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@ Learning Outcomes

Lecture 4: ICV and corporate vending

By the end of this unit you will be able to:

¢ |dentify the key factors associated with successful

external collaboration for innovation.

¢ Understand what are the key principles of open
innovation and its benefits (plus some challenges for

implementation).

e Reflect on a mini case: a small firm Open Innovation

experience.

e Be able to assess the relevance of Internal Corporate
Venturing (ICV)

1. External Knowledge Sourcing and
Collaboration

Many knowledge acquisition routes we saw in the
previous lecture entail deep collaboration with external

partners. The question then would be, why do firms use



external collaboration to help drive innovation? Two

potential answers:

e Because they lack the internal resources (including

knowledge) to ‘go it alone’.

¢ To reduce the (technological and market) uncertainty

of innovation.

But at the same time, these motivations may be inter-
related. For example, by working closely with customers a
firm can both increase its knowledge about user needs,
and reduce the market uncertainty associated with the

introduction of innovation.

Some of the common accepted ways or motivations for

collaboration documented in the literature are:

e Access to knowledge: getting into that knowledge
usually includes inter-firm collaboration and this could
be done through horizontal linkages (with other firms
but also other type of organizations such as
universities, research centres, software companies,....)
and vertical linkages within the value chain
(customers, suppliers,...). Its objective is to gain wider
knowledge about potential partners. That is, it is not
only a matter of working in a particular project and
focus on the success of the project in terms of the
results obtained, but it is also related with the
understanding of the capabilities of your partners,
their strengths and weaknesses. In order to benefit

from the collaboration, a firm will want to try to



understand some of the business culture, some of the
business practices used to collaborate with other

partners.

e Sharing costs and risks: Usually this is a major
economic motive for many companies to collaborate,

specifically in R&D projects.

e Strategic motivations: maybe the firm innovation
strategy focuses on increasing the collaboration in the
next few years as a way to gain access to, e.g.,

international markets.

@ Watch Video

Critical factors for success

In this video | will present the critical factors for a

successfull collaboration



https://youtu.be/kz-OzOdIDz8

[The video is also available here.]

2. Open Innovation

We can define open innovation as:

‘ ‘ A paradigm that assumes firms can
and should use external ideas as well
as internal ideas, and internal &
external paths to market, as firms look
to advance their technology.



‘ ‘ Firms that can harness outside ideas
to advance their own business, while
leveraging their internal ideas outside
their current operations will likely
thrive in this new era of open
iInnovation.

Chesbrough (2003, 2006)
2.1 Open Innovation principles

In Chesbrough (2003) book, the author does not only
describe the Open Innovation (Ol) principles, he compares
them with, what he defines as, the closed innovation

paradigm. Let's compare the key principles in both models:



Human capital: Under the closed innovation paradigm, the company

hires the best and brightest talents in terms of the human capital. For
example an English company called ICI that is a large chemical company
followed the strategy of hiring the best chemistry and chemical
engineers from the top UK universities. They were following a closed
innovation strategy. However later on, many competitors discovered it
and followed the same model, becoming a challenge for ICI to continue
hiring the best candidates. The Ol model assumes that not all the smart
people works for your company and that will be needed to think in

engaging with the best inside and outside of our company. If we can’t



hire the best people inside of our company we have to engage with the

best talent and people outside the company. It is a change in the

mindset for companies shifting to this Ol principle.




R&D activities: Under the close paradigm, to bring new products and
services to the market, the company must discover and develop them. In
this way, the company that gets an innovation to the market first will
usually win, because the company is putting the product into the market
faster than the competitors. The model assumes that industry leaders in
R&D investment will discover the best and most ideas and will come to
lead the market as well because they are discovering the majority of
these ideas. However, under the Ol model, external R&D is taking into
consideration because it can create significant value within the firm. But
the company needs to combine external R&D with some internal R&D
capacity to claim some portion of that value. Why is that? Because if
you don't have internal R&D capacity you can't understand and
appreciate what you can do with the R&D you are buying from outside,
how best utilize that knowledge you are bringing in for your company.
The model moves from the approach "the company needs to discover
in-house to profit from it" to the idea "we don’t need to originate the
research to profit from it and we can collaborate with external
organizations to originate some of the research". The main objective of
the Ol model is to build a better business model rather than getting to
the market first. Companies using the Ol approach and making the best

