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Rebuilding an Iconic Brand One Piece at a Time
Graphic feature by David Robertson, Ph.D., The Wharton School, University of Pennsylvania;
Illustrated by Bob D’Amico

T

he snap of LEGO’s iconic plastic
bricks is a familiar sound to the young
and young at heart. Although LEGO
is a global household name, changes
in consumer behavior and tougher
competition pushed the company to the brink of
bankruptcy in 2003.
In this special Visions graphic feature, explore
LEGO’s story – from its success in reaching
toy boxes worldwide to its struggles with
plummeting sales and failed innovation efforts.
This feature brings readers to a crossroads in
LEGO’s history, and it begs the question: If you
were a LEGO executive and the fate of one of the
world’s most recognizable brands rested in your
hands, what would you do? Make sure to read
the instructions at the end of the graphic feature
(see page 17) for information on how you can
participate and be a part of the conversation.
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In June 2003, Jørgen Vig Knudstorp, a young ex-consultant,
presented the findings of his study to the LEGO Board of Directors.
2003 is going to
be bad, and 2004
will be worse.

We may go
bankrupt.

How could
this have
happened?

The Board, led by LEGO CEO Kjeld
Kirk Kristiansen, was stunned.

How can we save
the company?

Are we
going to
survive?

Story by David Robertson (dave@davemail.com) • Graphics by Bob D’Amico (www.cartoonbob.com)

In January 2004, after confirming the
findings of Knudstorp’s study, Kjeld Kirk
Kristiansen fired the company’s President.

In October 2004, Kristiansen appointed
Knudstorp CEO of LEGO. He was 34 years old.

We must ask
you to leave.

How do we turn this
company around?

A short history of The LEGO Group
LEGO was
founded in 1932
by a carpenter
named Ole Kirk
Christiansen.

Only the
best is good
enough.

In 1947 Christiansen acquired a plastic injection
molding machine, the first in Denmark.

In 1958 LEGO
patented the
plastic brick.

click
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Over the next 20 years, sales grew slowly and
steadily, reaching $180 million in 1978.

Over the next 15 years, sales exploded,
doubling every five years.

In 1977 and 1978,
the company also
introduced the
Technic building
system and the
Fabuland play
theme.

In 1993, sales
growth stopped.

In 1978 LEGO introduced the minifigure
and the Castle and Space play themes.

We need to develop
more new toys.

In response, LEGO tripled the number of toys it
offered. Sales remained the same, and profits fell.
More LEGO toys? We can’t
sell what we have.
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In 1998, for the first time in its history, LEGO lost
money. The company laid off 1000 people.

LEGO managers surveyed the market to
find out what went wrong.
They’re leaving our toys earlier.

D

CLOSE

Most of the company’s competitors had
moved their manufacturing to China.

The company’s retail partners had become
more concentrated and powerful.

NO!

LEGO
Toy
y
Displa
Plan

In 2000, LEGO introduced its new mission statement, designed to
inspire and spark innovation across the company.
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Boosting
innovation
throughout
The LEGO
Group
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To boost
innovation,
LEGO followed
the advice
that leading
consultants and
academics were
giving.

Find
Blue Ocean
Markets

Build An
n
Innovatio
e
Cultur

Walk In
Your
Custome
rs’
Shoes

Practice
Disruptive
Innovation

Connecticut

Denmark

New York

Explore The
Full
Spectrum
Of
Innovation

iverse
Hire D tive
& Crea le
Peop

LEGO created a full spectrum of new
innovations, including movies, video
games, amusement parks, education
centers, and jewelry

LEGO hired diverse and creative people all
over the world.

California

Open
Innovation

LEGO Education Center

Great Britia

SCIENCE
TECHNOLOGY
ENGINEERING
MATH

n

Milan
Japan

The LEGO Galidor toy had integrated
electronic games, and interacted with
the Galidor TV show and video game.

LEGO opened its innovation
process and partnered with outside
companies to make LEGO Harry
Potter , LEGO Star Wars , and the
LEGO Steven Spielberg MovieMaker toys.
TM
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To find “blue ocean”,
LEGO developed
the Explore line of
electronic toys for
children.

LEGO created its own “disruptive” technology – the
LEGO Digital Designer – which allowed kids to build
with virtual LEGO bricks.

LEGO surveyed its
target customers and
found most didn’t like
construction toys. It
designed the Jack
Stone line of toys
with a few
pieces that
snapped
together
quickly.
The company’s culture
valued creativity and
innovation, spinning off one
big idea after another.

❯
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LEGO did what everyone told them to do to boost innovation.

DIVERSE &
CREATIVE!

The result was disaster. In 2003, the company lost almost
$300 million and was close to bankruptcy.
WE’RE RUNNING
OUT OF CASH.

WE DON’T HAVE ANY
LINES OF CREDIT.

WE MAY HAVE
TO SELL THE
COMPANY.

