fail often and fail fast' until 

the real market for the innovation is 

uncovered.  
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Conclusions 

“People don't resist change. They resist 

being changed!” 
Peter Senge 

 

Disruptive innovation is a powerful mechanism for 

change.  As demonstrated above, once it gains 

momentum, it can be very difficult to stop.  And the 

real rub is that well run companies can be the most 

susceptible to disruptive change, as their 

established ways of doing business can stop them 

from properly assessing and acting on disruptive 

innovations. 

However, the ball really is in the incumbent’s court.  

The progress of innovation can’t be stopped; but 

armed with the right knowledge boards can assist 

management in effectively assessing the threat of 

disruptive innovation and taking action to diffuse 

the threat before it’s too late. 

 

 

Our understanding of disruption has progressed 

since Clayton Christensen’s original work in the 

1990s.  Other modes of disruption have been 

identified and strategies developed to deal with it.  

Describing all of these is beyond the scope of this 

paper.  However, if you would like to know more 

about disruptive innovation, how it might affect 

your industry and business, and what a board of 

directors can do about it, contact the author using 

the details provided overpage. 

In the meantime, boards should remain vigilant for 

the signs of disruptive innovation and ensure that 

management remain effective in addressing the 

threat posed by this type of innovation to their hard 

earned position in the marketplace. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Takeaways 

� Disruptive innovation involves products with low performance, small markets and unattractive profitability in 

the short term 

� Well run companies will have a bias away from investing in these innovations; in fact they may never even be 

brought to the Board's attention 

� First mover advantages makes early investment particularly important: 

� Countering disruptive innovation requires the Board to; 

� Ensure that disruptive innovations are identified and discussed openly by management 

� Non-traditional competitors are monitored as they are the most likely to introduce these innovations, 

� Once available, information relating to disruptive innovations must be acted on 

� The in-house development of a disruptive innovation should be undertaken by an independent entity, with 

a scale matched to the initial market opportunity 

� Boards should expect - and encourage - regular failures aimed at discovering the initial market for a 

disruptive innovation 



 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

InnovationInsight is the blog of Dr Tim MacTaggart.  Tim 

gained a doctoral degree by studying how disruptive 

innovations diffuse through established technological 

systems.  InnovationInsight is where he discusses the 

issues associated with disruptive innovation and 

technological change.  For more information, visit his 

blog or contact him at the details, below.  

 

  B: www.innovationinsight.org 

E: tim_mactaggart@hotmail.com 

M: 0403 346 928 
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