use of internal and external ideas will win market share.
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Intellectual property (IP): the closed innovation model says that if the
company controls the IP, it ensures that the competitors do not profit
from its ideas. In other words, the firm has strict control of IP, even
protecting through secrecy that could be complemented by patents,
copyrights, trademarks, etc. Finally the Ol model says that a company
can use other companies” IP in order to profit. Alternatively a company

can also sell the IP to other companies to profit.
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Next table summarizes the key differences between both

(closed and open) innovation models.

Closed innovation

Open innovation

Hire the best people so that the smartest
people in the industry work for us.

Not all the smart people work for us — we
need to engage with best inside & outside
our company.

To bring new products to the market we
must discover them.

External R&D can create significant value;
internal R&D is needed to claim some
portion of that value.

We need to discover it ourselves to profit
from it.

We don’t need to originate the research to
profit from it.

Company getting innovation first to market
will usually win.

Building a better business model is better
than getting to market first.

Industry leaders in R&D investments will
discover the best & most ideas & will come
to lead the market as well.

Companies that make the best use of
internal and external ideas will win.

Control intellectual property to ensure that
competitors do not profit from our ideas

Company can profit from others’ use of IP
& we should buy others’ IP whenever it
advances our own business model.

2.2 Chesbrough’s Open Innovation business model

Next figure represents the innovation funnel described by

Chesbrough (2004) explaining his open innovation model

using a single company boundaries:




Qutbound O.1.

J

Our new
market

Inbound O.1.

Other firm’s
market

Licence, spin
out, divest

Internal/external
venture handling Our current
market

External technology

External insourcing

technology base

Source: H. Chesbrough UC Berkeley, Open Innovation: Renewing Growth from Industrial
R&D, 10th Annual Innovation Convergence, Minneapolis Sept 27, 2004 10

Within this model there are two important terms: Inbound
Ol and outbound OI. The balloons on the left represent
the knowledge pockets, key capabilities that needs to be
developed in the firm. All these pockets, these capabilities
go inside this funnel and though a decision process, the
company needs to decide which of the knowledge is going
to utilize and apply in order to obtain complementary
advantage. Inbound Ol refers to the inputs to be
introduced in the innovation funnel and is composed by
the internal technology base, the external technology
base, the external technology sourcing, and internal and
external venture handling. The internal technology base
refers to in-house R&D (also called New Product
Development) that uses the internal knowledge and
capabilities available in the firm. Alternatively, the firm

could develop an internal corporate venturing (ICV)




composed by a special team working in a particular
project. When the capabilities are not available in-house,
the firm could acquire them from external knowledge
sources using long-term collaboration (external technology
base) like strategic partnerships with external research
organizations or short-term sources of knowledge

(external knowledge insourcing).

Outbound Ol refers to the outputs of the funnel, the
strategic points where the company wants to offer its
product or service. The company can target the current

market, a new market and/or other firms” market.

e Qutbound Ol means that a company is using some of
the external knowledge and capabilities to surf firms
own market. Remember that the current market in
which the firm operates is maybe giving your firm
huge revenues (e.g. 50%, 70% of your revenues).
There could be key customers that out of that
percentage provides you around 10% of your
business. So you have to keep that customer happy
(responding to their needs, improving innovation,
improving services, improving your reaction time, etc.)

as they are part of your current market.

e The innovation strategy could identify new markets
and decrease the reliance on the exiting markets. The
main idea of the new markets is that the firm wants to
approach new customers to sell the products or

services.

¢ There are firms that maybe are not operating in your

market, but maybe they operate in others” market and



they are also interested in your products. It could be a
completely different sector. For example a company is
licensing out some of their technologies outside its
current market, it doesn’t need to be in its own
business segment. One example here is Nike, the
sports manufacturer that some years ago discovered a
very strong adhesive glue but was enable to use in
their own products due to health & safety reasons. So
regulations didn’t allow them to exploit the IP of the
in-house product discovered. Some of the Nike
researchers attended a conference in glue technology
and presented this glue. Some other firms from other
sectors were interested in that product, specifically
from the automobile ties sector as ties need different
types of glue. Nike was able to sell the IP, through a
license agreement, to a tier manufacturer, using the
open innovation approach to target a completely new

market.