What
should
LEGO
do?
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The logos in 7A and 7B and 7C are not right. White letters, black outline, red
background. Also, the size of the red background should be in the right proportion. See here: http://en.wikipedia.org/wiki/File:LEGO_logo.svg

To generate cash, LEGO sold a 70% stake in its theme parks and sold its headquarters building.
Management moved into a nearby factory.
The LE
G

O Gro

FOR
SALE

LEGO outsourced 80% of its brick production to
factories in Mexico and the Czech Republic.

up A/B

FOR SALE

To cut costs LEGO considered cutting the number
of pieces it made in half.

Lego had
generated
enough cash to
survive, but the
business was
broken. How
could Jørgen
Vig and his
team reinvent
the way that
LEGO managed
innovation?

If you were a LEGO executive faced with this challenge, what would you do?
Write us at visions@pdma.org, or go to www.thesource.pdma.org, and tell us in the “LEGO” blog.
Select posts and responses will be published in the next issue of Visions.
To find out what LEGO really did to turn things around,
come see Prof. David Robertson finish the story at the
Product Innovation Management conference on the morning of Wednesday, November 2!
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n the last edition of Visions, our leGo hero was perched precariously
on the edge of business collapse. the leGo group, facing severe
economic hardship, had turned to innovation to save the organization.

The company pursued in earnest the seven innovation truths—the courses of innovation action recommended by academics and gurus:
1. Explore the full spectrum of innovation;
2. Pursue open innovation;
3. Seek blue oceans;
4. Practice disruptive innovation;
5. Hire diverse and creative people;
6. Walk in their customers’ shoes; and
7. Build an innovation culture throughout
the organization.
LEGO did these things well. The result? It
almost went bankrupt.
In a challenging and thought-provoking
keynote at the PDMA’s Annual Global Conference, professor Dr. David Robertson of The
Wharton School took the audience through
this story. As a group of innovators, this was
a moment of truth for us. Was all that we believed about new product development and
innovation to be dashed by the reality of the
LEGO experience? Were these truths we’ve
heard and tried to promote within our professions about to be revealed as falsehoods?
After allowing the audience to sweat
for a moment at this cliffhanger, Robertson
revealed the problem that LEGO had unfortunately discovered the hard way. The
company’s investment in innovation was
entirely in the innovation engine. In essence,
its turnaround strategy had created an innovation machine of great power. Although it was
churning out new products at a tremendous
rate and expanding into new markets with
new possibilities, the machine lacked a critical
component. Perhaps this is the eighth innovation truth: You need a guidance system, not
just an engine.

Like a rocket car without a steering wheel,
LEGO’s innovation engine had launched them
down a path at high speed, without the ability to navigate the curves in the road ahead.
And like such a car, the end of such a ride is
destined to be disastrous.
An effective guidance system must answer
three questions:
1. Position: Where are you now?
2. Direction: Where do you want to go?
3. Controls: How will you get there?
For a business, this means having a clear
understanding of project and portfolio status
on a real-time basis, having a clear perspective about how the innovations are linked
to the overall strategy and relative priorities
and having the management systems clearly
defined for effective resource allocation and
decision making.
Fortunately for the LEGO Group, it discovered this problem before the impending crash-and-burn scenario could come to
fruition. LEGO created an internal guidance
system that could manage the powerful innovation engine that they created. To implement
the system, the company had to first take its
foot off of the accelerator, cutting back on
new products in the pipeline and consolidating existing collections.
For establishing direction, LEGO implemented several consumer (user) and customer
(retailer) input channels. Product teams were
organized to align with customer communities that had grown spontaneously but without structure. Designers and marketers were
given better tools for assessing product and
customer profitability. And leadership defined
the types of innovation the company needed.

This ongoing dialog provided insight into
what the LEGO brand meant and could mean
in the marketplace.
To improve control, LEGO reorganized
the company to better define and align roles
and responsibilities, and new positions were
created to ensure appropriate functional
leadership. It completely revamped its development process to ensure that the company
could understand where each project was
and adjust if necessary. And it created new
positions throughout the organization to add
discipline to its already creative designers.
For determining position, LEGO began
conducting executive innovation committee
reviews of projects and the innovation pipeline, ensuring clear visibility of where things
stood. Measurement systems for management and business unit performance were
implemented, which not only provided more
objective assessment of performance but also
provided direction by aligning incentives with
strategic objectives.
The results for LEGO have been exceptional. Between 2007 and 2010, while competitors in the toy industry are showing flat
or declining earnings and profitability, LEGO
grew revenues by an average annual growth
rate of 25 percent and profits by an average annual growth rate of 50 percent! Such
performance in a global economic downturn
is no accident. The accident that could have
happened—the untimely end of LEGO—was
avoided by attaching an effective guidance
system to the powerful innovation engine
that LEGO had created. V
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