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game to your hard drive and run from there.COURTESY OF HASBRO Companies are missing billions

of dollars in potential savings that could be achieved by better efficiency and lower prices. This year,
no company made more money than Hasbro. Despite an unprecedented number of distressed sales,
the toymaker posted impressive sales gains. It has also stepped up its game at innovation, notably in
the development of a new line of 3-D action figures that were among the line's strongest sellers this

year. But while Hasbro's sales show improved profitability, investors are frustrated by the toy
company's high operating costs and low cash flows. Analysts argue that it must refocus its focus on
innovation, and they recommend that Hasbro take advantage of its strong brands (such as My Little
Pony and Transformers) to drive new and innovative products. Yet Hasbro cannot innovate without

money for R&D -- not only for new products, but also for more efficient use of its existing technology.
And although Hasbro has increased its R&D spending since 2000, it still spends less than half what

its competitors do. Is it all too little, too late? If not, how does Hasbro respond to the current industry
headwinds? Is Hasbro's rebound sustainable? And could the current recovery be another illusory

boom, with a bust likely at some point? To answer these and other questions, I built a simple model
of the toy industry (see Exhibit 1) that incorporates the fundamental characteristics of the toy

industry and balances the companies' needs for cash with their needs to create and launch a new
toy. My model, which is described in detail in my book, Innovation's Business Strategy, estimates

that Hasbro spends more than $800 million
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