Further Reading

The following paper complements the explanation of the
open innovation model. It is available in your online

reading list.



e Chesbrough, H. (2007), ‘Why companies should have
open business models’, Sloan Management Review,
(Winter 2007) Vol. 48 (2), pp. 22-28.

2.3 Potential benefits and challenges of applying Open

Innovation

Although the Ol model looks very attractive, it is not

straight forward to implement. There are some challenges:

e Tap into external knowledge: the key benefit is that
using Ol the firm increases the pool of knowledge and
reduces the reliance on internal knowledge. However
the challenge is the search for and identification of
relevant knowledge sources. Some of the knowledge
might be tacit knowledge and once you internalized it,
you need to codify that knowledge. Similarly, another
key point is how to transfer such knowledge,

specifically tacit knowledge.

e External R&D has significant value: the Ol model can
reduce the cost and uncertainty associated with
internal R&D. However it is less likely to lead to
distinctive capabilities. This means that the firm starts
to erode the internal R&D, downsize it to such an
extent that might loose some of the capabilities
currently available. It is important to pay attention to
how much R&D the firm can outsource. How much
does your company need to invest internally so you
don’t loose some of these capabilities?. It is also
important to take into consideration that external

R&D might also be available to your competitors.



e Do not have to originate research to profit from it and
allows the firm to allocate more resources on external
search strategies and relationships. However, the Ol
model still needs sufficient internal R&D capability in
order to identify, evaluate and adapt external R&D.
Think on this as your absorptive capacity as
identifying, evaluating and adapting is a big thing to
do and not a straight forward task. The downside is
that conflicts of commercial interests or strategic

direction could appear.

e Profit from others intellectual property (IP) via Inbound
O.l. and others use of our IP via Outbound O.I. The Value
of IP is very sensitive to complementary capabilities
such as brand, sales network, production, logistics,
and complementary products and services.
Sometimes it conflicts of commercial interest or
strategic direction. It is important and challenging
the negotiation of acceptable forms and terms of IP

licences.
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CASE EXAMPLE: CURANA

Small firms should also look beyond their own boundaries
to enhance competitiveness. This is the case example from
a Belgian bicycle parts maker called CURANA. Curana was
working in low-tech sector (bike accessories) but had to
compete with low-cost imports from overseas competitors
(from late-1990s onwards). In order to become a
competitive firm, Curana had to experiment (up to 2-years)
with different materials, processes and manufacturing
partners before it produced a breakthrough product at the
right price. The BLite mudguard was a stylish, superlight

aluminium-and-plastic combination.



This product could NOT have been produced by Curana
alone. Curana had to leverage the knowledge of other
collaborating companies to move from a commodity
producer to a market-driven leader and strategic partner
for bike manufacturers. Experimentation is key to
innovation and networks help small firms with limited
resources drive the discovery process on larger scale.
Personal ties are key for small firms in activating a network
fast. The relationships with network partners work well
when built on trust. CURANA developed relationships
with local research institutes to help bring new ideas to
the market. To ensure survival of this innovation network,
the value created was divided equitably amongst partners.
That means sitting together and working out collective

and individual benefits for all partners.

Activity 1

Why Now Is the Time for “Open Innovation”? (Deadline 14th
March)

Read the article "Why now is time for open innovation”
written by Dahlander and Wallin. Reflect on the

importance of open innovation under current uncertain

circumstances. How can firms benefit from open

innovation under the unprecedented circumstances? What



are the challenges companies face? Can you find any
example of firms cooperating due to the COVID-19
pandemic? Leave your comments on the following
Discussion Board in BB.

( Link to the Discussion Board in BB >

< Go to the next page )

This material should be treated as private and confidential. ©

The University of Manchester, 2021 all rights reserved.



